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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 85 countries and territories and assets of US32,556 billion

at 31 December 2011, the HSBC Group is one of the world's largest banking and financial
services organizations.
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Dividend record and payable dates in 2012 for our
preferred shares, subject to approval by our Board of
Directors, are:

Record Date Payable Date
15 March 31 March

15 June 30 June

14 September 30 September
14 December 31 December

Distribution dates on our HSBC HaTS™ are 30 June
and 31 December.

Designation of Eligible Dividends

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

PRINCIPAL ADDRESSES:

Vancouver:

HSBC Bank Canada

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

Tel: (604) 685-1000

Fax: (604) 641-3098

Toronto:

HSBC Bank Canada
70 York Street
Toronto, Ontario
Canada M5J 1S9
Tel: (416) 868-8000
Fax: (416) 868-3800

Media Enquiries:
Vancouver (English) (604) 641-2973

HSBC BANK CANADA SECURITIES ARE
LISTED ON THE TORONTO STOCK
EXCHANGE:

HSBC Bank Canada

Class 1 Preferred Shares — Series C
(HSB.PR.C)

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

Class 1 Preferred Shares — Series E
(HSB.PR.E)

TRANSFER AGENT AND REGISTRAR:

Computershare Investor Services Inc.

Shareholder Service Department
9th Floor, 100 University Avenue
Toronto, Ontario

Canada M5J 2Y1

Tel: 1 (800) 564-6253

Fax: 1 (866) 249-7775

SHAREHOLDER CONTACT:

For change of address, shareholders are
requested to write to the bank’s transfer
agent, Computershare Investor Services
Inc., at their mailing address.

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

HSBC Bank Canada
Shareholder Relations

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

Shareholder Relations:
Chris Young (604) 642-4389
Harry Krentz (604) 641-1013

Toronto (English) (416) 868-3878
Toronto (French) (416) 868-8282

WEBSITE:
www.hsbc.ca

Caution Concerning Forward-Looking Statements

This document contains forward-looking information, including statements regarding the business and anticipated
actions of the bank. These statements can be identified by the fact that they do not pertain strictly to historical or
current facts. Forward-looking statements often include words such as “anticipates,” “estimates,” “expects,” “projects,”
“intends,” “plans,” “believes” and words and terms of similar substance in connection with discussions of future
operating or financial performance. Examples of forward-looking statements in this document include, but are not
limited, to statements made in “Message from the President and Chief Executive Officer” on page 3, “Economic
Outlook for 2012 on page 11, “Employee future benefits” on page 27, and “Transition to IFRS” on page 28. By their
very nature, these statements require us to make a number of assumptions and are subject to a number of inherent risks
and uncertainties that may cause actual results to differ materially from those contemplated by the forward-looking
statements. We caution you to not place undue reliance on these statements as a number of risk factors could cause our
actual results to differ materially from the expectations expressed in such forward-looking statements. These risk
factors — many of which are beyond our control and the effects of which are difficult to predict — that could cause such
differences include: capital management, credit, liquidity and funding, market, structural, and operational risks all of
which are discussed in the Risk Management section of the 2011 MD&A on pages 32 to 54. Additional risk factors
include the extra-territorial impact of recent legislative developments from the Dodd-Frank Wall Street Reform and
Consumer Protection Act and the regulations issued thereunder, 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 the bank operates. Canada is an extremely competitive
banking environment, and pressures on our net interest margin may arise from actions taken by individual banks or
other financial institutions acting alone. Varying economic conditions may also affect equity and foreign exchange
markets, which could also have an impact on our revenues. We caution you that the risk factors disclosed above are
not exhaustive, and there could be other uncertainties and potential risk factors not considered here which may
adversely affect our results and financial condition. Any forward-looking statements in this document speak only as
of the date of this document. We do not undertake any obligation to, and expressly disclaim any obligation to, update
or alter our forward-looking statements, whether as a result of new information, subsequent events or otherwise,
except as required under applicable securities legislation.
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In 2011, HSBC Bank Canada celebrated 30 years
serving Canadians. When we first opened our doors as
Hongkong Bank of Canada in 1981, those doors opened
onto a single office in Vancouver. We are now the
largest international bank in Canada with offices across
the country.

As part of a group with operations in over 80
countries around the world, HSBC Bank Canada’s deep
understanding of the key issues, trends and challenges
facing Canadian companies doing business abroad
enables us to provide them unique support.

In 2011, to better serve our commercial clients, we
continued the expansion of our Commercial Banking
business in Central Canada, hiring more than 50 staff
and launched an initiative to have Global Banking and
Markets staff accompany our Commercial bankers on
over 1,000 customer visits bringing the international
expertise of Global Banking and Markets to our
Canadian customers.

In May we celebrated with the inaugural winners of
the HSBC International Business Awards — Canadian
firms that have made a real difference in taking their
products and services to the world. This program
continues in 2012 and I am looking forward to meeting
more exceptional examples of companies that are
thriving by taking Canadian products abroad.

For the first time in 2011, HSBC was named the best
domestic cash manager in Canada in the Euromoney Cash
Management Survey — a true testament to our capabilities
and the standard of customer service we provide.

Message from the President and Chief Executive Officer

HSBC became the fastest growing bank-owned
mutual fund company in Canada, growing at a rate of
over 17 per cent per year, the highest net mutual fund
sales in our history.

We were also thrilled that HSBC Bank Canada was
recognized as one of Canada’s Top 10 Employers for
Young People according to Mediacorp Canada for the
second year in a row. This validates the considerable
efforts we have made over recent years to create a
workplace and culture that appeal to employees
whatever their age or background. Our diverse
workforce is a source of great pride and is a significant
contributor to the high level of service provided to our
customers by thousands of HSBC staff across the
country each and every day.

I am pleased that the strong fundamentals
underpinning HSBC Bank Canada’s core businesses
allowed us to continue to perform well in a year marked
by an uncertain economy. We expect the economy to
continue to show subdued growth in the face of a
challenging external environment. However, we will
focus on deepening our relationships with our customers
ensuring access to our global and emerging market
capabilities. These actions will enable us to continue to
meet our customers’ needs in the years ahead.

Ledy ol

Lindsay Gordon
President and Chief Executive Officer
HSBC Bank Canada

Vancouver, Canada
24 February 2012
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Management’s Discussion and Analysis

Five Year Financial Summary

(in 8 millions, except where otherwise stated) IFRS IFRS GAAP GAAP GAAP
2011 2010 2009 2008 2007

Condensed statements of income

Net interest income ..... 1,556 1,608 1,479 1,644 1,718
Net fee income............. 644 638 545 454 454
Net trading income............. 150 153 329 402 256
Other operating inCOMeE...........cccevverrerrerereennenne 147 187 223 104 183
Net operating income before loan

impairment charges................c..c..c.coc. 2,497 2,586 2,576 2,604 2,611
Loan impairment charges and other credit risk

PIOVISIONS. ....uvveniiiieiieieieii et (197) (359) (515) (379) (239)
Net operating income ... 2,300 2,227 2,061 2,225 2,372
Operating expenses........ (1,348) (1,357) (1,323) (1,353) (1,383)
Operating profit..........c.cc..c.... 952 870 738 872 989
Share of profits in associates...........cccceeveeueenenne. 4 5 - — -
Profit before income tax expense................... 956 875 738 872 989
Income tax expense (252) (257) (207) (253) (347)
Profit for the year .........ccoeereineiiiicee 704 618 531 619 642
Profit attributable to common shareholders...... 633 531 448 573 598
Profit attributable to preferred shareholders ..... 61 61 57 20 18
Profit attributable to non-controlling interests .. 10 26 26 26 26
Basic earnings per common share ($) .............. 1.27 1.06 0.90 1.09 1.16
Financial highlights
Total ASSELS ....eveeeiiieierieieieeeee e 79,995 78,017 71,695 73,952 68,194
Shareholders’ equity....... 4,973 4,426 4,364 4,153 3,612
Risk-weighted assets 35,322 34,152 37,674 41,623 41,372
Loans and advances to customers

(net of impairment allowances) .................. 44,284 45,218 43,070 48,855 49,322
CusStomer aCCOUNES ..........c..cevveeeeuieeeiieeirieeereeenns 46,614 45,492 50,207 51,962 48,878
Capital ratios (%)’
Tier 1 1atio...cooieeeeiieieeeeeeeee e 134 13.3 12.1 10.1 8.8
Total capital Tatio ......ceeveeeeierieierieee e 16.0 16.0 14.9 12.5 11.3
Performance ratios (%)’
Return on average common equity ................... 17.0 15.5 13.1 16.6 19.6
Post-tax return on average total assets.............. 0.77 0.66 0.62 0.77 0.88
Post-tax return on average risk-weighted assets 1.8 1.5 1.1 1.4 1.5
Credit coverage ratios (%)
Loan impairment charges as a percentage of

total operating income ...........ccceeveveereeneenen. 7.9 13.9 20.0 14.6 9.2
Loan impairment charges as a percentage of average

gross customer advances and acceptances ... 0.4 0.7 1.5 1.2 1.0
Total impairment allowances outstanding

as a percentage of impaired loans and

ACCEPLANICES c.vvevveenreeereeneesiieneeeseeeeeeeeenneenees 73.4 73.1 62.4 66.0 122.4
Efficiency and revenue mix ratios (%)’
Cost efficiency ratio ........ccecvevverierierereseseenens 54.0 52.5 514 52.0 53.0
Adjusted cost efficiency ratio’.........c.cccceeeeuennen. 51.8 49.1 - - -
Net interest Margin.........cceeeeeeevereeriereseereenenns 2.23 2.32 2.40 2.59 291
As a percentage of total operating income'

Net interest iNCOME.........ccovevveererreneenenes 62.3 62.2 57.4 63.1 65.8

Net fee income 25.8 24.7 21.2 17.4 17.4

Net trading income 6.0 5.9 12.8 15.4 9.8
Financial ratios (%)
Ratio of customer advances to customer accounts 95.0 99.4 75.9 84.0 89.2
Average total shareholders’ equity to average

£OtAl ASSELS...vcveenieiiieiieieeeeee e 5.7 5.4 6.0 5.6 5.0
Assets under administration*

Funds under management 26,383 31,501 28,174 21,287 26,213

Custodial accounts................. 967 1,303 10,721 9,221 10,914

27,350 32,804 38,895 30,508 37,127

1 These are non-IFRS amounts or non-IFRS measures. Please refer to the discussion outlining the use of non-IFRS measures in this document

on page 5.
2 Calculated in accordance with guidelines issued by the Office of the Superintendent of Financial Institutions Canada ('OSFI’). Risk-weighted
assets and ratios at 31 December 2010 and prior years have not been restated for the adoption of [FRS as at 1 January 2011.
Adjusted cost efficiency ratio not calculated for years prior to 2010.
4 Funds under management include funds managed in the full-service brokerage business which was sold with effect 1 January 2012.
This included $10.6bn and $15.7bn at 31 December 2011 and 2010 respectively.

w



HSBC Bank Canada’s (‘the bank’, ‘we’, ‘our’) Management’s Discussion and Analysis (‘MD&A’) is dated
24 February 2012, the date that our Consolidated Financial Statements and MD&A for the year ended 31 December 2011
were approved by our Board of Directors (‘the Board’).

Basis of preparation of financial information. The Consolidated Financial Statements are prepared in accordance
with International Financial Reporting Standards (‘IFRS’). The financial information included in the MD&A is either
at 31 December, or for the years then ended. The information is derived either directly from our Consolidated Financial
Statements or from the information we have used to prepare them. Unless otherwise stated, all references to ‘$’ mean
Canadian dollars. All tabular amounts are in millions of dollars except where otherwise stated. Prior to the adoption of
IFRS, our financial statements were prepared in accordance with Canadian generally accepted accounting principles
(‘GAAP”). Prior period (2010) amounts have been restated on an IFRS basis and certain amounts have been reclassified
to conform to the presentation adopted in the current period. Our adoption of IFRS is described in more detail in the
‘Transition to IFRS’ section of this MD&A and in note 34 of the accompanying Consolidated Financial Statements.

Certain financial information that we are required to disclose as part of the MD&A is included in the table on page 4,
which also includes a number of IFRS and non-IFRS measures. Securities regulators require that companies caution
readers that earnings and other measures adjusted to a basis other than IFRS may not have any standardized meaning
prescribed by IFRS and are therefore unlikely to be comparable to similar measures presented by other issuers. The
following outlines various measures which management regularly monitors, to more clearly indicate the derivation of
the measure:

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

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

— Post-tax return on average risk weighted assets — Profit attributable to common shareholders divided by the average
monthly balances of risk weighted assets for the year. Risk weighted assets are calculated using guidelines issued
by OSFI in accordance with the Basel II capital adequacy framework.

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

— 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 and other credit risk provisions
and intra-group recoveries from HSBC Group entities from both net operating income before loan impairment
charges and other credit risk provisions and total operating expenses. For purposes of this adjusted ratio, intra-
group revenues and expenses, which are reported on a gross basis in “other operating income” and “general and
administrative expenses” in our consolidated financial statements, are reflected on a net basis, consistent with our
reporting to our parent.

— 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 year divided by net operating income before loan impairment
charges and other credit risk provisions for the year.

— Ratio of customer advances to customer accounts — Loans and advances to customers divided by customer accounts,
using year-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 year and average total assets are calculated using average daily
balances for the year.

The sections on risk management included in this MD&A where indicated on pages 32 to 54 form an integral part
of the Consolidated Financial Statements and should be read in conjunction with the Consolidated Financial Statements
for the year ended 31 December 2011 and the related auditors’ report.
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Management’s Discussion and Analysis (continued)

We make a number of references throughout this MD&A to ‘notes” which means notes on the 2011 audited
Consolidated Financial Statements, which are included with the MD&A in our Annual Report and Accounts.

Other available information. We file all of our news releases regarding material matters, interim and annual
Consolidated Financial Statements, interim and annual MD&A, Annual Reports, Annual Information Form,
certifications by our Chief Executive Officer (‘CEO’) and Chief Financial Officer (‘CFQO’), as well as other
continuous disclosure documents, with SEDAR. Copies of these documents can be obtained from SEDAR’s website:
www.sedar.com and our website: www.hsbc.ca. Certain financial information for one of the bank’s subsidiaries,
HSBC Financial Corporation Limited (‘HSBC Financial’) can also be located on www.sedar.com.

Outstanding securities data. Note 27 of the Consolidated Financial Statements contains details of the number of
preferred and common shares issued and outstanding at 31 December 2011. Note 28 contains details of the number of
HSBC Canada Asset Trust Securities (‘HSBC HaTS™”) outstanding at 31 December 2011. Subsequent to that date and
up to the date of this MD&A, there have been no issues of any form of securities.

Overview

In Canada, HSBC is the leading full-service international bank and seventh largest bank overall with operations across
the country and total assets of $80bn at 31 December 2011.

Originally established in 1981, with our head office located in Vancouver, British Columbia, we have grown
organically and through certain strategic acquisitions, to become an integrated financial services organization. We
provide Retail Banking and Wealth Management, Commercial Banking, Global Banking and Markets and Consumer
Finance services.

Customers are able to conduct their business conveniently through our branch network, automated banking
machines, direct debit and credit cards, Internet banking and telephone call centers.

The HSBC Group

We are a member of the HSBC Group, whose parent company HSBC Holdings plc (‘“HSBC Holdings’) is headquartered
in London, UK. Our customers have access to the worldwide resources of the HSBC Group. The HSBC Group is one
of the largest banking and financial services organizations in the world, with an international network in Europe, the
Asia-Pacific region, the Americas, the Middle East and Africa. Shares in HSBC Holdings are listed on the London, Hong
Kong, New York, Paris and Bermuda stock exchanges. The shares are traded in New York in the form of American
Depositary Receipts.

Through an international network linked by advanced technology, the HSBC Group provides a comprehensive
range of financial services: Retail Banking and Wealth Management, Commercial Banking, Global Banking and
Markets and Global Private Banking.

Complete financial and operational information for HSBC Holdings and the HSBC Group can be obtained from its
website, www.hsbc.com, including copies of HSBC Holdings 2011 Annual Review and its 2011 Annual Report and Accounts.

HSBC's values

The role of HSBC’s values in daily operating practice has taken on increased significance in the context of the global
financial crises, with the changes to the regulatory policies, investor confidence and society’s view of the role of banks.
We expect our executives and staff to act with courageous integrity in the execution of their duties.

HSBC’s values are being:
— Dependable and doing the right thing
— Open to different ideas and cultures

— Connected with our customers, communities, regulators and each other.



We have strengthened our values-led culture by embedding HSBC’s values through training, development and
employee induction, and through the personal sponsorship of senior executives. These initiatives will continue in 2012
and beyond.

HSBC’s objective is to deliver sustainable long-term value to its shareholders through consistent earnings and
superior risk adjusted returns. We have a clear strategy to become the leading international bank, based on two elements
which are aligned with the key trends shaping the global economy:

— International connectivity — we are strengthening our presence in those markets and businesses that are most
relevant to global trade and capital flows; and

— Economic development and wealth creation — we are investing to capture wealth creation in selected markets and
focusing on retail banking only in those markets where we can achieve profitable scale.

To deliver on our strategy we are taking action in three areas:

— Capital deployment — we are improving the way we deploy our capital as part of our efforts to achieve our targeted
return on equity of 12% to 15% over the business cycle. We have introduced a strategic framework assessing
each of our businesses on a set of five strategic evaluation criteria, namely international connectivity, economic
development, profitability, cost efficiency and liquidity. The results of this review determine whether we invest in,
turn around, continue with or exit the business.

— Cost efficiency — we have launched a transformation programme to achieve sustainable cost savings which is
intended to facilitate self-funded growth in key markets and investment in new products, processes and technology,
and to provide a buffer against regulatory and inflationary headwinds; and

— Growth — we continue to position ourselves for growth. We are increasing our relevance in fast growing markets
and in wealth management and we are improving the collaboration between our international network of businesses,
particularly between Commercial Banking and Global Banking and Markets.

The objectives and incentives of management are aligned to delivering the strategy.

Our Strategic Direction and Main Achievements for 2011

Products and services

We manage and report our operations around the following customer groups: Retail Banking and Wealth Management,
Commercial Banking, Global Banking and Markets and Consumer Finance. We have built a culture that delivers
integrated service ensuring customer needs are met across products and subsidiaries, and internationally through the
HSBC Group’s extensive and unparalleled worldwide network.

In November 2010, our parent company announced that within the context of the customer group global business
view of HSBC Group’s performance, Retail Banking and Wealth Management would be managed as a single global
business. Accordingly, the previous Personal Financial Services has been merged with Global Asset Management
which was previously part of Global Banking and Markets.

Retail Banking and Wealth Management

The Retail Banking and Wealth Management business continued to focus on being the leading international premium
bank in Canada, offering its premium customers global connectivity through innovative products, providing them
access to emerging market exposure and deepening relationships with them through propositions and pricing.

Retail Banking and Wealth Management offers its products and services to customers based on their individual
needs. HSBC Premier and HSBC Advance services are targeted at mass affluent and emerging aftfluent customers who
value international connectivity and benefit from our global reach and scale. For customers who have simpler everyday
banking needs, we offer a full range of banking products and services reflecting local requirements.

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).
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Management’s Discussion and Analysis (continued)

HSBC Premier provides preferential banking services and global recognition to our high net worth customers and
their immediate families with a dedicated relationship manager, specialist wealth advice and tailored solutions.
Customers can access emergency travel assistance, priority telephone banking and online ‘global view’ of their
HSBC Premier accounts around the world with free money transfers between them.

HSBC Advance provides a range of preferential products and services customized to meet local needs. With
a dedicated telephone service, access to wealth advice and online tools to support financial planning, it gives
customers an online ‘global view’ of their HSBC Advance accounts with money transfers between them.

Wealth Solutions & Financial Planning: a financial planning process designed around individual customer needs to
help our clients to protect, grow and manage their wealth through best-in-class investment products manufactured
by in-house partners (Global Asset Management and Global Markets) and by selected third party providers.

Customers can transact with the bank via a range of channels such as Internet banking, face to face and self-service
terminals in addition to traditional branches, telephone call centres and ATMs.

Business developments and achievements for 2011 include:

HSBC Premier — growing our HSBC Premier customer base to over 242,500, a net growth of over 37,100 customers.
HSBC Premier offers seamless global banking with over 6,000 HSBC Premier branches and over 250 HSBC
Premier Tier 1 centres worldwide in 46 countries. Our HSBC Premier Relationship managers and our developing
multi channel provide a single point of contact to meet all our customers’ financial needs.

HSBC Advance, offering priority services to emerging mass affluent customers, provides seamless global banking
in over 33 countries, with a customer base that has grown to over 67,500.

Wealth management — ranking fifth amongst Canadian banks in mutual fund sales, with total net sales of $1.3bn,
significantly outselling relative to the size of our network compared to the Canadian banks and demonstrating the
appeal to customers of bringing the world of investment opportunities to Canadians. HSBC has the fastest growing
mutual fund business amongst Canadian banks — growing at 19.6% through 2011. HSBC is the only bank in Canada
to offer Premium series pricing across the entire mutual fund range, an initiative designed to support growth in both
fund sales and assets amongst affluent/high net worth Premier investors. We added emerging market debt exposure
to World Selection via the launch of a new HSBC Emerging Market Debt Fund. With our World Selection family
of funds, we now have the broadest emerging market fund range in Canada. HSBC Indian Equity Fund and HSBC
Chinese Equity Fund continue to be the top selling funds of their kind in Canada for the year.

Product innovations — continuing to bring innovative products to the Canadian market, launching four new reward
programs in our MasterCard™ credit card business to strengthen alignment with our key client segments. In addition,
exclusively for HSBC Premier MasterCard™ cardholders, we introduced the HSBC Rewards for Miles program (with
Cathay Pacific and Singapore Airlines as partners) and the HSBC Premier Alerts service which allows cardholders
to receive notification via email or SMS text message for transactions that are made online or internationally. HSBC
recently launched a brand new web-based mobile banking application for ‘Apple’ devices, making it even easier for
iPhone and iPad users to manage their every-day banking needs.

Business rationalization — aligning with the five filters articulated at the HSBC Group’s Investor day in May 2011,
we decided to sell the full-service retail brokerage and related wealth management business. The business requires
scale to achieve acceptable returns and we determined that the best course of action was to enter into a strategic
relationship to serve our customers, focusing the proceeds on building our HSBC Premier wealth management
professionals and proprietary wealth management offering via HSBC Global Asset Management. 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 and related wealth management business. The transaction closed
effective 1 January 2012. Further details of this transaction are covered on page 14 of this report. Following the
announcement of this sale, but prior to its closing, a number of investment advisors decided to leave and pursue
opportunities elsewhere. This led to a reduction in funds under management during the fourth quarter.



Commercial Banking

We segment our Commercial Banking business into Corporate, to serve both Corporate and Mid-Market companies
with more sophisticated financial needs and Business Banking, which serves the small and medium-sized enterprises
sector. This enables the development of tailored customer propositions while adopting a broader view of the entire
commercial banking sector, from sole proprietors to large corporations. It also allows us to provide continuous support
to companies as they expand both domestically and internationally, and ensures a clear focus on the business banking
segments that are typically the key to innovation and growth in market economies.

The Commercial Banking business continued to focus on its position as being the best bank for small business
through our business direct strategy and as the leading international bank for business by strengthening our cross border
capabilities, particularly through our investment to grow our presence in central Canada.

We place particular emphasis on international connectivity to meet our business customers’ needs and aim to be
recognized as the leading international bank in all our markets and the best bank for business in our target markets.

— Financing: we offer a broad range of financing, both domestic and cross border, including overdrafts, receivables
finance, term loans and leasing.

— Payment and cash management: we are a leading provider of domestic and cross border payments and collections,
liquidity management and account services worldwide, delivered through our e-platform, HSBCret.

— International trade: we provide various international trade products and services, to both buyers and suppliers such
as export finance, guarantees, documentary collections and forfaiting to improve efficiency and help mitigate risk
throughout the supply chain.

— Treasury: Commercial Banking customers are volume users of our foreign exchange, derivatives and structured
products.

— Capital markets and advisory: capital raising on debt and equity markets and advisory services are available as required.
— Commercial cards: card issuing helps customers enhance cash management, credit control and purchasing.

— Direct channels: these include online and direct banking offerings such as telephone banking, HSBCnet and
Business Internet Banking.

Business developments and achievements for 2011 include:

— Best Bank for Cash Management — The 2011 Euromoney Cash Management survey, an annual survey of cash
managers, treasurers and financial officers worldwide, named HSBC Bank Canada the Best Domestic Cash
Manager for 2011.

— Leading International Business — We continued to strengthen our cross border capabilities and international
connectivity through the HSBC Group’s worldwide international banking centres. The number of successful
Global Link customer referrals in and out of Canada grew 12% year on year. A new Commercial Bank card is due
to be launched in Canada, facilitating greater customer segmentation and client experience, and will be aligned to
Group’s branding — further reinforcing our Leading International Business identity.

— New Products and Campaigns launched in 2011 — Several products and campaigns were launched in 2011, prominent
among them being our Trade campaign in line with the HSBC Commercial Banking Global Trade campaign which
focussed on international business to position HSBC as the market leading global trade bank by 2014. A global
Payments and Cash Management campaign generated over $1bn in commercial deposits. Since its launch in 2002,
HSBCnet has reached many milestones, and is a key driver of transaction volume and value that provides additional
revenue opportunities to our Payments and Cash Management, Securities, and Trade and Supply Chain businesses.

— Business without Borders — The partnership with Rogers Media, The Globe and Mail and The Economist Intelligence
Unit to launch an exclusive, first of its kind initiative, BUSINESS without BORDERS"™, ‘Helping businesses grow
internationally’, firmly reaffirmed our position as the leading international bank for business in Canada. This
includes the HSBC International Business Awards program, which is designed to recognize, celebrate and promote
businesses that are successfully investing, operating and growing internationally. The initiative resulted in signing
up more than 6,000 members, easily surpassing the target of 5,000 by the end of 2011.
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Global Banking and Markets

Global Banking and Markets provides tailored financial solutions to major government, corporate and institutional
clients and private investors worldwide. Managed as a global business, Global Banking and Markets operates a long-
term relationship management approach to build a full understanding of clients’ financial requirements. Sector-focused
client service teams, comprising relationship managers and product specialists, develop financial solutions to meet
individual client needs. With dedicated offices in over 65 countries and access to HSBC’s worldwide presence and
capabilities, this business serves subsidiaries and offices of our clients on a global basis.

The Global Banking and Markets business continued to focus on being the international bank of choice by building
a client-driven franchise serving the global needs of our core clients, delivering global products to Canadian clients
and Canadian products to global clients.

Global Banking and Markets is managed as two principal business lines, HSBC Global Markets and Global
Banking. This structure allows us to focus on relationships and sectors that best fit the HSBC Group’s footprint and
facilitate seamless delivery of our products and services to clients.

— Global Markets operations consist of treasury and capital markets services. Products include foreign exchange,
currency, interest rate, bond, credit, equity and other derivatives; government and non-government fixed income
and money market instruments; precious metals and exchange-traded futures; equity services and distribution of
capital markets instruments.

— Global Banking offers financing, advisory and transaction services. Products include:

— Capital raising, advisory services, bilateral and syndicated lending, leveraged and acquisition finance, structured
and project finance, lease finance and non-retail deposit taking;

— International, regional and domestic payments and cash management services; and trade services for large
corporate clients.

Business developments and achievements for 2011 include:

— Global Markets — focusing on enhanced connectivity with our clients, both internal and external — domestically and
globally. This focus resulted in a significant increase in the number of clients with which HSBC dealt across all
Global Markets products.

— Global Banking — leveraging the global network, building relationships with target clients in the resource, energy,
infrastructure and financial sectors. Our joined up approach resulted in HSBC playing a leading role in a number
of key transactions including a joint-book runner role on the largest equity transaction in Canada in 2011. We also
continued to be active in cross border advisory activity and maintained a leading position in cross border debt
financing for Canadian public sector and corporate clients. We will selectively look for opportunities to expand our
platform in our primary markets and businesses in the coming year.

Consumer Finance

Consumer Finance, through the bank’s wholly-owned subsidiary, HSBC Financial, provides consumer finance
products and solutions to Canadians through a network of 76 retail branches and other distribution channels. Products
include real estate secured loans, personal loans, specialty insurance products and credit cards, including private-label
credit cards to retail merchants.

The primary focus of the Consumer Finance business continued to be the improvement of the sales force’s
productivity and managing risk and credit quality.

Business developments and achievements for 2011 include:
— Consumer lending — improved productivity on both real estate and unsecured loans, compared to 2010 results.

— Retail — signing a contract to fund 100% of new volume with one of our large merchants (previously at 85%) and
continued efforts to improve overall profitability of the business.

— Credit cards — spend volume increased 13.5% in 2011 as a result of new account acquisitions and higher spend per card.

— Reduced risk in business — achieving significant reductions in delinquencies year over year, through our continued
focus on collections and tighter collection policies and practices.
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Economic Outlook For 2012

We expect the Canadian economy to show modest but continued improvement through 2012, with a moderate reduction
in unemployment, increasing trade with emerging markets and a strong resource sector. Interest rates are expected to
increase slowly in 2013, influenced by US rates.

We anticipate the regulatory environment to intensify, particularly due to global changes. With our continued focus
on our key principles of a strong capital base, a diversified income stream and strong liquidity, we intend to position
the bank to maximize opportunities and to stay focused on our ‘right to win’ strategy in target segments.

Analysis of Financial Results For the Year Ended 31 December 2011

— Profit attributable to common shareholders was $633m for 2011, an increase of 19.2% compared with $53 1m for 2010.
— Return on average common equity was 17.0% for 2011 compared with 15.5% for 2010.

— The cost efficiency ratio was 54.0% for 2011 compared with 52.5% for 2010.

— Total assets were $80.0bn at 31 December 2011, an increase of $2.0bn, or 2.6%, from $78.0bn at 31 December 2010.

— Total assets under administration were $27.4bn at 31 December 2011, a decrease of $5.4bn, or 16.5%, from $32.8bn
at 31 December 2010.

Overview

HSBC Bank Canada recorded profit for the year ended 31 December 2011 of $704m, an increase of $86m, or 13.9%
compared to 2010. This increase in profits in 2011 was primarily due to lower loan impairment charges, partially offset
by lower net interest income and a provision for the write-down of investment property. However, there was good
growth in fee income in our core businesses.

HSBC Bank Canada delivered solid results in 2011 largely due to strong business fundamentals in our core
businesses, despite reduced customer borrowing demands, and improving asset quality leading to lower loan
impairment charges.

Net interest income
An analysis of net interest income for the year ended 31 December is as follows:

2011 2010
Average Interest Average Interest
balance income balance income
$m $m Yield % $m $m Yield %
Interest earning assets
Loans and advances
with customers......... 38,358 1,578 4.1% 40,392 1,600 4.0%
Loans and advances
with banks................. 1,969 29 1.5% 1,530 16 1.0%
Financial instruments..... 26,840 411 1.5% 24,575 358 1.5%
HSBC Financial
Corporation Limited. 2,572 348 13.5% 2,947 399 13.5%
Total interest
earnings assets ........ 69,739 2,366 3.4% 69,444 2,373 3.4%
Total interest
costing liabilities...... 65,729 (810) 1.2% 66,130 (765) 1.1%
Net interest and Net
interest margin ....... 1,556 2.2% 1,608 2.3%
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HSBC BANK CANADA

Management’s Discussion and Analysis (continued)

Net interest income for the year was $1,556m in 2011 compared with $1,608m in 2010, a decrease of $52m, or
3.2%. Although average interest earning assets increased marginally, commercial borrowings and consumer finance
receivables have decreased as clients continue to de-leverage. The impact of the lower loan volumes is partially offset
by the effect of increases in the Bank of Canada interest rates in the second half of 2010 which positively impacted the
yield on the bank’s prime rate-based assets compared to the prior year.

Net Fee Income
Fee income for the year ended 31 December is as follows:

2011 2010

$m $m

Credit TACTIIEIES .. veeuvieeieeiie ettt ettt ettt ettt e b e e e teesseeseaeesaeenseenseesaenneas 213 196
Funds under management ............cocooiiierieniiieient e 162 141
ACCOUNT SETVICES ..ttt ettt ettt ettt et et sbe et e st sbe et ebesbe e st entesbeestentesbeebeensenaeas 85 90
Brokerage COMMISSIONS .....c..evuiiiiriirtiiiieiesit ettt sttt sttt sbe b enaeas 63 74
CIEAIt CATAS .ttt ettt ettt b e ettt e b ebt et e sbeebeennenaeas 51 46
COTPOTALE TINAIICE ...ttt ettt ettt et et e sbe b eanenaeas 43 45
TIISUTAIICE ...ttt ettt b e ettt e bttt e st ebe et enaeas 22 40
REMITANCES ...ttt ettt sttt sttt enae s 25 18
Trade fiNance IMPOTt/EXPOTL. ....cc.evuiereriiriieierteeii ettt ettt ettt eaeenaeas 11 11
TTUSEEE TS .ttt ettt ettt ettt b e ettt beebt et e beebeennenneas 5 6
OLRET .ttt a ettt b e et b et ettt et nae s 54 60
FC INCOIME ...ttt ettt sbe s eneenneas 734 727
LeSS: £8E EXPEIISE ..ottt ettt ettt ettt et e e sae st et sae s et e ebeeneennenaeas 90) (89)
INEE FEE INCOIMIE ...ttt ettt e et e e et e e eaae e e eaaeesaaeeeaaeeens 644 638

Net fee income increased by $6m, 0.9% from $638m in 2010 to $644m in 2011. Strong fundamentals in our
underlying core businesses resulted in increased fees earned for credit facilities, remittances and fund management
which also benefited from increased average funds under management. This was partially offset by lower fees from the
Global Investor Immigration Program due to a slowdown in the number of applications processed by the government
as well as a reduction in brokerage commissions due to lower equity markets and the impact of the loss of investment
advisors that left in advance of the sale of the full-service brokerage business. Fees from insurance declined due to
non-recurring fees received in the previous year.

Net trading income of $150m in 2011 decreased by $3m, or 2.0% when compared with $153m in 2010. Foreign
exchange revenues showed a moderate increase as a result of increased customer volumes as well as the impact of
volatile currency markets. However this was offset by a $21m recovery in 2010 of previously recorded losses upon
the disposal of substantially all of the bank’s non-bank Canadian asset-backed commercial paper (‘ABCP’) portfolio.

Other operating income
Other operating income for the year ended 31 December is as follows:

2011 2010
$m $m

Net gain/(loss) from financial instruments designated at fair value ...........c.ccocceeeenenee. 16 2)
Gains less losses from financial INVEStMENES .......c.coveueriririeiiinencicreceeeeeeee 43 8
Other OPErating INCOMIEC. .......eeveriiiuieiieteeteeierte et eee et eeeteseeeseessesseeseesesseeneesesseeneensens 88 181
Total other OPErating INCOME .......ceevervierieierteeieteeteeeeete et eeesteeseensesseeseessesseeseensensens 147 187

Net gain/(loss) from financial instruments designated at fair value Financial instruments designated at fair value
resulted in a gain of $16m compared with a loss of $2m for 2010. The bank records certain subordinated debentures,
deposits and liabilities at fair value. Credit spreads widened in 2011, particularly in the third quarter, resulting in a
decrease in the fair value of these balances.
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Gains less losses from financial investments were $43m in 2011, an increase of $35m when compared with $8m
in 2010. The increase in the year was a result of gains recognized on the disposal of the bank’s available-for-sale
(‘AFS’) preferred share portfolio, combined with higher gains from the sale of certain AFS government bonds and
bank debt securities.

Other operating income was $88m in 2011 compared with $181m in 2010, a decrease of $93m, or 51.4%. A $59m
charge was recorded in 2011 for a write down in the value of investment property. Following the Group’s decision to
emphasize cost containment and focus on certain core systems, there was a decrease of $37m in revenues received in
2011 from affiliates in respect of software development services performed on their behalf.

Operating expenses and efficiency
Operating expenses for the year ended 31 December are as follows:

2011 2010

$m $m

Employee compensation and benefits..........cocoeveoieriniiiieniniiieecceeceee e 796 750
General and adminiStrative EXPEINSES ... ...eeverrerrrererierieeterteetteteste et eeestesseesestesieesenaens 475 548
Depreciation of property, plant and equipment............ccocoeeerierereeienenenieeseeeeeean 37 40
Amortization and impairment of intangible assets ............cccccveirererieiiiinenieiniee 40 19
Total operating eXPemSeS ...........cooiiiiiiiiiiiiiieee e 1,348 1,357
COSt ETTICIENCY TALIO 1..eeveeiieiieiieete ettt ettt ettt e st et e sbeeseeneenaeas 54.0% 52.5%
Adjusted cost effICIENCY TALIO.......eiueeeirieieri et 51.8% 49.1%

Total operating expenses were $1,348m in 2011 compared with $1,357m in 2010, a decrease of $9m, or 0.7%. Employee
compensation and benefits increased $46m for the year, partially due to an increase in the post-retirement benefits expense
as a result of enhancements to certain of the bank’s defined contribution pension plans, combined with higher full-time
salaries and restructuring costs associated with certain efficiency-driven initiatives. General and administrative expenses
decreased by $73m for the year largely due to a recovery from an HSBC affiliate of fees paid with respect to prior years
as well as the impact of reduction in spend on Group systems noted above. Amortization and impairment of intangible
assets increased $21m for the year as a result of a write-off of certain internally-developed software costs in 2011. Also
included were $14m of charges relating to the sale of the full-service retail brokerage business.

The cost efficiency ratio increased marginally as a result of the lower income levels recorded for the year. The
adjusted cost efficiency ratio of 51.8% is marginally up from 2010 due to the lower revenue levels for 2011.

Credit quality and provision for credit losses

Loan impairment charges and other credit risk provisions for the year were $197m compared with $359m in 2010,
a decrease of $162m, or 45.1%. The decrease in loan impairment charges in 2011 compared with 2010 was due to
reduced levels of individually assessed impairment charges, and a lower collective impairment provision due to
improved credit quality and lower loan volumes in the bank’s commercial loan and consumer finance portfolios.

Further detailed discussion is contained in the ‘Credit Risk’ section of this report on pages 38 to 48.

Income taxes

The effective tax rate for the year was 26.4%, compared with 29.4% in 2010. The decrease was a result of the reduction
in statutory tax rates and the recovery of fees from an HSBC affiliate during the second quarter of 2011 which were
not taxable.
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HSBC BANK CANADA

Management’s Discussion and Analysis (continued)

Statement of financial position

Total assets at 31 December 2011 were $80.0bn, an increase of $2.0bn from 31 December 2010, primarily due to a
$3.0bn increase in financial investments and a $0.8bn increase in derivatives partially offset by a $1.3bn decrease in
loans and advances to banks, and a $0.9bn decrease in loans and advances to customers. Liquidity remained strong with
$28.5bn of cash and balances at the central bank, items in the course of collection from other banks, trading assets, loans
and advances to banks and financial investments at 31 December 2011, compared with $26.1bn at 31 December 2010.
Loans and advances to customers at 31 December 2011 were $44.3bn compared to $45.2bn at 31 December 2010. The
decline in loans and advances to customers is primarily due to a decrease in the balance of reverse repurchase agreements
with customers. Excluding reverse repurchase agreements, loans and advances to customers increased marginally.

Improving asset quality resulted in a lower level of impaired loans and reduced specific and collective provisions.
Gross impaired loans were $678m, a decrease of $120m compared with $798m at 31 December 2010. Total impaired
loans net of specific allowances for credit losses were $470m at 31 December 2011, compared with $571m at
31 December 2010. Total impaired loans includes $59m (31 December 2010: $117m) of consumer finance loans, for
which impairment is assessed collectively. The collective allowance applicable to consumer finance loans was $89m
compared with $148m at 31 December 2010. The total collective allowance was $329m compared with $400m at
31 December 2010.

Following campaigns with our commercial customers, total customer accounts of $46.6bn at 31 December 2011
increased $1.1bn from 31 December 2010.

Debt securities in issue decreased to $13.3bn at 31 December 2011 from $14.8bn at 31 December 2010 mainly as
a result of a reduction on overall borrowing requirements.

The assets, liabilities, revenues and expenses relating to the full-service retail brokerage business are included
in the Retail Banking and Wealth Management segment. Assets and liabilities relating to the business being sold
were recorded as held for sale and are measured at the lower of the carrying amount and fair value less costs to sell.
At 31 December 2011, non-current assets held for sale of $3m representing goodwill and intangible assets have
been included in other assets. Client accounts receivable and prepayments and accrued income of $58m; and client
trading accounts and accruals and deferred income of $318m have been included in other assets and other liabilities
respectively. There was no impact on the carrying amount on reclassifying these assets and liabilities as held for
sale. In the fourth quarter, $14m of charges were incurred relating to this transaction. A gain relating to the sale of
approximately $80m will be recorded in the first quarter of 2012.

Total assets under administration

A general decrease in market values as well as a reduction in funds under management following the announcement
of the sale of the full-service brokerage business resulted in a decrease in funds under management to $26.4bn at
31 December 2011 from $31.5bn at 31 December 2010. Of these balances, $10.6bn and $15.4bn related to funds under
management in the full-service brokerage business at 31 December 2011 and 2010 respectively. Including custody and
administration balances, total assets under administration were $27.4bn, compared with $32.8bn at 31 December 2010.

Analysis of 2011 financial results by customer group

As noted above, following a reorganization of the certain customer groupings and the global business view of HSBC
Group’s performance, there were changes in reporting segments for certain businesses. Global Asset Management
moved from Global Banking and Markets to the Retail Banking and Wealth Management business, effective for the
current year. Prior year results have been restated to reflected the current reporting structure.
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Retail Banking and Wealth Management
Selected Financial Information and Analysis. The following sets out financial information and other data for Retail
Banking and Wealth Management:

2011 2010

$m $m

INEt INLETEST INCOIMIE ...ttt ettt ettt et ettt ettt ent st b s et eseesesbennenes 399 391

INEE EE INCOIMC ...ttt ettt ettt et sbesnenes 255 252

Net tradiNg INCOIMC. .....eeviteieiietiiteietiet ettt ettt es ettt ent et b s e s et sesbensenes 20 26

Other Operating INCOMIC..........c.covrueuirieuiirieiiieteteteteee ettt ettt ettt s et 9 8

Net operating income before loan impairment charges and other credit risk provisions 683 677
Loan impairment charges and other credit risk provisions...........cccceeeveeiereneeeeneennens (20) 27)

INEt OPETALING TNCOIMNC ......eeueerietieiieiesteettesiesteeeeestesteeseestesesseestesesseeseensesseeseensessesseensenses 663 650
Total OPETALING EXPEIISES ...e.vveveeneieuierietieteesiesteeteeseestesseestesesseeseesesseaseensesseeseesesseaneensens (589) (587)

Profit before iNCOME taX EXPEINSE .....cvviieiierieiieiierieeeeteeteeteestete e et esse e essessesreeseessesaeas 74 63

Overview

Profit before income tax expense for 2011 was $74m compared with $63m in 2010. Results for 2011 were impacted
by a $16m write-off of internally-developed software costs and $14m of transaction costs related to sale of the full-
service brokerage business, partially offset by a recovery of fees from an HSBC Group affiliate with respect to prior
years of $28m, while 2010 included a gain of $7m arising from the recovery of previously recorded losses on non-bank
asset backed commercial paper (‘ABCP’). Excluding the impact of these items, the increase in year-to-date profit is
mainly due to higher net interest income resulting from a re-pricing initiative, higher income from Wealth Management
Business relating to funds under management due to stronger sales, higher loan fees, and lower loan impairment
charges due to a release of collective impairment provisions resulting from improved credit quality.

Financial Performance
Net interest income was $399m in 2011, an increase of $8m, or 2.0%, compared to 2010. The increase was primarily
due to the re-pricing of High Rate and Advance Savings Accounts, higher mortgage prepayment penalty fees and
higher revenues related to customer balances in the securities business, partially offset by lower transaction volumes
and higher funding costs.

Net fee income was $255m in 2011, an increase of $3m, or 1.2%, compared to 2010, primarily due to higher income
from funds under management due to stronger sales, partially offset by lower brokerage commissions from the full-
service brokerage business as well as lower trading volumes caused by lower equity markets, lower net revenues from
Global Immigrant Investor Services program, lower trustee fees and lower service charges.

Net trading income was $20m, a decrease of $6m, or 23.1%, compared to 2010, primarily due to the $7m recovery
of previously recorded losses on ABCP that was recorded in 2010.

Loan impairment charges and other credit risk provisions were $20m in 2011, a decrease of $7m, or 25.9%,
compared to 2010 primarily due to lower collective impairment provisions as a result of lower loan volumes and
improved credit quality.

Total operating expenses were $589m in 2011, an increase of $2m, or 0.3%, compared to 2010. Excluding the
Group fee recovery, software write-off and the costs relating to the sale of the full-service brokerage business, total
operating expenses were little changed compared to 2010.
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HSBC BANK CANADA

Management’s Discussion and Analysis (continued)

Commercial Banking
Selected Financial Information and Analysis. The following sets out financial information and other data for Commercial
Banking:

2011 2010
$m $m
INEt INLETEST INCOIMIE ...ttt ettt ettt et ettt ettt ent st b s et eseesesbennenes 727 773
INEE EE INCOIMC ...ttt ettt ettt et sbesnenes 268 251
Net tradiNg INCOIMC. .....eeviteieiietiiteietiet ettt ettt es ettt ent et b s e s et sesbensenes 24 32
Other operating (EXPenSE)/INCOMIE . .......cc.evuerueieririerteiereetesteeeeeeresteseeeeseesesseseneesessensens (55) 6
Net operating income before loan impairment charges and other credit risk provisions 964 1,062
Loan impairment charges and other credit risk provisions...........cccceeeveeiereneeeeneennens (78) (206)
INEt OPETALING TNCOIMNC ......eeueerietieiieiesteettesiesteeeeestesteeseestesesseestesesseeseensesseeseensessesseensenses 886 856
Total OPETALING EXPEIISES ...e.vveveeneieuierietieteesiesteeteeseestesseestesesseeseesesseaseensesseeseesesseaneensens (358) (342)
OPETAtING PIOTIt....eviieiieiiitiieiee ettt ettt ettt et ese bt nnene 528 514
Share of Profit in ASSOCIALES ....c..evervirieieieiirieieiet ettt aens 4 5
Profit before iNCOME taX EXPEISE ....ccveeueeieriireieiertteieeee st steeneete sttt st eseeeesbe e eneenaeas 532 519

Overview

Profit before income tax expense was $532m in 2011, an increase of $13m over 2010. Results for 2011 were impacted
by a $59m write-down resulting from a write down in the value of investment property, partially offset by a recovery
of fees from an HSBC Group affiliate with respect to prior years of $18m, and a $7m recovery on non-bank ABCP
in 2010. Excluding the impact of these items, the increase in year-to-date profit is $61m or 11.9% higher than 2010,
mainly due to lower loan impairment charges resulting from lower loan volumes and improved credit quality, offset
by lower interest revenues.

Financial performance

Net interest income was $727m in 2011, a decrease of $46m, or 6.0%, compared to 2010. The decrease was primarily
due to lower lending volumes in the commercial real estate and mid-market sectors, together with lower margins on
deposits. The increase in the deposit base over 2010 was offset by lower margins.

Net fee income was $17m or 6.8% higher than 2010 primarily due to higher income from banker’s acceptances,
standby commitments and letters of guarantee, higher wire transfer fees following the implementation of a new price
structure, partially offset by lower account service charges due to a decline in customer account activity.

Other operating income was a loss of $55m, compared to income of $6m in 2010. The loss in the current quarter
and year was primarily due to the write-down in the value of investment property.

Loan impairment charges and other credit risk provisions were $78m in 2011, a decrease of $128m, compared to
2010 primarily due to reversal of collective provisions and lower individual impairment provisions as a result of lower
loan volumes and improved credit quality.

Total operating expenses were $358m in 2011, an increase of $16m, or 4.7%, compared to 2010. Year-to-date
expenses included a recovery of fees from an HSBC Group affiliate with respect to prior years. Excluding the fee
recovery, expenses were higher by $34m or 9.9% primarily due to investments in our business in central Canada,
including personnel and marketing costs, as well as certain restructuring costs being incurred.
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Global Banking and Markets
Selected Financial Information and Analysis. The following sets out financial information and other data for Global
Banking and Markets:

2011 2010
$m $m
INEt INLETEST INCOIMIE ...ttt ettt ettt et ettt ettt ent st b s et eseesesbennenes 165 141
INEE EE INCOIMC ...ttt ettt ettt et sbesnenes 79 82
Net trading INCOME........covvuiuirieiiieieiitetiietei ettt sttt e 90 86
Gains less losses from financial iINVEStMENtS.........cceoveeiiirieieiienenieieeeeeeeeeesene 40 8
Other Operating INCOMIC..........c.covrueuirieuiirieiiieteteteteee ettt ettt ettt s et 2 4
Net operating income before loan impairment charges and other credit risk provisions 376 321
Loan impairment charges and other credit risk provisions...........c.ceceveeveveereneeneennens 1 7
INEt OPETALING TNCOIMNC .....veeueeuietieiieieeteetteseesteeetestesteeseeseesesseestesesseeseensesseeseensessesseensenses 377 328
Total OPETALING EXPEIISES ...e.vveveeneieuierietieteesiesteeteeseestesseestesesseeseesesseaseensesseeseesesseaneensens (103) (94)
Profit before iNCOME taX EXPEINSE .....cvviieiierieiieiierieeeeteeteeteestete e et esse e essessesreeseessesaeas 274 234

Overview

Profit before income tax expense was $274m compared with $234m in 2010, an increase of $40m, or 17.1%. The
results for 2010 include a $7m recovery of previously recorded losses on non-bank ABCP. When excluding the impact
of ABCP profit before income tax expense increased $47m, or 20.7% in 2011 compared to 2010, mainly as a result of
higher net interest income and an increase in gains on sales of financial investments.

Financial performance
Net interest income increased by $24m, or 17.0%, in 2011 to $165m largely attributable to strategic interest rate
positions taken as a result of balance sheet management activities.

Net fee income decreased marginally due to a lower average deal size for capital market revenues.

Net trading income increased largely due to the impact of increased customer volumes in foreign exchange
products as well as trading in volatile foreign exchange markets. The positive impact from changes in the market value
of our own debt stemmed from changes in credit spreads, partially offset by the negative impact from mark-to-market
accounting gains and losses arising from economic hedges and hedge ineffectiveness. This was partially offset by the
recovery in 2010 of previously recorded losses upon the disposal of the bank’s ABCP portfolio.

Gains less losses from financial instruments increased due to gains on sale of the bank’s AFS preferred share
portfolio, and higher gains on sales of AFS government bonds and bank debt securities.

Loan impairment charges and other credit risk provisions A net recovery of $1m was recorded in 2011 compared
to $7m in 2010 due to the release of collective impairment provision in our Global Banking business.

Operating expenses increased by $9m to $103m due to higher restructuring costs and allocated product and
infrastructure support costs partially offset by a decrease in variable compensation costs.
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HSBC BANK CANADA

Management’s Discussion and Analysis (continued)

Consumer finance
Selected Financial Information and Analysis. The following sets out consolidated financial information for
Consumer Finance:

2011 2010

$m $m

INEt INLETEST INCOIMIE ...ttt ettt ettt et ettt ettt ent st b s et eseesesbennenes 282 312

INEE EE INCOIMC ...ttt ettt ettt et sbesnenes 42 55

Gains less losses from financial iINVEStMENtS.........cceoveeiiirieieiienenieieeeeeeeeeesene 3 -

Other Operating INCOMIC..........c.covrueuirieuiirieiiieteteteteee ettt ettt ettt s et 5 3

Net operating income before loan impairment charges and other credit risk provisions 332 370
Loan impairment charges and other credit risk provisions...........c.ceceveeveveereneeneennens (100) (133)

INEt OPETALING TNCOIMNC ......eeueerietieiieiesteettesiesteeeeestesteeseestesesseestesesseeseensesseeseensessesseensenses 232 237
Total OPETALING EXPEIISES ...e.vveveeneieuierietieteesiesteeteeseestesseestesesseeseesesseaseensesseeseesesseaneensens 171 (179)

Profit before iNCOME taX EXPEINSE .....cvviieiierieiieiierieeeeteeteeteestete e et esse e essessesreeseessesaeas 61 58

Overview

Profit before income tax expense for 2011 was $61m compared with $58m for 2010. Included in the results for 2011
was $5m recoveries of fees and previously recorded impairments of certain AFS financial investments while in 2010,
$15m in non-recurring insurance fees was received relating to previous years. Excluding these items the improvement
in 2011 was $13m or 30.3% compared to 2010. The year over year increase was primarily due to improved economic
conditions, investments in credit collection processes and credit tightening actions taken in prior years. In addition
operating expenses were lower, due to cost reduction initiatives undertaken during 2011, partially offset by lower net
interest income as a result of lower average receivables.

Financial performance
Net interest income for 2011 was $282m, a decrease of $30m or 9.6% compared to the prior year. Average receivables
declined by approximately $0.3bn, or 12.0% year over year, primarily due to run-off in the non-core liquidating portfolios.

Net fee income for the year was $42m, a decrease of $13m, or 23.6% compared to 2010. Although there was higher
credit card income resulting from higher transaction volumes in 2011, this was more than offset by the receipt in 2010
of certain non-recurring insurance revenues.

Gains from financial investments were $3m for the 2011 arising from a gain in 2011 on partial settlement of AFS
financial investments.

Other operating income for the year was $5m, an increase of $2m.

Loan impairment charges and other credit risk provisions were $100m, or 24.8% better than 2010. The decrease
was primarily due to lower receivables and improved delinquencies as a result of continued improvements in the credit
quality of the portfolios as well as improved collection efforts.

Total operating expenses for the full year 2011 were $171m and $8m or 4.5% lower than 2010, mainly due to lower
staffing costs and intercompany charges, partially offset by higher direct mail spend.

Other
Selected Financial Information and Analysis. The following sets out financial information for Other:

2011 2010

$m $m

INEE INLETEST EXPEIISE ...veverveneevietiitertentettetetesteseeteetesteseese bt beneestebesbeteneeseebesenseneeseesensenes an ©))
INEE R EXPEIISE ... neneetititeietiete ettt bttt b et eb e bbbt se b nsenes - 2)
Net tradiNg INCOIMC. .....eoviteierietiiteieiiet ettt ettt ettt sttt eb e b b et et sesbensens 16 9
Net income/(expense) from financial instruments designated at fair value................... 16 2)
Other OPerating IMNCOMIC ..........c.eoirueuirieriirietiteteieteie ettt ettt ettt seaeeenes 127 160
Net operating income before loan impairment charges and other credit risk provisions 142 156
Total OPETAtING EXPEIISES...c..eeueetiriieieerteetteitesteetteneertesteeatesteestentesbeeseeneesbeeseentessesseensennens 127) (155)
Profit before iNCOME taX EXPEINSE .....cvertirririerieetieiesteeteeiesie et eee e et eeesee e enaesseeseeneenees 15 1
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Activities or transactions which do not relate directly to the four main business segments are reported in ‘Other’.
The main items reported in this segment include gains and losses from the impact of changes in credit spreads on
financial instruments designated at fair value and revenues relating to inter group funds transfer as well as expenses and
recoveries related to information technology activities performed on behalf of HSBC Group companies. The decrease
in other operating income and expenses was as a result of a decrease in software development activities performed on
behalf of Group affiliates. Profit before income tax expense was $15m for 2011 compared to $1m in 2010. The variance
is primarily due to the impact of changes in credit spreads experienced during 2011 compared to the previous year.

Analysis of Financial Results for the Fourth Quarter 2011

The bank’s results for the fourth quarter of 2011 are as follows:

INEEIESt INCOME. ...ttt ettt ettt et enee e eneenes
INEETESt EXPEISE....eoutieniiiiiiiieee ettt

Net INTETESt INCOME ....vviieevieeeeiieciie et eeee e eae e e ereeeereeeeree e

FEE INCOME ...ttt
FEE EXPONSE ...ttt

Net f8€ INCOME .....vviviieeieciiee ettt

Trading income excluding net interest iNCOME .........ccceeveereererieneeennnne
Net interest income on trading actiVities ..........ccceevreerierieieeiereseenens

Net trading INCOME. ..c..eoveueeiiriiriirieieierer et
Net gain/(loss) from financial instruments designated at fair value .....
Gains less losses from financial iINVeStMENts.........ccceeveeereeeeierienieennene.
Other Operating INCOME. ........ccvervieieieriieieiesieeeetesieeseeae e eseenaesaeeseens
Net operating income before loan impairment charges and other
credit risk Provisions..............ccoeeviiininiininincnccen
Loan impairment charges and other credit risk provisions...................
Net operating inCome ...............ccoooeviiieieniiieee e
Employee compensation and benefits...........ocoeevirieiereiieieneceeee
General and administrative eXPenSes........ecuerueeeereeriereereesieeseereeseeeneens
Depreciation of property, plant and equipment............cccccoceeverereennne.
Amortization of intangible asSets.........cevevirierieriiieiee e
Total operating eXPenses..............ccceecuieiierieiieeieeieeie e

Operating Profit ..ot
Share of profit in aSSOCIALES ....cvevveeuiereiriieieie e

Profit before income tax expense.............cc..coooeriiiiiiiiiniene e
[NCOME taX EXPEISE.....eeiiiiiiieiieiieeiie et

Profit for the period ...................ccoooiiiiiii

Profit attributable to common shareholders.............cccceceevviiiiiniennnnne.
Profit attributable to preferred shareholders ..........c.ccoceviiiniinincnnnne.

Profit attributable to shareholders .............coveevvviiiviiieiiiceeeceeeceeee

Profit attributable to non-controlling iNterests ..........ecevvereevereerueennnnn

Average number of common shares outstanding (000°s)......................
Basic earnings per common share ($).......cccoceoeveerineiniinncinnee

Quarter ended

31December 31 December 30 September
2011 2010 2011
$m $m $m
585 621 579
(192) (221) (188)
393 400 391
185 204 183
(28) (22) (21)
157 182 162
23 18 41
8 6 5
31 24 46
- €))] 22
3 - 20
(10) 51 33
574 653 674
(54) (115) (63)
520 538 611
(184) (197) (196)
(125) (158) (129)
® (10) (10)
(18) ®) 4)
(335) (370) (339)
185 168 272
- 1 2
185 169 274
(50) (51) (73)
135 118 201
118 96 182
15 15 16
133 111 198
2 7 3
498,668 498,668 498,668
0.24 0.19 0.36
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HSBC BANK CANADA

Management’s Discussion and Analysis (continued)

Overview

HSBC Bank Canada recorded a profit of $135m for the fourth quarter of 2011, an increase of $17m, or 14.4%
compared with $118m for the fourth quarter of 2010 and a reduction of $66m (32.8%) from $201m for the third quarter
of 2011. Profit attributable to common shareholders was $118m for the fourth quarter of 2011, an increase of $22m,
or 22.9%, over the same period in 2010 and a reduction of $64m (35.2%) from the third quarter of 2011. The increase
compared to the same period in 2010 is primarily due to lower loan impairment charges, partially offset by lower net
interest income and a write down in the value of investment property. Profit for the fourth quarter of 2011 was $66m or
32.8% lower than the third quarter mainly due to the investment property write down, as well as lower gains on sale of
financial investments and the impact in the third quarter of 2011 of changes in credit spreads on financial instruments
designated at fair value.

Net interest income for the fourth quarter of 2011 was $393m compared with $400m for the fourth quarter of 2010,
a decrease of $7m, or 1.8% and marginally higher than the third quarter of 2011. The decrease is due to declines in
commercial borrowings and consumer finance receivables as clients continue to de-leverage. The impact of the lower
loan volumes is partially offset by the effect of increases in the Bank of Canada interest rates in the second half of 2010
which positively impacted the yield on the bank’s prime rate-based assets compared to the prior year.

Fee income Quarter ended
31 December 31 December 30 September
2011 2010 2011
$m $m $m
Credit faCIIIICS . ouvivieieiieti ettt 55 51 51
Funds under management ...........cccecveererieierinienieieesienieeeeie e 39 38 41
ACCOUNT SETVICES ..vvenveniieirenieti ettt sttt sttt sttt et sbe e eaee 21 22 21
BroKerage COMMISSIONS ......c.cevtrvirierieiirieienietesieieeeseeteseeseeneesesseneeneeneas 11 21 13
Credit CATAS c.veveeuietiiee ettt 13 13 13
COorporate fINANCE .......eveuieeiieieiieiieterteeee ettt eeeee 12 15 12
INSUTAINICE ...t 6 16 6
REMITANCES ...ttt e 7 5 7
Trade finance IMPOTt/EXPOTt........ceeerierieieiriirieieieiesieieeeeie e seeeeeeeeas 3 3 3
TTUSEEE TS .ttt 1 2 2
ORET .ttt bttt 17 18 14
FEE INCOME ... e 185 204 183
LeSS: £8€ EXPEISE ..ottt (28) (22) 21
NEt fE€ INCOME ...cvieuieiieiieiieieee ettt eeeens 157 182 162

Net fee income for the fourth quarter of 2011 was $157m compared with $182m for the fourth quarter of 2010, a
decrease of $25m, or 13.7% and $162m for the third quarter of 2011. The decrease in fee income in the fourth quarter
was primarily due to lower brokerage commissions in our full-service retail brokerage arising from reduced funds
under management, lower corporate finance fees arising from lower activity as well as a non-recurring receipt of credit
insurance income in the fourth quarter of 2010, partially offset by higher fees from the Global Investor Immigration
Program due to an increase in the number of applications processed by the government.

Net trading income for the fourth quarter of 2011 was $31m compared with $24m for the fourth quarter of 2010,
an increase of $7m, or 29.2% but decreased $15m or 32.6% compared to the third quarter of 2011. The increase over
2010 is primarily due to an increase in foreign exchange trading revenue arising from increased customer volumes as
well as the impact of volatile currency markets, partially offsetting losses arising from the impact of changes in market
rates on certain hedge positions. Compared to the third quarter of 2011 revenues decreased $12m due to an increase
in mark-to-market accounting losses on derivatives partially offset by an increase in rates and credit trading revenues.

Net gain/(loss) from financial instruments designated at fair value The bank records certain debt securities and
subordinated debentures at fair value. Although there were some changes in credit spreads in the fourth quarter of 2011,
there were no net changes in the fair value of these balances, while a loss of $4m was recorded in the same quarter in
2010 and a gain of $22m in the third quarter of 2011.
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Gains less losses from financial investments for the fourth quarter of 2011 were $3m, compared with $nil for the
fourth quarter of 2010 and $20m for the third quarter of 2011. The increase compared to the fourth quarter of 2010 is
due to the sale of certain AFS securities including government bonds and bank debt securities in 2011 particularly in
the third quarter of 2011.

Other operating income for the fourth quarter of 2011 was a loss of $10m compared with income of $51m for the
fourth quarter of 2010, a decrease of $61m and compared to $33m for the third quarter of 2011, mainly as a write down
in the value of investment property of $42m in the fourth quarter of 2011.

Loan impairment charges and other credit risk provisions of $54m were recorded in the fourth quarter of 2011
compared with $115m for the fourth quarter of 2010, a decrease of $61m, or 53.0% and $63m for the third quarter of
2011. The decrease in loan impairment charges in 2011 compared with 2010 was due to reduced levels of individually
assessed impairment charges, and a lower collective impairment provision due to improved credit quality and lower
loan volumes in the bank’s commercial loan and consumer finance portfolios.

Total operating expenses for the fourth quarter of 2011 were $335m compared with $370m for the fourth quarter of
2010, a decrease of $35m, or 9.5% and marginally lower than the third quarter of 2011. Employee compensation and
benefits decreased by $13m in the quarter compared to same period in 2010 as well as the preceding quarter mainly as
a result of the lower performance incentives. General and administrative expenses decreased by $33m in the quarter
mainly due to a reduction of inter-group expenses. Amortization and impairment of intangible assets increased by $13m
in the quarter mainly as a result of a write-off of certain internally developed software costs in the fourth quarter of 2011.

Income tax expense The effective tax rate in the fourth quarter of 2011 was 27.0% compared with 30.2% in the
fourth quarter of 2010 mainly due to a reduction in statutory tax rates with little change from the third quarter of 2011.

Analysis of financial results for the fourth quarter 2011 by customer group

Retail Banking and Wealth Management Quarter ended
31December 31 December 30 September
2011 2010 2011
$m $m $m
Net INTETESt INCOIMIE «.c..euveuriieiirreieiieiirteeee ettt ettt 98 96 100
Net € INCOME ...uvviiiiiiciieiertetee ettt 57 68 62
Net trading INCOME. ...c..eeuieuieieeiieieieete ettt nee e eneens 4 3 6
Other Operating INCOME. ........ccuerviruieieriieeieiesie e 3 2 2
Net operating income before loan impairment charges and other
Credit TiSK PrOVISIONS ...c..euiieieiiieeieeieie ettt 162 169 170
Loan impairment charges and other credit risk provisions................... ) (6) (7)
Net OPErating INCOME ......eeverveeeiereieetieieiesteeeeeiesseseeeseesaesseeseessesseeseens 155 163 163
Total OPErating EXPENSES. .. ..veverrierrerieriiereeienteeeeeesteeseeeesseeseensesseeseenes (162) (154) (144)
Profit/(loss) before income tax eXPense.........cocevveveereerieeeeererienieeenens @) 9 19

The loss before income tax expense was $7m for the fourth quarter of 2011, $16m lower than the fourth quarter of 2010
and $26m lower than the third quarter. The current quarter’s results included a $9m write-off of internally developed
software costs and charges of $14m related to the sale of the full-service retail brokerage business. Excluding the
impact of these items, profit before income tax expense was $16m for the quarter, $7m higher than 2010. Compared
to the third quarter of 2011, net fee income reduced by $5m mainly as a reduced activity in the full-service brokerage
business resulting from the departure of some investment advisors as well as lower fund management income due to
reduction in market values of funds under management. Total operating expenses increased mainly as a result of the
items noted above, partially offset by reductions in some inter-group expenses.
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Management’s Discussion and Analysis (continued)

Commercial Banking Quarter ended
31December 31 December 30 September
2011 2010 2011
$m $m $m
Net INTETEST INCOIMIE «.c.euvnriiiertiteiieierte ettt 189 192 188
Net £ INCOME ...ueiiiiieieiieieeetee et 66 68 66
Net trading iNCOME.......eevieeeiieiieieieeieeieie ettt see st eneeneas 5 5 7
Other operating income/(expense) (40) 3 -
Net operating income before loan impairment charges and other
Credit TiSK PrOVISIONS ...c..evuieeeeiitieeceiesie et 220 268 261
Loan impairment charges and other credit risk provisions.................. (23) (76) (32)
Net OpPerating iNCOME ......cverveerieiereerieeieieeteeteeeereeeessesseeseessessesaeeseens 197 192 229
Total OPErating EXPENSES .....veevreverreerieriereereereiesseereesessesseessessesseessenss 87) (96) 95)
OPerating Profit.......cceeeeriererieieieeeeieere e 110 96 134
Share of profit in aSSOCIALES ...cvevuveveriiriieierieeiee e — 1 2
Profit before iNCOME taX EXPENSE.....c.eeeereereieiieiereieieierieeieeienieeieenens 110 97 136

Profit before income tax expense was $110m for the fourth quarter of 2011, $13m higher than the fourth quarter of
2010 and $26m lower than the third quarter of 2011. The current quarter’s results included a $42m write-down of the
value of investment property. Excluding the impact of the write-down, profit before income tax expense was $152m
for the quarter, $16m higher than the third quarter of 2011 and $55m higher than 2010. This was mainly due to lower
specific loan impairment charges together with a reduction in certain inter group charges.

Global Banking and Markets Quarter ended
31 December 31 December 30 September
2011 2010 2011
$m $m $m
Net INETESt INCOME ....vevieeieieeeieiieieeteeitete ettt eesteeeeesesseeseessessesseeseens 38 44 38
NEt f8€ INCOME ...ttt aeseeeneens 23 26 23
Net trading INCOME.......ccuveieiiieeieieiieteeieie et etieee e et sre e seesaeseeeseens 17 12 29
Gains less losses from financial iInvestments............coceeveeeererieeennnne. 3 — 17
Other Operating iNCOME. ........ccueveuerrerieieietistenieeee sttt seeeeaeeees - 1 —
Net operating income before loan impairment charges and other
Credit TiSK PrOVISIONS ......iovveveeiieeieiieieeieeteeteete e 81 83 107
Loan impairment recovery and other credit risk provisions................ 1 4 —
Net Operating INCOME ......cevevertieieierieeieee sttt ettt enees 82 87 107
Total OPErating EXPENSES ......evvveurerierririieiereerieeiertesteeeeee st e eneenes (15) (27) (32)
Profit before iNCOME taX EXPENSE.....c.eeeereereieieieriieieierieeieeie e eeeenens 67 60 75

For the fourth quarter of 2011, profit before income tax expense was $67m, an increase of $7m, compared with
the same period in 2010. The increase is mainly due to an increase in advisory fees, a decrease in mark-to-market
accounting losses, gains from the disposal of certain AFS investments and a decrease in certain restructuring and
variable compensation costs. This was offset by a decrease in capital market fees. Profit before income tax expense
decreased by $8m, compared with the third quarter of 2011 mainly due to an increase in mark-to-market accounting
losses and a decrease in gains from the disposal of certain financial investments. This was offset by a decrease in certain
restructuring and variable compensation costs.
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Consumer Finance Quarter ended
31December 31 December 30 September

2011 2010 2011
$m $m $m
Net INTETEST INCOIMIE «.c.euvnriiiertiteiieierte ettt 74 72 69
Net fee income 11 22 11
Gains less losses from financial investments.........c..coeeveeverenicnenenne. - -
Other Operating iNCOME. .......cc.veverieeiieieieeei et - 1 3
Net operating income before loan impairment charges and other
Credit TiSK PrOVISIONS ...c..evuieeeeiitieeceiesie et 85 95 86
Loan impairment charges and other credit risk provisions.................. (25) (37 (24)
Net OpPerating iNCOME ......cverveerieiereerieeieieeteeteeeereeeessesseeseessessesaeeseens 60 58 62
Total OPErating EXPENSES .....veevreverreerieriereereereiesseereesessesseessessesseessenss 43) (48) 41
Profit before inCOME taX EXPENSE.......ceververuirieieniirieeieniesieeeeae e 17 10 21

Profit before income tax expense for Consumer Finance was $17m for the fourth quarter of 2011 compared with $10m
for the same period in 2010. Net interest income and fees were $9m lower for the fourth quarter of 2011 compared
with the same period in 2010, mainly due to a receipt of $10m in non-recurring insurance income in 2010 relating
to previous periods. There was a reduction in loan impairment charges of $12m resulting from improved economic
conditions, investments in credit collection processes and credit tightening actions taken in prior years. There was a
reduction in operating expenses of $5m primarily due to cost reduction initiatives undertaken during 2011.

Other Quarter ended
31December 31 December 30 September
2011 2010 2011
$m $m $m
INEt INLETESt EXPEIISE -.vvenvienreneierieieeeeeteeeeeeeteeeeeesteeneeseeseeeneeseesseeseanees 6) 4 4
NEt fE€ INCOME ..ottt eneas - 2) -
Net trading iNCOME.......ecuieieiieiieieieete ettt e e eneeneas 5 4 4
Net (loss)/gain from financial instruments designated at fair value .... - 4 22
Other Operating iNCOME. .......cc.veverieeieieieeie et 27 44 28
Net OpPerating iNCOME ......cverveeuieierierierieieeteeteieereeseestesseeseessesseseeeseens 26 38 50
Total OPErating EXPENSES ......eevreverreerierierteereeireiesseereesessesreessessesseeseenes (28) (45) 27
Profit/(loss) before income tax eXPense.........cevververeerieriereereenueneeeens ?2) 7 23

A loss before income tax expense of $2m was recorded in the fourth quarter of 2011, compared with a loss of $7m for
the fourth quarter of 2010 and a profit of $23m in the third quarter. There was little change in credit spreads over the
fourth quarter while there was some narrowing of spreads in the fourth quarter of 2010, particularly in the midst of
an economic recovery which was being experienced at that time. However economic uncertainty was experienced in
the third quarter which resulted in wider spreads and an increase in income from instruments designated at fair value.
Other operating income and the related total operating expenses reflected the reduction in revenues received from other
group companies for software development.
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HSBC BANK CANADA

Management’s Discussion and Analysis (continued)

Quarterly Summary of Condensed Consolidated Statements of Income

The following table presents a summary of quarterly consolidated results prepared in accordance with IFRS for the
last eight quarters.

Unaudited
2011 2010
Quarter ended Quarter ended

Dec.31  Sept.30 June30 March31  Dec. 31 Sept. 30 June 30 March 31

$m $m $m $m $m S$m Sm $m

Net interest income .... 393 391 390 382 400 404 410 394

Net fee income........... 157 162 162 163 182 152 158 146

Net trading income..... 31 46 36 37 24 32 61 36
Other operating

income/(loss) ........... @) 75 31 48 47 42 61 37

Net operating

income before loan

impairment charges

and other credit risk

provisions................. 574 674 619 630 653 630 690 613
Loan impairment

charges and other

credit risk provisions (54) (63) 31 (49) (115) (103) (72) (69)
Net operating income 520 611 588 581 538 527 618 544
Operating expenses.... (335) (339) (315) (359) (370) (331) (336) (320)
Operating profit.......... 185 272 273 222 168 196 282 224
Share of profit

in associates.............. - 2 1 1 1 4 - -
Profit before income

tax expense.............. 185 274 274 223 169 200 282 224
Income tax expense.... (50) (73) (66) (63) (629 (54) (82) (70)
Profit for the period.... 135 201 208 160 118 146 200 154
Profit attributable to:

Common

shareholders.......... 118 182 191 142 96 124 178 133

Preferred

shareholders.......... 15 16 15 15 15 16 15 15
Non-controlling
Interests................. 2 3 2 3 7 6 7 6

Basic earnings per
common share ($).... 0.24 0.36 0.38 0.28 0.19 0.25 0.36 0.27

Comments on trends over the past eight quarters

The unaudited quarterly information contains all adjustments necessary for a fair presentation of such information.
All such adjustments are of a normal and recurring nature. Most of our revenues are non-seasonal in nature, although
there can be an increase in non-interest revenues in the first quarter of the year associated with personal investments
arising from retirement planning activity in Canada. Other seasonal factors have a minor impact on our results in most
quarters. The first quarter has the fewest number of days, and therefore net interest income may be lower compared
with the other three quarters.
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Following the credit and liquidity crisis in earlier periods, the results for 2010 and 2011 were impacted by increased
and volatile credit spreads and relatively low interest margins. Customers de-leveraged their credit exposures resulting
in reduced commercial loan demand, while the excess liquidity could only be invested in lower yielding government
and other securities further reducing the interest margin.

Net fee income was broadly unchanged representing the stable underlying business of the bank’s franchise especially
for commercial banking. The fourth quarter of 2010 included a non-recurring receipt of insurance income and was a
very strong quarter for capital market revenues. External market forces caused a considerable degree of volatility in
interest and foreign exchange rates over the period as well as changing credit spreads, which resulted in significant
variability in trading income and mark-to-market adjustments on derivatives. The variability of other operating income
mainly results from the effect of changing credit spreads on liabilities designated at fair value as well as write-downs
of investment property in the second and fourth quarters of 2011.

Although conditions continue to be uncertain, the lower level of credit losses in 2011 was due to a decrease in
individual provisions reflecting improving economic conditions on the Commercial Banking business and lower
delinquencies in the Consumer Finance business. The variability in quarterly charges mainly represents the impact of
individual commercial banking provisions.

Operating expenses were mostly fairly stable over the past eight quarters. A reduction in the second quarter of 2011
was caused by the recovery of fees from an HSBC affiliate relating to previous years while an increase in the fourth quarter
0f 2010 was partially caused by increased performance based incentives as a result of higher capital markets revenues.

Critical Accounting Policies and Impact of Estimates and Judgements

The results of the bank are sensitive to the accounting policies, assumptions and estimates that underlie the preparation
of'its Consolidated Financial Statements. The significant accounting policies used in the preparation of the Consolidated
Financial Statements are described in detail in note 2 on the Consolidated Financial Statements.

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, are disclosed below.

We set out details of how we apply certain accounting policies, including changes, in note 1 of the Consolidated
Financial Statements. The following discussion sets out areas where we believe the selection and application of our
accounting policies and the use of estimates and the application of judgement could have a material impact on our
reported results. We believe that our estimates are appropriate in the circumstances where applied.

Loan impairment charges and other credit risk provisions

The bank’s accounting policy for losses arising from the impairment of customer loans and advances is described in
note 2(f) on the Consolidated Financial Statements. Loan impairment allowances represent management’s best estimate
of losses incurred in the loan portfolios at the statement of financial position date.

Management is required to exercise judgement in making assumptions and estimates when calculating loan
impairment allowances on both individually and collectively assessed loans and advances. The most significant
judgement area is the calculation of collective impairment allowances.

The methods used to calculate collective impairment allowances on homogeneous groups of loans that are not
considered individually significant are disclosed in note 2(f). They are subject to estimation uncertainty, in part
because it is not practicable to identify losses on an individual loan basis because of the large number of individually
insignificant loans in the portfolio.
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Management’s Discussion and Analysis (continued)

The methods involve the use of statistically assessed historical information supplemented with significant
management judgement to assess whether current economic and credit conditions are such that the actual level of
inherent losses is likely to be greater or less than that suggested by historical experience. In normal circumstances
historical experience provides the most objective and relevant information from which to assess inherent loss within
each portfolio. In certain circumstances, historical loss experience provides less relevant information about the inherent
loss in a given portfolio at the statement of financial position date, for example, where there have been changes in
economic, regulatory or behavioural conditions such that the most recent trends in the portfolio risk factors are not fully
reflected in the statistical models. In these circumstances, such risk factors are taken into account when calculating the
appropriate levels of impairment allowances, by adjusting the impairment allowances derived solely from historical
loss experience.

Risk factors include loan portfolio growth, product mix, unemployment rates, bankruptcy trends, geographic
concentrations, loan product features, economic conditions such as national and local trends in housing markets, the
level of interest rates, portfolio seasoning, account management policies and practices, changes in laws and regulations,
and other factors that can affect customer payment patterns. The methodology and the assumptions used in calculating
impairment losses are reviewed regularly in the light of differences between loss estimates and actual loss experience.
For example, roll rates, loss rates, and the expected timing of future recoveries are regularly benchmarked against
actual outcomes to ensure they remain appropriate.

The calculation of the collective impairment allowance to cover losses which have been incurred but not yet been
identified on loans subject to individual assessment utilizes underlying credit metrics, including the probability of
default, loss given default and exposure at default and for each customer are derived from the bank’s internal rating
systems as a basis for determining the collective impairment allowance. Management amends these metrics for some or
all borrowers where they consider that the rating system metrics do not fully reflect incurred losses. This judgemental
adjustment employs an established framework and references both internal and external indicators of credit quality.

The level of the collective impairment allowance is reassessed each quarter and may fluctuate as a result of changes
in portfolio volumes, concentrations and risk; analysis of developing trends in probability of loss, severity of loss and
exposure at default factors; and management’s current assessment of indicators that may have affected the condition of
the portfolio. The balance of the collective impairment allowance is also analyzed as a function of risk-weighted assets
and is also referenced to applicable industry data.

Many of the factors have a high degree of interdependency and there is no one single factor to which the bank’s
loan impairment allowances as a whole are sensitive. It is possible that the outcomes in the next financial year could
be different from the assumptions built into the models, resulting in a material adjustment to the carrying amount of
loans and advances.

Valuation of financial instruments

The bank’s accounting policy for valuation of financial instruments is described in note 2(d) on the Financial
Statements. The best evidence of fair value is a quoted price in an actively traded market. In the event that the market
for a financial instrument is not active, a valuation technique is used. The majority of valuation techniques employ
only observable market data, and so the reliability of the fair value measurement is high. However, certain financial
instruments are valued on a basis of valuation techniques that feature one or more significant market inputs that
are unobservable. Valuation techniques that rely to a greater extent on unobservable inputs require a higher level of
management judgement to calculate a fair value than those based wholly on observable inputs.

The main assumptions and estimates which management considers when applying a model with valuation
techniques are:

— the likelihood and expected timing of future cash flows on the instrument. These cash flows are usually governed by
the terms of the instrument, although management judgement may be required when the ability of the counterparty
to service the instrument in accordance with the contractual terms is in doubt. Future cash flows may be sensitive
to changes in market rates. In selecting an appropriate discount rate for the instrument, management bases the
determination of an appropriate discount rate for the instrument on its assessment of what a market participant
would regard as the appropriate spread of the rate for the instrument over the appropriate risk-free rate; and

— judgement to determine what model to use to calculate the fair value in areas where the choice of valuation model
is particularly subjective, for example, when used for valuing complex derivative products.
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When applying a model with unobservable inputs, estimates are made to reflect uncertainties in fair values resulting
from lack of market data inputs, for example, as a result of illiquidity in the market. For these instruments, the fair value
measurement is less reliable. Inputs into valuations based on unobservable data are inherently uncertain because there
are little or no current market data available from which to determine the level at which an arm’s length transaction
would occur under normal business conditions. However, in most cases there are some market data available on which
to base a determination of fair value, for example historical data, and the fair values of most financial instruments
will be based on some market observable inputs even where the unobservable inputs are significant. Assumptions
and methodologies used in our models are continually reviewed and revised to arrive at better estimates of fair value.

Given the uncertainty and subjective nature of valuing financial instruments at fair value, it is possible that the
outcomes within the next financial year could differ from the assumptions used, and this could result in a material
adjustment to the carrying amount of financial instruments measured at fair value.

The majority of our financial investments and AFS securities are either issued or guaranteed by Canadian federal
and provincial governments.

Employee future benefits

As part of employee compensation, the bank provides employees with pension and other post-retirement benefits,
such as extended health care, to be paid after employees retire. All new employees participate in a defined contribution
pension plan; therefore, there is a lower sensitivity toward adverse economic factors than might be the case for a
defined benefit only plan. In certain cases, the amount of the final benefit may not be determined until some years
into the future, particularly for defined benefit pensions, where the payment is based on a proportion of final salary
and years of service. Although we contribute to several pension plans to provide for employee entitlements, the actual
amount of assets required depends upon a variety of factors such as the investment return on plan assets, the rate of
employee pay raises, and the number of years over which the ultimate pension is to be paid.

Due to the long-term nature of the contribution and payment periods for defined benefit plans, changes in long-term
rates could have a material impact on our reported financial results. After consultation with our actuaries, we make
certain assumptions regarding the long-term rate of investment return on pension plan assets, the discount rate applied
to accrued benefit obligations, the rates of future compensation increases and the trends in health care costs. The
assumptions we use and an analysis of the sensitivity of those assumptions on our benefits expense and accrued benefit
obligations are set out in note 4 on the consolidated financial statements. The most significant impact is a change in the
discount rate applied to accrued benefit obligations. Under current accounting standards, the discount rate to be applied
is a long-term bond rate rather than the estimated future performance of plan assets.

Funding requirements for the bank’s defined benefit pension plans are based on formal actuarial valuations, which
determine the cost of earnings benefits in a year, and any additional bank contributions that are required to eliminate
past service deficits over time. As a result of legislative changes, with the exception of one small plan, the bank’s
plans are subject to formal annual actuarial valuations beginning in 2010. Funding requirements for the bank’s defined
benefit pension plans are based on these valuations, which determine the ‘cost of earnings benefits’ in a year, and any
additional bank contributions that are required to eliminate past service deficits over time. During 2011, all but one
of the bank’s plans were subject to an actuarial valuation, which resulted in annual funding requirements of $17m, a
decrease of $1m over the last valuation. This decrease was mainly due to higher than expected investment returns since
the last valuation. Although contributions required for 2012 will not be known until the valuations are completed, given
lower interest rates and asset returns in 2011 being less than expected, the bank is anticipating an increase in its defined
benefit funding requirements lower than expected for in 2012.

Income taxes

In establishing the income tax provision and the amount of the net future income tax asset recorded in our consolidated
financial statements, we estimate the rates at which our income will be taxed in a variety of jurisdictions in Canada
as well as expectations regarding dates of reversal of temporary differences. If the actual amounts, timing, or rates
differ from the estimates or our interpretations of the tax legislation differ from those of the federal and provincial tax
authorities, adjustments may be necessary. Details of our income tax provision and net future income tax asset are set
out in note 6 of the financial statements.
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Goodwill and intangible assets

We review goodwill and intangible assets, including internally generated computer software, for impairment at least
annually, to ensure that the fair values are in excess of carrying values. In determining the fair value of goodwill and
intangible assets, we use a variety of factors such as market comparisons, discount rates, price/earnings ratios and
income estimates. The determination of values requires management judgement in the assumptions used as well as an
appropriate method for determination of fair value. Any impairment in goodwill or intangible assets is charged to non-
interest expense in the consolidated income statements. Although there were indicators of continuing market weakness
during 2011, the carrying amount of our goodwill was not impacted by these weaknesses. In addition, the operating
segments to which the goodwill relates continued to be profitable during the year and there was no indication that, at
31 December 2011, there was any impairment in the carrying value of goodwill.

Intangibles are reviewed on a regular basis and tested as to estimates of remaining useful life as well as effectiveness
of intangible assets such as software development. As a result of a review of software under development, the Group
concluded that certain applications under development would not be deployed and consequently were written down.

Accounting and Reporting Changes in 2011

Transition to International Financial Reporting Standards (‘IFRS’)

The Canadian Accounting Standards Board previously announced that for fiscal years commencing on or after
1 January 2011, all publicly accountable enterprises will be required to report financial results in accordance with
IFRS. Accordingly, the Annual Financial Statements for 2011 with comparatives have been reported on an IFRS basis.

Upon transition to IFRS, we have, where possible, adopted the accounting policies used by entities reporting under
IFRS within the HSBC Group. These policies are disclosed in note 2 on the consolidated financial statements. We have
also changed our reporting format to be similar to other entities reporting under IFRS within the HSBC Group. Note
34 on the accompanying Consolidated Financial Statements contains an explanation of the significant presentational
reclassifications and reconciliations between the new reporting format and the previous format under Canadian GAAP
for the year ended 31 December 2010 as well as the opening balances as at 1 January 2010. The impact on our business
activities, financial processes and information systems, and internal controls was not significant.

The transition to IFRS has not affected the bank’s net cash flows or the underlying economics of the business,
though the presentation of certain items in the statements of financial position and income statement are now changed.
An explanation of how the transition to IFRS has affected our reported financial position, equity and financial
performance has been provided in note 34 on the Consolidated Financial Statements. This includes a discussion of
the transitional elections and exemptions under IFRS 1 and the following reconciliations as at the date of transition,
1 January 2010, and for the comparative period 31 December 2010:

— net income as previously reported under Canadian GAAP to profit for the period reported under IFRS;

— total comprehensive income as previously reported under Canadian GAAP to total comprehensive income for the
period reported under IFRS;

— total shareholders’ equity as previously reported under Canadian GAAP to total equity under IFRS;

— reconciliations from Canadian GAAP to IFRS, including a reconciliation to the new presentation format under IFRS
of the income statements and statements of financial position.

The net impact of the adoption of IFRS on our opening shareholders’ equity at the transition date of 1 January 2010
was a decrease of $146m, primarily resulting from changes in accounting for securitized mortgages and employee
defined benefit plans. In addition, non-controlling interests of $430m, which was presented outside of shareholders’
equity under Canadian GAAP has been reclassified as a component of total equity under IFRS. Total assets were $7.4bn
higher, primarily due to the recognition of securitized mortgages that were derecognized from the balance sheet under
Canadian GAAP.
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The restated profit for the year 2010 was $618m on an IFRS basis, which is an increase of $128m compared to the
net income previously reported under Canadian GAAP of $490m. The most significant differences between Canadian
GAAP and IFRS affecting the profit for the restated period are related to the change in accounting for securitized
mortgages and the associated swap transactions, which were marked-to-market under Canadian GAAP but are not
required to be recognized under IFRS because the assets and risk are consolidated within our financial results, and
foreign exchange translation gains and losses on available-for-sale financial assets, which were recorded in other
comprehensive income under Canadian GAAP but are recorded in income under IFRS.

Other than the first time adoption of International Financial Reporting Standards noted above there were no other
changes in accounting policies since 31 December 2010 which had a material impact on our results or financial position
during 2011.

Off-Balance Sheet Arrangements

As part of our banking operations, we enter into a number of off-balance sheet financial transactions that have a
financial impact, but may not be recognized in our Consolidated Balance Sheets. These types of arrangements are
contingent and may not necessarily, but in certain circumstances could, involve us incurring a liability in excess of
amounts recorded in our Consolidated Balance sheets. These arrangements also include financial and performance
guarantees, documentary and commercial letters of credit, and derivative financial instruments.

Guarantees and letters of credit

We routinely issue financial and performance guarantees and documentary and commercial letters of credit on behalf
of our customers to meet their banking needs. Guarantees are often provided on behalf of customers’ contractual
obligations, particularly providing credit facilities for customers’ overseas trading transactions and in construction
financings. Letters of credit are often used as part of the payment and documentation process in international trade
arrangements. Although guarantees and letters of credit are financial instruments, they are considered contingent
obligations and the notional amounts are not included in our Consolidated Financial Statements, as there are no actual
advances of funds. Any payments actually made under these obligations are recorded as loans to our customers. In
accordance with accounting standards for financial instruments, we record the fair value of guarantees made on behalf
of customers.

For credit risk management purposes, we consider guarantees and letters of credit to be part of our clients’ credit
facilities, which are subject to appropriate risk management procedures. Guarantees and letters of credit are considered
to be part of our overall credit exposure, as set out in the analysis of our loan portfolio on page 42 of the MD&A.

Derivative financial instruments
As part of our overall risk management strategy, we enter into a variety of derivatives to manage or reduce our risks
in certain areas.

Forward foreign exchange transactions are transactions where we agree to exchange foreign currencies with our
counterparties at a fixed rate on a future date. Interest rate swaps are agreements to exchange cash flows of differing
interest rate characteristics. Other derivatives comprised equity or credit based transactions.

We use derivatives to limit our exposure to interest rate risk on loans and deposits with differing maturity dates,
or foreign currency assets and liabilities of differing amounts. Mismatches in currency or maturity dates could expose
us to significant financial risks if there are adverse changes in interest rates or foreign exchange rates. The use of
derivatives is subject to strict monitoring and internal control procedures as set out in our risk management discussion
in the MD&A on pages 32 to 54.

Our accounting policies on recording the impact of derivatives are set out in note 2(k) of the Consolidated
Financial Statements. Quantitative information on our derivative instruments is set out in note 11 on the Consolidated
Financial Statements.
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Disclosure Controls and Procedures and Internal Control Over Financial Reporting

Management’s statement of responsibility for financial information contained in our Annual Report is set out on page 56.

Disclosure controls and procedures

Disclosure controls and procedures are designed to provide reasonable assurance that all relevant information required
to be disclosed in reports filed or submitted under Canadian securities laws is recorded, processed, summarized and
reported within the time periods specified under those laws. These include controls and procedures that are designed to
ensure that information is accumulated and communicated to management, including the CEO and the CFO, to allow
timely decisions regarding required disclosure.

As of 31 December 2011, management evaluated, under the supervision and with the participation of the CEO and
the CFO, the effectiveness of our disclosure controls and procedures as defined by the Canadian securities regulatory
authorities under National Instrument 52-109. Based on that evaluation, the CEO and the CFO have concluded that the
design and operation of these disclosure controls and procedures are effective as of 31 December 2011.

Internal control over financial reporting

Internal control over financial reporting is designed to provide reasonable assurance regarding the reliability of
financial reporting and preparation of financial statements in accordance with IFRS. Management is responsible for
establishing and maintaining adequate internal control over financial reporting. These controls include those policies
and procedures that: pertain to the maintenance of records that in reasonable detail accurately and fairly reflect the
transactions and dispositions of the assets of the bank; provide reasonable assurance that transactions are recorded as
necessary to permit preparation of financial statements in accordance with IFRS, and that receipts and expenditures of
the bank are being made only in accordance with authorizations of management and directors of the bank; and provide
reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use or disposition of the
bank’s assets that could have a material effect on the annual financial statements. Because of the inherent limitations,
internal control over financial reporting may not prevent or detect misstatements on a timely basis. Furthermore,
projections of any evaluation of the effectiveness of internal control over financial reporting to future periods are
subject to the risk that the controls may become inadequate because of changes in conditions, or that the degree of
compliance with the policies or procedures may deteriorate.

Management has evaluated, under the supervision of and with the participation of the CEO and the CFO, the design
and effectiveness of the internal control over financial reporting as required by the Canadian securities regulatory
authorities under National Instrument 52-109. This evaluation was performed using the framework and criteria
established in Internal Control — Integrated Framework issued by the Committee of Sponsoring Organizations of the
Treadway Commission. Based on this evaluation, management has concluded that internal control over financial
reporting was effective as at 31 December 2011.

Changes in internal control over financial reporting
There were no changes in our internal control over financial reporting during the year ended 31 December 2011 that
have materially affected, or are reasonably likely to materially affect, our internal control over financial reporting.
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Related Party Transactions

We enter into transactions with other HSBC affiliates as part of the normal course of business, such as banking and
operational services. In particular, as a member of one of the world’s largest financial services organizations, we share
in the expertise and economies of scale provided by the HSBC Group. We provide and receive services or enter into
transactions with a number of HSBC Group companies, including sharing in the cost of development for technology
platforms used around the world and benefit from worldwide contracts for advertising, marketing research, training
and other operational areas. These related party transactions are on terms similar to those offered to non-related parties
and are subject to formal approval procedures that have been approved by the bank’s Conduct Review Committee.

Further details can be found in note 32.

HSBC Group companies hold certain of our debentures and preferred and common shares. Reference should be
made to notes 11 and 12.

There are also a number of routine transactions occurring during the course of the year, none of which are
individually material to our results.

Dividends

Dividends on our shares declared and paid, and distributions per unit on our HSBC HaTS™in each of the last three
years were as follows:

2011 2010 2009

Preferred Shares Class 1 ($ per share)

SETIES € ittt 1.275 1.275 1.275

SETIES D i 1.250 1.250 1.250

SETIES E o 1.650 1.650 1.201
Preferred Shares Class 2 ($ per share)

SEIIES B .ottt 0.310 0.310 0.310
HSBC HaTS™ ($ per unit)

Series 2010" .. .i it - 77.80 77.80

SErIES 2015 . ittt 51.50 51.50 51.50
Common Shares ($ millions)

HSBC Bank Canada............ccoooveeivieiiiiiiiieeieeceeceeeee e 300 280 280

1 Units were redeemed on 31 December 2010.

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. Our investment grade ratings
were confirmed by DBRS in October 2011 and amended by S&P in November 2011, concurrent with changes to their
global ratings methodology for banks, amended by S&P in November 2011. Our investment grade ratings remain
among the highest assigned to Canadian banks.

Our ratings at 31 December 2011 were as follows:

S&P DBRS®
ShOTt-termM INSEIUMENLS. ... eeueeuietieeieieeteeeeie st ettt eeste et eeesteeseeeeseeeneeneesaeas A-1+ R-1 (high)
Deposits and Senior debt...........cceiieieieriieieieeeeee e AA— AA
Subordinated debt .........cceiieiiiieiee e A AA (low)
Preferred Shares...........ooieiiieieeseceee e P-1 (Low)' Pfd-2 (high)
HSBEC HATS ™.ttt ettt P-1 (Low)' A (low)

1 Based on S&P's Canadian national preferred share scale. Ratings are ‘A—"on S&P global preferred share scale.
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Risk Management
(Certain information within this section, where indicated, forms an integral part of the audited financial statements)

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 risks.
The management of these various risk categories is discussed below. The risk management framework established seeks
an integrated evaluation of risks and their interdependencies to foster the continuous monitoring of the risk environment.

Overview

As a result of the breadth and depth of our business activities, our customer segments, our regulatory requirements
and the competitive landscape, effective risk identification and management continue to be essential to the bank’s
ongoing success. By establishing an effective and comprehensive enterprise-wide risk management framework, the
bank identifies, assesses, measures, mitigates and monitors its risk exposure and its complex interdependencies to
ensure optimal shareholder return.

The bank’s enterprise-wide risk management framework consists of three key elements:
— Risk Governance and Oversight,
— Risk Appetite, and
— Risk-Based Capital Management.

The bank’s risk governance structure ensures full independence from our lines of business and our operations. It allows
for three distinct lines of defence: the first line is the controls undertaken by lines of business and operations to own and
be accountable for risks that arise from day-to-day business activities; the second line consists of control functions and/or
risk sub-committees who provide independent reviews of internal controls performed by management; and, the third line is
provided by Internal Audit in their assessment that material risks are identified and managed within the stated risk appetite.

The risk appetite framework is used to describe and set the quantum and types of risk that the bank is prepared to
take on the basis of its core values, strategy, and risk management competencies by relating the level of the risk the
bank decides to take to the level of capital required to support it. The fundamental objective of the risk appetite is to
introduce a more explicit and consistent consideration of risk and capital into the bank’s strategy formulation, business
planning process, and associated target setting, execution, measurement, and reporting processes.

The bank’s capital management framework is used to assess the amount of capital considered adequate to cover all
current and future risks. Within it the bank uses risk-based capital methodologies, models, tools and measures to determine
regulatory capital requirements, economic capital and scenario analysis and stress testing. These risk management tools are
also used to manage risk relative to expected losses that may impact net income. While these processes are underpinned by
policies and standards covering model development, approval and ongoing review, expert panels provide sound judgement
to challenge these processes with the aim of avoiding excessive reliance on quantitative risk methodologies and models.

We continue to leverage HSBC Group resources to enhance our risk management infrastructure and strengthen
capabilities, examine proactively the regulatory landscape and benchmark against best practices, allowing us to keep
abreast with current and future challenges.

Risk Governance and Oversight
The bank has established a risk governance framework that clearly defines the risks faced by the organization, the
appetite levels for those risks, and appropriate mechanisms for monitoring them.

Risk governance is positioned at the uppermost level of the bank. The Board oversees a strong risk culture that is
conservative yet competitive. Through the Executive Risk Management Committee (‘RMC’) and Audit Committees,
the Board provides the risk discipline and structure necessary to achieve business objectives that align with risk
strategy. Extensive and timely communication between the Board and executive management ensures that key risks
are identified and key information is shared regularly.
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The RMC reports directly to the Audit Committee. It governs enterprise-wide risk management and provides
assurance regarding the soundness and effectiveness of overall risk management initiatives. To assist the RMC in
fulfilling its responsibilities, it assigns management of key risks to executive management committees.

Executive Management Committees

The bank maintains an effective committee structure as defined by corporate governance best practices. Each
committee has specific, clear and attainable objectives. Representation on committees is designed to achieve efficiency
and the elimination of overlap and duplication. Business and support functions provide the committees with timely
and comprehensive information regarding their respective risk management initiatives and activities. The Chief Risk
Officer participates on all committees, providing strategic direction, a singular point of accountability and a centralized
channel for the identification and management of current and emerging risks across all areas.

Risk Management Committee
Established by the Audit Committee, the RMC provides enterprise-wide risk governance and management. It ensures
the following:

— That risk identification, assessment and mitigation mechanisms are in place and effective;
— That the bank has a balanced risk-return profile; and
— That the bank’s capital is adequate to support risks.
The RMC mandate includes:
— Identifying and measuring emerging risks;

— Developing appropriate risk management policies and procedures to identify, assess and control material risks on
an enterprise-wide basis, including business continuity planning;

— Providing direction regarding our overall risk philosophy and appetite, including the acceptability of new, modified
or unusual risk and ensuring risk appetite is appropriately aligned with local, regional and global conditions;

— Ensuring business risk is balanced against economic return;
— Monitoring adherence to risk management policies and procedures; and

— Reporting policy or major practice changes, unusual situations, significant exceptions, and new strategy or products
to our Executive Committee and, where appropriate, to the Audit Committee and, where required, the Board for
review, ratification and/or approval.

Credit Risk Committee
The Credit Risk Committee provides strategic oversight, ensures appropriate and prudent policies for the effective
management of credit risk, and ensures risks are at acceptable levels. It regularly reviews the bank’s lending guidelines
and policies, assesses the quality of our credit portfolio, discusses economic conditions and risk trends, and develops
proactive action plans.

Asset & Liability Committee (‘ALCO’)

Focusing on the management of interest rate and liquidity risk, the members of ALCO ensure the bank meets asset
and liability management objectives such as efficient allocation and utilization of resources, enhancement of economic
profit and management of all balance sheet risks. A subcommittee of ALCO, the Capital Governance Group is
responsible for ensuring members of ALCO understand the nature and level of risks and their direct relationship to
capital levels.

Operational Risk & Internal Control Committee (‘ORIC’)

ORIC is a sub committee of the RMC. ORIC challenges risk limitation and control strategies proposed by the business
through the review of business level operational risk management activity. ORIC is responsible for making specific
recommendations to ensure that the bank maintains an effective operational risk program that meets both internal and
regulatory standards and is independent from day-to-day operations.
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Risk Management Group

The Risk Management Group is responsible for enterprise-wide risk management through effective oversight of risk
identification, risk quantification, risk mitigation and monitoring activities. The Risk Management Group works in
collaboration with business line and operation functions to guide them through their risk self-assessment process and
risk management activities. The Risk Management Group is responsible for:

— Identifying risks and preparing a risk inventory;

— Developing risk strategy, risk policies and procedures;

— Providing independent and expert review and approval of credit proposals recommended by management;
— Developing and reviewing rating systems and risk models;

— Monitoring and managing the credit portfolio;

— Managing the operational risk self-assessment process and operational risk monitoring;

— Assessing the effectiveness of internal controls;

— Providing continuous control assessment of branch network; and

— Managing market risk.

Internal Audit

The mission of the internal audit department is to provide independent, objective assurance and consulting services
designed to add value and improve the organization’s operations in accordance with guidelines established in the
HSBC Group Audit Standards Manual. Its scope is to ensure that:

— Risks are identified and managed;

Information is accurate, reliable, and timely;
— Information is compliant with policies, standards, and procedures; and,

— Laws and regulatory issues impacting the organization are recognized and addressed appropriately.

Risk Appetite
It is fundamental that the bank operate according to a clearly defined risk appetite. The core philosophy behind our
risk appetite includes the maintenance of:

— A strong balance sheet, financial results and capital position;

— Conservative liquidity management, with a diversified funding structure;
— Strong brand and accountability towards our shareholders; and

— Strong risk management, where risk must be commensurate with returns.

Our enterprise-wide risk appetite defines the risk levels and types of risk the bank is willing to accept given
our strategic objectives, risk principles and capital capacity. We utilize quantitative and qualitative measures across
strategic and operational dimensions to establish key metrics and a rational risk assessment of the bank.

With regular monitoring and evaluation of our risk appetite, our framework provides:
— Enhanced confidence in the appropriateness of the bank’s risk profile;

— Improved executive management control and coordination of risk-taking and risk-mitigating activities given the
capital consumption across various businesses;

— Reinforcement of the alignment of risk policies and resources with business objectives; and

— Enhancement of the effectiveness of our risk governance structure through monitoring of business performance
using the risk appetite metrics.

With the risk appetite integrated into our planning process, and providing the framework for subjecting new business
initiatives to a risk review, moving forward it will promote further alignment of risk and return and transparency around
risk measures.
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Risk-Based Capital Management
The bank has adopted and implemented the Basel II framework, which is structured around three pillars:

— Pillar 1 relates to minimum regulatory capital requirements.

— Pillar 2 refers to the internal capital adequacy assessment process (‘ICAAP’), which is subject to the Supervisory
Review and Evaluation Process carried out by OSFI.

— Pillar 3 relates to market discipline by publishing capital and risk management practices.

Objectives, policies and procedures

(Certain information within this section, where indicated, forms an integral part of the audited financial statements)

Our objective in managing our financial capital resources include: generating shareholder value while supporting
business activities including the asset base and risk positions; providing prudent depositor security; and exceeding
applicable regulatory requirements and long-term internal targets.

The bank’s capital management principles and related policies define the ICAAP by which management examines
the bank’s risk profile from both regulatory and economic capital viewpoints and ensures that the level of capital:

— Supports our risk profile and outstanding commitments;

— Exceeds our formal, minimum regulatory capital requirements by an agreed margin;

— Withstands a severe economic downturn stress scenario; and

— Remains consistent with our strategic and operational goals, and shareholder and rating agency expectations.

Our approach includes using appropriate risk and financial metrics and targets in assessing capital adequacy in the
context of its current position and various possible scenarios. In addition in order to maintain the most cost effective
capital structure, we redeem or issue capital instruments as deemed necessary.

Capital managed and capital adequacy regulations and ratios

(Information that forms an integral part of the audited financial statements)

Total capital comprises both Tier 1 and Tier 2 capital. Tier 1 capital is the permanent capital of the bank, comprising
common shareholder’s equity, qualifying non-cumulative preferred shares, qualifying innovative capital instruments,
contributed surplus, retained earnings and certain other adjustments. Tier 2 capital includes subordinated debentures
together with certain other adjustments. There are restrictions on the amount of Tier 2 capital as a percentage of total
capital that qualifies in the calculation of capital adequacy.

OSFI regulates capital adequacy for Canadian federally incorporated financial institutions including banks. OSFI’s
regulations are based on international standards set by the Bank for International Settlements (‘BIS’). Although BIS
sets minimum limits for financial institutions to maintain 4% and 8% Tier 1 and total capital ratios (as a percentage
of risk-weighted assets), respectively, OSFI recommends Canadian banks maintain minimum Tier 1 and total capital
ratios of 7% and 10%, respectively. The bank maintained ratios that satisfied these requirements in both 2011 and 2010.

Minimum regulatory capital requirements

The bank calculates its minimum capital requirements in accordance with the Basel II framework, which aligns
regulatory capital requirements with the risk profile of the bank. Of the various approaches available in the framework,
the bank has adopted the Advanced Internal Ratings Based (‘AIRB’) approach for calculating capital requirements for
credit risk. The AIRB approach allows the bank to use internal estimates for certain risk measures, including probability
of default (‘PD”), loss given default (‘LGD’), exposure at default (‘EAD”) and effective maturity for calculating risk-
weighted assets for credit risk. For operational risk, the bank has adopted the Standardized approach. Operational risk
capital is required to cover the risk of loss resulting from inadequate or failed internal processes, people and systems or
from external events. Under the Standardized approach, the capital required is calculated by applying a specific factor,
ranging from 12% to 18%, to the gross income of specific business lines.

Capital requirements for credit risk for HSBC Financial are calculated using the Standardized approach on an
interim basis until OSFI’s approval for the use of the AIRB for HSBC Financial’s assets is obtained. Under this
approach, risk weightings prescribed by OSFI are used to calculate risk-weighted assets for credit exposures.
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In December 2010, the Basel Committee on Banking Supervision issued a document detailing new regulatory
standards on bank capital adequacy and liquidity (‘Basel III”), as endorsed in November 2010 by the G20 leaders.
Implementation is to commence 1 January 2013, with full implementation expected by 1 January 2019. The goal of
the reforms is to strengthen the banking sector by improving its ability to absorb losses, enhancing its risk management
and governance, as well as strengthening its transparency and disclosure.

The liquidity proposals include providing supervisory expectations on the key elements of a robust framework for
liquidity risk management and enhancements and standardization of liquidity monitoring and measurements.

The capital proposals significantly revise the definitions of regulatory capital, with the elimination of certain
instruments that currently qualify as regulatory capital. The proposals also emphasize common equity as the
predominant component of Tier 1 capital by adding a minimum common equity to risk-weighted assets ratio. The Basel
IIT rules also call for the implementation of a capital conservation buffer, which could be drawn upon in periods of
stress, as well as countercyclical capital buffer. A capital leverage ratio will also be introduced.

Regulatory capital and regulatory capital ratios
The components of our regulatory capital and our actual regulatory capital ratios are stated in the table below.

IFRS IFRS
2011 2010
$m $m
Tier 1 capital
COMIMON SNATES.....vviiieieieceeie ettt ettt e et e e e te e e et e e s esaeeeeaaeesreeeenaes 1,225 1,225
REtAINEA CAIMINES.....evievieiieiieiieiesie ettt ettt ettt te et ebesaeesse s e ebeessensesseeseensenseas 2,363 2,274
Non-cumulative preferred Shares..........ocoovvevieriiieieiicieiee e 946 946
Non-controlling interests in trust and subsidiary’............ccoocveeevieninieienecieiee. 230 230
Securitization-related deductions and other.............cccoevvevierieieiieniceeeeeee, ) (116)
GOOAWILL ..ttt ettt s e ees (24) (15)
Total Tier 1 Capital .....cooveviiiiiiiiiiieee et 4,731 4,544
Tier 2 capital
Subordinated dEDENTUIES .........coveveiririirieieiieee e 752 739
Eligible general and excess alloWanCes ...........ceevereiiieieiieieeieie e 163 205
Securitization-related dedUCtionS...........c.cevvieeiiiiieiiieie e ()] (10)
Total Tier 2 CAPILAl ...c.eevieeieiieiieie ettt ettt ese e b e 906 934
Total capital available for regulatory purpOSes .........coceecverereieienienieieneeieeseseeeeea 5,637 5,478
Actual regulatory capital ratios
THET 1 CAPIAL 1.ttt 13.4% 13.3%
TOtal CAPILAL......eeiiiiiiiiieie et 16.0% 16.0%
Actual assets-to-capital MUItIPIE........ccevieiiiriiieiee e 13.1x 13.3x
Minimum regulatory capital ratios required
THEE 1 CAPTLAL ..ottt sttt et neenee b e 7.0% 7.0%
TOtal CAPILAL.....eeiieieiieieee ettt ettt 10.0% 10.0%

1 Includes $200m on HSBC HaTS™ (2010: $200m)

The bank’s core common equity is existing Tier 1 capital less non-controlling interest in subsidiaries, HSBC HaTS™
and preferred shares. At 31 December 2011 the bank’s core common equity as a percentage of risk-weighted assets
was 10.1% (2010: 9.5%).

Impact of IFRS on our capital adequacy requirements

The capital adequacy ratios shown in the above table for 2010 are on a Canadian GAAP basis as they were presented
to the bank’s regulator, OSFI.
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The transition to IFRS did not have a material effect on the bank’s regulatory capital. On a pro-forma IFRS basis,
the bank’s Tier 1 regulatory capital ratio at 31 December 2010 declined marginally to 13.0% from 13.3% on a Canadian
GAAP basis and total regulatory capital ratio decreased to 15.75% from 16.0%. Although permitted to do so, we did
not implement OSFI’s relief provisions to phase in the impact of IFRS in the calculation of regulatory capital on a
straight-line basis over eight quarters from 1 January 2011 to 31 December 2012, as the transition did not have a
material impact on our regulatory capital.

OSFI has also provided transitional provisions for the asset-to-capital multiple (‘ACM”), which allows for the
exclusion of assets securitized and sold through Canada Mortgage and Housing Corporation sponsored programs prior
to 1 April 2010 from the calculation of ACM. We took advantage of this relief provision. As at 31 December 2010,
including the impact of the transitional provision, the ACM would have increased to 13.6 times on an IFRS basis
times (14.8 excluding the impact of the transitional provision) from 13.3 times on a Canadian GAAP basis. As at
31 December 2011, the ACM was 13.1 times including the impact of the transitional provision and would have been
14.4 excluding the impact of the transitional provision.

Internal Capital Adequacy Assessment Process (‘ICAAP’)

(Information that forms an integral part of the audited financial statements)

ICAAP is the primary component of the bank’s capital management framework. The underlying aim of the ICAAP
process is to enhance the link between the bank’s risk profile, its risk management systems, and its capital. Objectives
include the development of sound risk management processes that identify, measure, and monitor risks to adequately
assess all the key areas of capital planning to ensure sufficient capital is maintained to cover off all risks.

The ICAAP program encompasses the following key risk management components:
— Risk Identification and Inventory;
— Risk Assessment and Measurement;
— Stress Testing;
— Capital Planning and Management; and
— Risk Monitoring and Reporting.

Risk Identification and Inventory
Identifying current and emerging risks is fundamental to risk management. It is important for the organization to
understand and be aware of all risks that it currently or could potentially face in its day-to-day operations.

Risk Assessment and Measurement

Risk and capital are closely linked. Two types of capital include Regulatory Capital, which is the capital the bank
is required to hold as determined by the rules established by international and local regulators. The second type is
Economic Capital, which the bank defines as the resources necessary to cover unexpected losses arising from any
risk, which it accepts in the form of discretionary or non-discretionary risk through its operations. This is at the core
of the ICAAP process and is essential to ensure that the bank is sufficiently capitalized to mitigate all risk types that
it has identified and measured on a quantitative or qualitative basis in order to arrive at a test of capital sufficiency.
The principal quantitative technique used to measure risk in ICAAP is the use of economic capital models, which are
calibrated to a common confidence interval on a loss distribution and measured over a one-year time horizon.

Stress Testing

A key principle under Pillar 2 of the Basel II framework includes an expectation that banks be able to demonstrate
how they will meet their capital requirement through a three-to-five year period including the possibility of a severe
economic downturn or business event occurring. Stress testing is a risk management technique used to evaluate the
potential effects on an institution’s financial condition, on a set of specified changes in risk factors corresponding to
extreme but plausible events. Stress testing allows senior management to formulate management action in advance
of conditions starting to reflect the stress scenarios identified. The bank’s enterprise-wide stress testing exercise must
determine the impact of common scenarios on an enterprise-wide basis, including the potential impact on all risk types,
and on the financial results of the bank including income statement, balance sheet, capital ratios and liquidity.
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Capital Planning and Management

The bank maintains a capital management policy, which is approved annually by the Audit Committee and HSBC
Holdings. This policy places significant reliance on the linkage between the internal assessment of risk, the strategic
business planning process and the management of capital. The principles and policies which guide the bank’s internal
capital planning and management activities are:

— To exceed at all times applicable regulatory capital requirements and long-term targets;

— To generate shareholder value through the efficient allocation of economic capital to support business activities
including the asset base and risk positions;

— To remain consistent with our strategic and operational goals, as well as with expectations of shareholders and
rating agencies;

— To provide prudent depositor security;
— To maintain a capital position commensurate with the overall risk profile and control environment; and
— To be capable of withstanding a severe economic downturn stress scenario.

As noted above, ALCO has overall responsibility for capital management. It is chaired by our CFO and includes
the CEO, Chief Operating Officer, and our senior executives responsible for credit, risk management, treasury and
capital management. The Capital Governance Group, also chaired by the CFO, reports to ALCO and is responsible for
managing the formal governance over the bank’s ICAAP.

Our Finance and Treasury departments manage compliance with our policies daily, with monthly monitoring by ALCO.
In order to maintain the most cost effective capital structure, we redeem or issue capital instruments as deemed necessary.

Risk Monitoring and Reporting

Through the governance structure, senior management and the Audit Committee regularly receive reports to monitor
the bank’s risk exposures and processes to ensure that business activities are operating within approved limits or
guidelines, and are aligned to its risk appetite. These reports also provide a clear statement of the amounts, types, and
sensitivities of the various risks in the bank’s portfolios.

Market Discipline

The Pillar 3 framework provides market discipline by providing a set of risk disclosure schedules which allow market
participants to assess key pieces of information on the bank’s capital, risk exposures and risk assessment processes. The
disclosures are made on the bank’s website for the benefit of the market. These disclosures complement the minimum
capital requirements (Pillar 1) and the ICAAP and supervisory review process (Pillar 2).

Credit risk

(Information that is an integral part of the audited financial statements)

Credit risk is the risk of financial loss if a customer or counterparty fails to meet its contractual obligations. It arises
principally from direct lending, trade finance and the leasing business, but also from certain off-balance sheet products
such as guarantees and counterparty credit risk on derivatives, and from our holdings of certain types of securities,
particularly debt securities.

The bank’s credit risk management objectives are to:
— Maintain a strong culture of responsible lending, supported by a robust risk policy and control framework;

— Partner and challenge business originators effectively in defining and implementing risk appetite and its re-evaluation
under actual and scenario conditions; and

— Ensure independent, expert scrutiny and approval of credit risks, their costs and their mitigation.
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Credit Culture
The bank has a strong and established credit culture and discipline that enables it to achieve and maintain high quality
assets. We are dedicated to managing our credit risk exposure while enhancing risk-adjusted returns.

The pillars of our credit culture are:
— Clear policies and guidelines;
— Approval and controls;
— Credit discipline;
— Capital discipline; and
— Credit systems and methodologies.

Across all levels, the bank has established clear credit principles, policies, procedures and guidance that direct our
credit activities. Credit risk management is appropriately independent from business line management. Our thorough
adjudication process ensures right and timely credit decisions made through adherence to approvals and limits as well
as feedback and concurrent controls.

The bank adopts a proactive approach to manage and monitor our credit portfolio through:
— The regular review of facilities;
— The implementation of a framework for the consistent articulation of risk appetite;

— Central monitoring and management of credit concentrations as it relates to industries/sectors, products, customers
and customer groups; and

— Continual development and deployment of improved techniques for measuring and evaluating risk and for
optimizing risk-adjusted return on capital.

Credit risk is managed in accordance with the bank’s credit policy, which is established in consultation with
HSBC Group and approved by the Audit Committee. Risk limits and credit authorities are delegated to senior credit
management staff, who in turn delegate appropriate limits to business line managers. Credit exposures in excess of
certain levels or other specific risk attributes are referred for concurrence to HSBC Group to ensure they remain within
HSBC Group’s global risk limits.

The bank places the highest importance on the integrity and quality of its credit portfolio and has stringent policies
to avoid undue concentration of risk. Our RMC, Credit Committee and Audit Committee meet quarterly to review
portfolio credit quality, geographic, product and industry distributions, large customer concentrations, adequacy of
loan provisions and rating system performance. Policies relating to large customer limits and industry, product and
geographic concentration are approved by the Audit Committee, in line with HSBC Group policy. All new and renewed
major authorized facilities, derivative exposures, ‘watch-list’ exposures and impaired facilities are also reported
quarterly to the Audit Committee. The appetite for credit risk is expressed through Commercial and Personal Lending
Guidelines that conform with HSBC Group guidelines. These are disseminated throughout our business along with
various credit manuals. The Audit Committee is advised of any material changes in guidelines through the quarterly
monitoring process noted above.

Our Credit Department reviews and adjudicates credit risk outside the business line managers’ delegated lending
limits and reviews branch credit decisions to ensure these decisions reflect our portfolio management objectives. We
have a disciplined approach to managing credit risk through ongoing monitoring of all credit exposures at branches,
with weaker quality credits being reviewed at more frequent time intervals. Problem and impaired loans are identified
at an early stage and are actively managed by a separate dedicated Special Credit Management unit which possesses
the relevant expertise and experience.

Exposure to banks and financial institutions involves consultation with a dedicated unit within the HSBC Group
that controls and manages these exposures on a global basis. Similarly, cross border risk is also controlled globally by
this unit through the imposition of country limits.

A review of all credit matters undertaken by our branch and head office credit managers is completed regularly by
our internal auditors to ensure all our policies, guidelines, practices, conditions and terms are followed.
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We manage real estate lending within well-defined parameters, with an emphasis on relationship and project
sponsorship for all new transactions. We are actively managing the exposure level and composition of this portfolio given
its concentration in our credit portfolio. Where we are dependent upon third parties for establishing asset values, consistent
and transparent valuations are ensured through maintaining a list of approved professionals that meet our standards.

Credit risk rating framework

(Information that is an integral part of the audited financial statements)

Under Basel II, two principal approaches are available for measuring credit risk: Advanced Internal Ratings Based
(‘AIRB’) and Standardized. Most of the bank’s credit risk exposure is measured using the AIRB approach.

Under the AIRB approach, the bank’s credit risk rating framework incorporates Probability of Default (‘PD’) of an
obligor and loss severity expressed in terms of Exposure at Default (‘EAD’) and Loss Given Default (‘LGD’). These
measures are used to calculate expected loss and minimum capital requirements. They are also used in conjunction with
other inputs to inform rating assessments and other risk management decisions.

All estimates are subject to pre-implementation and post-implementation validation and/or monitoring, including a
variety of tests designed to ensure the ongoing accuracy and validity of the data used.

For wholesale business (bank, sovereign and corporate), obligor PD is estimated using a 23-grade Customer Risk
Rating scale, of which 21 are non-default ratings representing varying degrees of strength of financial condition, and
two are default ratings. Scores generated by models and/or scorecards for individual obligors are reviewed by credit
approvers. The final approved customer risk ratings are mapped to a PD value range of which the ‘mid-point’ is used
in the regulatory capital calculation.

Models for LGD/EAD estimation for wholesale business (bank, sovereign and corporate) were developed within
HSBC Group’s framework of basic principles, which permits flexibility in the application of parameters by HSBC’s
operating entities to suit conditions in their own jurisdictions. EAD is estimated to a 12-month horizon and is, broadly
speaking, the sum of current exposure and, where applicable, an estimate for future increases in the exposure. LGD is
expressed as a percentage of EAD.

For all retail business, exposures are segmented into homogeneous pools of accounts with similar risk characteristics.
PD, LGD and EAD parameters are estimated for each pool based on observed historical loss data. The segmentation
of exposures into different pools is carried out every month based on the characteristics associated with the exposures
at the time of monthly review while the risk measures applied to the exposures are based on the measures associated
with the pools that have been derived using data over an entire economic cycle.

HSBC Financial applies the simplified Standardized approach with the Basel II framework to calculate the risk
weighting of credit exposures.

Stress testing and sensitivity analysis

(Information that is an integral part of the audited financial statements)

In order to estimate both expected and unexpected losses under extreme, but plausible scenarios, we have established a
framework for conducting stress testing around our credit portfolios. These scenarios are used to inform management
about risks in the portfolio and implications for both capital requirements and income statement impacts. Stress testing
also plays an important role in the ICAAP process.

Scenarios considered may be wide ranging, such as macroeconomic stresses or focused on particular industry or
other portfolio issues. While there are a wide range of techniques that can be employed in such stress testing, our
aim is to produce an estimate of potential outcomes and their likelihood of occurrence. Therefore a combination of
quantitative and qualitative approaches is employed. There is naturally a significant degree of interpretation in these
stress tests and therefore a range of outcomes is typically provided for management’s review.
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Maximum exposure to credit risk

(Information that is an integral part of the audited financial statements)

The following table presents the maximum exposure to credit risk of balance sheet and off-balance sheet financial
instruments, before taking into account any collateral held or other credit enhancements. For on-balance sheet financial
assets, the exposure to credit risk equals their carrying amount. For financial guarantees, the maximum exposure to
credit risk is the maximum amount that we would have to pay if the guarantees were called upon. For loan commitments
and other credit-related commitments that are not unconditionally cancellable, the maximum exposure to credit risk is
the full amount of the committed facilities.

2011 2010
Maximum Maximum
exposure exposure
$m $m
On balance sheet
Cash and balances at central bank ..............ccoceeviiriiiiiiiiiieieceee e 77 79
Items in the course of collection from other bank ...........c.cccoeviiiiiiiiiiiiiiiicicecee, 104 84
TTAAINE ASSELS ..ottt ettt ettt ettt ettt eae et e st e bt et et e bt et e s b e ebeentesbesbeennenaeas 4,578 3,942
Treasury and other eligible DillS.........cccoiieieriiiiiieieeee e 245 557
DIEDE SECUITEIES ...uvviieeieecetee et e ettt e ettt e et e e et e e e et e e e eaeeeenteeeeraeeeenaeeereeeennes 2,034 1,712
EQUILY SCOUTTHICS ...uvttienieteetieiiete et ette ettt et e sttt este st estebeeseeseensenseeseensenes 29 26
CUStOMET tradiNg ASSELS ....evveueeeeeeieiierieetieteie et eeetesteeeeeteste st eseessesseeseesesseeseensenes 304 553
Bankers aCCEPLANCES ....cveviivieieieitieieie sttt ettt ee et esbe et eneeneeeneeneenen 1,975 1,099
Less: securities not exposed to credit TiSK........ccveviereriiieienecieeeeeee e ) %)
I 1S A7 15 7= RSOSSN 2,203 1,363
Loans and advances held at amortized COSt.........ccooivvieiiiiiiiiiccieciece e 48,814 51,010
Loans and advances t0 DanKs.............cooviiiuiiiiiiiiiiieceeececeee et 4,530 5,792
Loans and advances tO CUSTOMETS .......cc.eeeeveeiereeeirreeeiteeeeireeeereeeereeeerreeeerreesreeeenes 44,284 45,218
Financial investments — available for sale ...........ccoovvivvviiiiiiiiiiiiiceccee e 19,168 16,082
Treasury and other Similar DillS..........cccooiiiiriiiiiieeccee e 1,716 2,898
DIEDE SECUITEIES ... vvveieeieecetee ettt ettt e ettt e et e et e e et e e e eaeeeenteesenaeeeesaeesraeesnnes 17,452 13,234
EQUILY SCOUTTHICS ...uvttieueeieeiieiieeteeteette ettt ettt ettt et e eseestebeeseeseensenseeseensenes - 17
Less: Securities not exposed to credit TiSK.......ovevieriiieieriereceeeeeee e - (67)
Other assets
Customers’ liability under aCCePLtanCes........covieeierirriieieie e 4,059 4,372
Accrued income and OthET ..........ccuioouiiiiiiiieie e 429 412
Total On balance Sheet...............cocoooiiiiiiiiiiii e 79,432 77,344
Off-balance sheet
Financial GUATANtEES............eoveiruirieieieieetesieieicet ettt sttt ettt 2,641 2,337
Loan commitments and other credit-related commitments ............cccccoeeeierierieeienennns 37,711 34,650
Credit and yield enhancement. ...........coveiririeieirinieiese e - 15
119,784 114,346
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Collateral and other credit enhancements

Our lending policy assesses the customer’s capacity to repay, rather than relying excessively on the underlying
collateral security. Depending on the customer’s standing and the type of product, some facilities may be unsecured.
Nevertheless, collateral is an important mitigant of credit risk.

The principal collateral types are as follows:
— in the personal sector, mortgages over residential properties or charges over other personal assets being financed;

— in the commercial and industrial sector, charges over business assets such as land, buildings and equipment,
inventory and receivables;

— in the commercial real estate sector, charges over the properties being financed; and
— in the financial sector, charges over financial instruments such as debt and equity securities in support of trading facilities.

Our credit risk management policies include appropriate guidelines on the acceptability of specific classes of
collateral or credit risk mitigation. Valuation parameters are updated periodically depending on the nature of the
collateral. Full covering corporate guarantees as well as bank and sovereign guarantees are recognized as credit
mitigants for capital purposes.

The bank does not disclose the fair value of collateral held as security or other credit enhancements on loans past
due but not impaired or individually assessed impaired loans, as it is not practical to do so.

Collateral held as security for financial assets other than loans is determined by the nature of the instrument.
Government and other debt securities, including money market instruments, are generally unsecured, with the
exception of asset-backed securities and similar instruments, which are secured by pools of financial assets.

The bank has policies in place to monitor the existence of undesirable concentration of the collateral supporting
our credit exposures.

Loan portfolio diversity

(Information that is an integral part of the audited financial statements)

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 a key 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:

2011 2010
$m $m
Loans included in financial statements, net of impairment allowances............c..ccce..... 44,284 45,218
Less reverse repos and stock borrowing balances with customers.........c..ccccevevveeenene (1,050) (2,674)
IMPAIrMENt AllOWANCES .....eveeeiiiiiiieiieie ettt ettt 537 627
Customers’ liability under aCCePtanCes..........ovveverierieiienieriieiesieeeeeseee e 4,059 4,372
Trading acceptances 1,975 1,099
Guarantees and irrevocable letters of credit pledged as collateral security ................... 2,641 2,337
Documentary credits and short-term trade related transaction .............cecceeevecveenennennne 294 352
TOLAL LOANS ...ttt e et e e e et e et e e ebeeeenreeeeateeeetaeeeraeeereeas 52,740 51,331
Impaired loans and other impaired credit €XpoSUres' ...........ceceveeierereeierieseeieieas (732) (858)
Total Performing LOANS ........c.ccuiiuiiieieitieiieie ettt ettt ettt esbeeseenaesaeeseenaesseas 52,008 50,473

I Includes $54m (2010 — $60m) of impaired acceptances and letters of credit.

The following tables, in which business and government loans include customers’ liabilities under acceptances,
letters of credit and guarantees, provide details of our overall performing loan portfolio including geographic and
industry distribution:
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Performing loan portfolio

2011 2010
$m % $m %
Business and government loans'............ccooceecveienenne. 25,092 48.3 23,298 46.2
Residential mortgages.........ccoeveeenieeeeienieeieieieeeeees 18,951 36.4 18,807 37.3
Consumer finance 10ans ..........cccceevveeevveeeveeecieeeeneens 2,441 4.7 2,498 49
Other consumer 10ans ..........ccoovvevveeiceieeiiec e 5,524 10.6 5,870 11.6
Total performing loans.........cccccevevireeneneneenenennns 52,008 100.0 50,473 100.0
1 Includes $454m (2010 — $432m) of construction and other loans secured by mortgages over residential property.
Performing business and government loan portfolio by industry sector
2011 2010
$m % $m %
Real State ...uvviieeeieciieeeiee e 5,530 22.0 6,110 26.2
SEIVICES .civvieetie et ettt ettt e e eree s 5,596 22.3 4,801 20.6
TTAAC . 4,511 18.0 4,266 18.3
Manufacturing.........cooeeeeveereeieiieieneeeeec e 3,023 12.1 2,812 12.1
Hotels and hospitality ..........ccoceeverenerieneniieeeee 758 3.0 924 4.0
ENCIZY oo 2,893 11.5 2,166 9.3
OhET . 2,781 11.1 2,219 9.5
Total business and government............c.ccoeeevereeneennenn 25,092 100.0 23,298 100.0
Performing loan portfolio by Geography
2011 2010
$m % $m %
British Columbia.........cccoeviieeiiiiiicieeeeeeee 21,852 42.0 21,805 43.2
Western Canada (excluding British Columbia) .......... 10,302 19.8 9,669 19.2
(073171 1 TSRS 13,802 26.5 13,339 26.4
Quebec and Atlantic.........cceevveeveeciieciicciecee e 6,052 11.7 5,660 11.2
Total performing 10ans...........ccccceeveeieierieneeeerieneeeenn 52,008 100.0 50,473 100.0

Large customer concentrations are borrowing groups where approved facilities exceed 10% of our regulatory capital

base. At 31 December 2011, this amount was approximately $564m (2010: $548m).

The following table provides details of our large customer concentrations:

2011
Large customer concentration $1M.........ccceveieieiiieieieiiiesiee et 4,527
As a percentage of business and government l0ans...........coceceeerererieirinenenieenenenes 18.0%
As a percentage of total performing loans ...........coceoeeveireneniiineneneeeeeeese e 8.7%

2010

3,229
13.9%
6.4%

The increase in the large customer exposure is comprised mainly of increased exposures to Canadian provinces.
Overall, three quarters of the large customer exposure is to Canadian sovereign customers and to Canadian Chartered

banks. The remaining quarter is to low risk corporate clients.

Credit quality of financial assets
(Information that is an integral part of the audited financial statements)

For core banking operations, the vast majority of the total loan portfolio is categorized as strong. Credit quality of the
portfolio was historically stable until the latter part of 2007. Credit quality has deteriorated through the decline in this
credit cycle. This decline continued since then but there are early signs of economic recovery. At 31 December 2011,
$673m, or 1.3%, of the loan portfolio was impaired, compared to $741m, or 1.5% at 31 December 2010, with specific and
general allowances providing 66.6% (2010: 64.6%) coverage of these loans. Overall credit quality remains satisfactory,

reflecting our prudent lending standards. Provision levels overall remained stable compared to the prior year.
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The loan impairment charges and other credit risk provisions for the Consumer Finance business decreased by
$33m in 2011. The decline is primarily due to lower receivables and improved delinquencies as a result of continued
efforts on improving the credit quality of the portfolios and improved economic conditions.

The total of impaired exposures include $59m (2010: $117m) of Consumer Finance loans, for which impairment is
assessed collectively. The lower level of impaired credit exposures in 2011 was driven by a change in the charge-off
policy for our Unsecured and Retail portfolios from 300 days to 180 days, to be consistent with other products and the
improved economic conditions.

For the Retail Loan Portfolio, approximately 90% of the portfolio is secured by Residential Real Estate assets, through
residential mortgage and Home Equity Line of Credit (‘HELOC”) advances. The current portfolio has an average loan to
value of 52%, including HELOC outstandings, which has been stable over the past 12 months. New origination average
loan to value is 64%, consistent over the last 12 months. Serious arrears in 2011 are below 2010 levels.

Eurozone exposures remain well controlled totaling $746m at 31 December 2011, predominantly to France and
Germany including $257m of sovereign exposure. Within this amount, exposures to Greece, Italy, Ireland, Portugal
and Spain are limited to $1m in direct exposures to Ireland and $13m in trade related and standby guarantees received
from banks and $21m in exposure relating to standby guarantees where our first recourse on these latter facilities is to
our customers. In addition to the above, we also have exposures to Switzerland and the United Kingdom amounting to
$930m of which $695m is sovereign exposure.

The bank describes credit quality in reference to the following categories:

Standard & Poor's Moody s equivalent
Category Our internal customer risk rating equivalent risk rating risk rating
Strong Minimal to low default risk AAAto A- Aaato A3
Medium Satisfactory to moderate default risk BBB+ to B+ Baal to Bl
Sub-standard Significant default risk to special management B to CCC B2to C
Impaired Default D C

For core banking operations, the credit quality of financial assets is presented using EAD and will therefore not
agree to the carrying values as disclosed within the consolidated statements of financial position. EAD represents the
outstanding or drawn amount of a credit exposure, before deducting any specific provision or amounts written off as well
as an undrawn portion, which represents estimated amounts not recognized in the statement of financial position that could
be drawn at time of default by the credit party. The credit quality of financial assets in the Consumer Finance segment is
presented at their carrying values included in the consolidated statements of financial position.

Credit quality of non-retail portfolio

2011 2010

Drawn Undrawn Total Drawn Undrawn Total

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

StroNg....ceveverveierrnnns 28,560 3,354 31,914 24,858 4,041 28,899
Medium..................... 23,802 7,539 31,341 22,905 7,482 30,387
Sub-standard ............. 911 926 1,007 1,072 114 1,186
Impaired.................... 533 - 533 564 59 623
53,806 10,989 64,795 49,399 11,696 61,095
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Credit quality of retail portfolio (excluding Consumer Finance segment)

2011 2010

Drawn Undrawn Total Drawn Undrawn Total

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

Srong.....ccceevveveennene 10,324 604 10,928 10,473 607 11,080
Medium.........ccocun.e.. 13,046 4,189 17,235 12,926 4,291 17,217
Sub-standard ............. 705 96 801 836 99 935
Impaired..........c.c....... 165 0 165 217 - 217
24,240 4,889 29,129 24,452 4,997 29,449

Included in residential mortgages of $19.0bn (2010: $18.8bn) are $1.5bn (2010: $1.8bn) of mortgages insured either
under the National Housing Act or by a third party private insurer with an “AA” rating. In addition, as part of the bank’s
securitization program, the bank has portfolio insured residential mortgages amounting to $5.6bn (2010: $7.2bn).

Credit quality of retail portfolio (Consumer Finance segment)

2011 2010

$m $m

810 ) TP 605 677
IMIEAIUIM ..ttt ettt b bt b et e e bt et nae e s 1,598 1,394
SUD-STANAATA ...ttt ettt ettt te st e b e eseeneeae e 238 427
TIMPAITEA ..ottt ettt ettt et e st e e st e st e be e st ens e be st ensesbeeseensenneas 59 117
2,500 2,615

Renegotiated loans
(Information that is an integral part of the audited financial statements)

The carrying amount of loans that would otherwise be past due or impaired whose terms have been renegotiated
was $121m at 31 December 2011 (2010: $89m). This is largely as a result of a decrease in re-negotiated residential

mortgage loans and a decrease in number of renegotiated commercial loans.

Loans past due but not impaired
(Information that is an integral part of the audited financial statements)

Examples of exposures considered past due but not impaired include loans that have missed the most recent payment
date but on which there is no evidence of impairment; loans fully secured by cash collateral; residential mortgages in
arrears more than 90 days, but where the value of collateral is sufficient to repay both the principal debt and all potential
interest for at least one year; and short-term trade facilities past due more than 90 days for technical reasons such as

delays in documentation, but where there is no concern over the creditworthiness of the counterparty.

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

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

Loans and advances held at amortized cost 2011 2010

$m $m
UP 0 29 AAYS 1ottt n et eaeene et nneas 502 502
3059 QAYS 1euveuieuierieiiieiett ettt ettt ettt et b ettt b s st te bt neesa et e s et eneeseesennens 157 154
60-89 QAYS ...veueereeeietiierietietest ettt ettt et ettt et et sttt et bttt te s et e e se s e se st eneeseesennens 63 67
00-179 AAYS .veereeriereieteiicte ettt ettt ettt ettt b ettt b et s et et neeneesennene 24 36
180 days aNd OVET ...oueiiieiieieit ettt ettt ese e e beene e ae e 6 9

752 768
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Impaired loans and allowance for credit losses

(Information that is an integral part of the audited financial statements)

When impairment losses occur, we reduce the carrying amount of loans through the use of an allowance account with
a charge to income. The allowance for credit losses consists of both individually assessed and collectively assessed
provisions, each of which is reviewed on a regular basis. The allowance for credit losses reduces the gross value of an
asset to its net carrying value.

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

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

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

— known cash flow difficulties experienced by the borrower;

— past due contractual payments of either principal or interest;

— breach of loan covenants or conditions;

— the probability that the borrower will enter bankruptcy or other financial realization; and
— asignificant downgrading in credit rating by an external credit rating agency.

Individually assessed impairment allowances are recorded on these individual accounts on an account-by-account
basis to reduce their carrying value to estimated realizable amount.

The collectively assessed impairment allowance is our best estimate of incurred losses in the portfolio for those
individually significant accounts for which no evidence of impairment has been individually identified or for high-
volume groups of homogeneous loans that are not considered individually significant. In determining an appropriate
level of collectively assessed impairment, we apply the following methodologies:

Business and government — For these loans, the underlying credit metrics including PD, LGD and EAD, for each
customer are derived from the bank’s internal rating system as a basis for the collectively assessed impairment
allowance. The Bank incorporates a quantitatively supported management judgement framework which includes both
internal and external indicators, to establish an overall collective impairment allowance consistent with recent loss
experience and uncertainties in the environment.

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

Consumer Finance and other consumer loans — Analysis of historical delinquency movements by product type is
used as the basis for the collectively assessed impairment allowance for these loan portfolios. By tracking delinquency
movement among pools of homogeneous loans, an estimate of incurred losses in each pool is determined. These
estimates can be amended should management believe they do not fully reflect incurred losses. This judgemental
adjustment employs an established framework and references both internal and external indicators of credit quality.

In addition to the methodologies outlined above, the balance of the collectively assessed impairment allowance is
also analyzed as a function of risk-weighted assets and is also referenced to the allowances held by our peer group.
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Impaired loan portfolio

2011 2010
$m $m

Business and government
REAL ESLALE ....oviiiiiiicc e 256 265
MANUTACTUTIIE ...ttt sttt ettt eaae e 41 55
TTAAE ..t 68 80
SEIVICES ..ttt sttt ettt ettt ettt ettt ettt sttt et 95 91
ORET ettt 73 99
533 590
Residential MOTEEAZES .....c..evvireiiieieeti ettt sttt eneeneenaeas 103 116
Consumer fiNAnCe LOANS ........cveeririeriiiririiteieeeret ettt 59 117
Other CONSUMET LOANS .....cveviuiiiiiiiieieiirteetet ettt ettt 37 35
Total impaired loans, acceptances and letters of credit..........occoveeieiieiieieniiieeieiee 732 858
SPECIIC AlLOWAINCES ......eutiiieiieie ittt ettt sttt eae e 208 227
ColleCtive AllOWANCES .......oveuieiiiiiieieiieiceicteteee ettt 329 400
Total allowances for credit IOSSES .......cuviririiiririiniicii e 537 627
Net impaired loans, acceptances and letters of credit..........ocvevveeeeievienieierieieeieieene 195 231
Allowance as percentage of total impaired loans, acceptances and letters of credit ..... 73.4% 73.1%

1 Includes $54m (2010: $60m) of impaired acceptances and letters of credit.

Movement in impairment allowances

Customers
Individually ~ Collectively
assessed assessed Total
At 1January 2010 .c..c.ooiieeieieeee s 186 446 632
Movements 2010
Amounts Written off.........ccooeiriiiiii (111) (210) (321)
Recoveries of loans and advances written off in previous years ... (1) 8 7
Charge to INCOme Statement..............ecveeeuerierieierinienieieeeesieeeneees 211 148 359
Foreign exchange and other movements..............coeeeveeenenieeennn (58) 8 (50)
At 31 December 2010 ..........cocooiiiiiiiiiiiieeec e 227 400 627
Movements 2011
Amounts written off.....................coooiiiiiii 94) (185) 279)
Recoveries of loans and advances written off in previous years - 7 7
Charge to income statement'.....................cccoceviniiniincncnene. 93 107 200
Foreign exchange and other movements..................ccccccccoeenee. (18) - (18)
At 31 December 2011 ........ccoocooviiiiiiiiiiiccecceceee e 208 329 537
Coverage by collectively assessed impairment'
2011 2010
% %
As a percentage of total performing l0ans ...........cccocvevieriiierieniiieiee e 0.63 0.79
As a percentage of risk-weighted asSets? .......c.oviririerieniiieiee e 0.93 1.17

1 In 2011, in addition to the charge in income above, ‘Loan impairment charges and other credit risk provisions’ as presented in the
consolidated income statement includes a $3m reversal of a previously recorded impairment loss relating to credit risk on an available-
for-sale investment.

2 Information does not form an integral part of the audited financial statements.
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Management’s Discussion and Analysis (continued)

Provisions for credit losses
(Information that is an integral part of the audited financial statements)
The following table sets out the provisions for credit losses charged to income:

2011 2010

$m $m

Individually assessed provisions. 93 211
Collectively assessed PrOVISIONS........couiruieieriirieienieeitetente ettt 107 148
Total provisions for Credit LOSS'..........oiiiiiierieiees e 200 359
Individually assessed provisions as a per cent of total loan portfolio..........c..cceeveuennen. 0.18 0.41

1 In 2011, in addition to the charge to income above, ‘Loan impairment charges and other credit risk provisions’ as presented in the
consolidated income statement includes a $3m reversal of a previously recorded impairment loss relating to credit risk on an available-
for-sale investment.

For core banking operations, the level of collectively assessed provisions has decreased marginally as a percentage
of risk-weighted assets. The collectively assessed impairment will be maintained at a level consistent with the
underlying risk of the loan book and management’s view of economic and other conditions that impact incurred
losses in the loan portfolio. Individual provisions decreased in 2011 reflecting improved credit quality and lower loan
volumes in the bank’s commercial loan portfolio. Overall improved credit quality and reduced outstandings resulted in
a release of collective provisions in the commercial loan portfolio. Lower receivables and improved delinquencies as
a result of continued efforts on improving the credit quality of the Consumer Finance portfolio resulted in a reduction
in collective provision requirements in the consumer lending portfolio.

Impaired securities
(Information that is an integral part of the audited financial statements)

Available-for-sale securities
In 2011, ‘Loan impairment charges and other credit risk provisions’ as presented in the consolidated income statement
includes a $3m reversal of a previously recorded impairment loss relating to credit risk on an available-for-sale investment.

Derivative portfolio

(Information that is an integral part of the audited financial statements)

The credit equivalent amount of derivative exposure comprises the current replacement cost of positions plus an
allowance for potential future fluctuation of interest rate or foreign exchange rate derivative contracts. We enter into
derivatives primarily to support our customers’ requirements and to assist us in the management of assets and liabilities,
particularly relating to interest and foreign exchange rate risks as noted above.

The credit equivalent amount of our derivative portfolio by product type is as follows:

2011 2010

$m $m

INETESt TALE CONTIACES ...vviiivrieereeeceiiecetiee et e et e e et ete e e er e eeteeeeeteeeeereeeeaaeeeetseeereeeeneeas 1,292 554
Foreign exchange contracts... 2,014 1,612
COMMOMILY COMEIACES ....eutiiieiiete ettt ettt ettt ettt et ettt et bt et e sbeeseeneenaeas 35 —
Net credit equivalent AMOUNL ........cc.eeiiierieeiiieie sttt enee s 3,341 2,166

A more detailed analysis of our derivative portfolios is presented in note 11.
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Liquidity and funding risk

(Information that is an integral part of the audited financial statements)

Liquidity risk is the risk that we do not have sufficient financial resources to meet our obligations as they fall due or
will have to obtain such resources at an excessive cost. This risk arises from mismatches in the timing of cash flows.
Funding risk, a form of liquidity risk, arises when the necessary liquidity to fund illiquid asset positions cannot be
obtained at the expected terms and when required.

The objective of our liquidity and funding management strategy is to ensure that all foreseeable funding
commitments, including deposit withdrawals, can be met when due, and that access to the wholesale markets is
coordinated and cost-effective.

Policies and procedures

(Information that is an integral part of the audited financial statements)

The management of liquidity and funding is carried out by our Treasury Department in accordance with practices and
limits approved by ALCO, the Audit Committee and HSBC Holdings. Compliance with policies is regularly monitored
by ALCO.

Our liquidity and funding management process includes:

— projecting cash flows under various stress scenarios and considering the level of liquid assets necessary in relation
thereto;

— monitoring statement of financial position liquidity ratios against internal measures;
— maintaining a diverse range of funding sources;

— managing the concentration and profile of debt maturities;

— managing contingent liquidity commitment exposures within predetermined caps;
— maintaining debt financing plans;

— monitoring depositor concentration in order to avoid undue reliance on large individual depositors and ensuring a
satisfactory overall funding mix; and

— maintaining liquidity and funding contingency plans.

Liquidity and funding contingency plans identify early indicators of stress conditions and describe actions to be
taken in the event of difficulties arising from systemic or other crises, while minimizing adverse long-term implications
for the business.

Primary sources of funding

(Information that is an integral part of the audited financial statements)

Current accounts and savings deposits payable on demand or on short notice form a significant part of our funding. We
place considerable importance on maintaining the stability and growth of these deposits, which provide a diversified
pool of funds.

We also access professional markets in order to maintain a presence in local money markets and to optimize the
funding of asset maturities not naturally matched by core deposit funding.

As part of our wholesale funding arrangements, we have a number of programs for fundraising activities, including
asset securitizations and facilities with major Canadian institutional lenders and borrowers, so that undue reliance is
not placed on any one source of funding.

As part of the HSBC Group’s worldwide liquidity and funding management process, we have established limits
for statement of financial position ratios and minimum periods of forecast positive cumulative cash flow as well as
contingencies to meet cash flow needs.
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Management’s Discussion and Analysis (continued)

The following is an analysis, by remaining contractual maturities at the reporting date, of undiscounted cash flows
payable under financial liabilities.

On demand Due
and due between Due

within 3 and between 1 Due after
3 months 12 months  and 5 years 5 years Total
$m $m Sm $m $m

At 31 December 2011

Deposits by banks .........c.ccceveeereiennne 980 - - - 980
Customer accounts...........coevveeeeeennen.. 36,520 5,795 4,498 - 46,813
Trading liabilities .........cccccovveerrerrenne. 2,996 - - - 2,996
Financial liabilities........ccccccevvveenenne. 45 96 142 1,510 1,793
Derivatives .....c..ooveeeeeceeeceecieeie e, 700 - - - 700
Debt securities in iSSU€............coeuveenn. 2,783 2,051 7,321 1,626 13,781
Subordinated liabilities' ..................... 3 8 242 86 339
Other financial liabilities.................... 5,367 56 1,015 - 6,438
49,394 8,006 13,218 3,222 73,840
Loan commitments............cccceeeeenne... 4,683 5,164 17,289 10,575 37,711
Financial guarantee contracts............. 620 1,224 132 - 1,976
54,697 14,394 30,639 13,797 113,527

1 Excludes interest payable exceeding 15 years.

Certain balances in the above table will not agree directly to the balances in the consolidated statements of financial
position as the table incorporates cash flows for both principal and interest, on an undiscounted basis, except for
derivatives and trading liabilities. Furthermore, loan commitments and financial guarantee contracts are not recognized
on the statement of financial position. Trading liabilities and trading derivatives have been included in the ‘On demand
and due within 3 months’ time bucket, and not by contractual maturity, because trading liabilities are typically held for
short periods of time. The undiscounted cash flows on hedging derivative liabilities are classified according to their
contractual maturity. The undiscounted cash flows potentially payable under financial guarantee contracts are classified
on the basis of the earliest date they can be drawn down.

Cash flows payable in respect of deposits are primarily contractually repayable on demand or on short notice.
However, in practice, short-term deposit balances remain stable as cash inflows and outflows broadly match.

Advances to core funding

The bank emphasizes the importance of core current accounts and savings accounts as a source of funds to finance
lending to customers, and discourages reliance on short-term professional funding. This is achieved by placing limits
to restrict the bank’s ability to increase loans and advances to customers without corresponding growth in current
accounts and savings accounts. This measure is referred to as the ‘advances to core funding’ ratio.

The ratio describes loans and advances to customers as a percentage of the total of core customer current and
savings accounts and term funding with a remaining term to maturity in excess of one year. Loans and advances to
customers which are part of reverse repurchase arrangements, and where the bank receives securities which are deemed
to be liquid, are excluded from the advances to core funding ratio, as are current accounts and savings accounts from
customers deemed to be ‘non-core’. The definition of a non-core deposit includes a consideration of the size of the
customer’s total deposit balances. The categorization of customer deposits into core and non-core takes into account
the nature of the customer and the size and pricing of the deposit.

50



Advances to core funding ratio

2011 2010

% %

D =) 1 L« ORI 96 96
B 2541141870 H RS RRRRRRRRRNY 96 108
IMDIIMUITL. ettt ettt e e e et e e eat e e e eateeeseeeeaaaeessseeeesaeeseaseesseeesnnes 88 96
Average 90 102

The bank would meet any unexpected net cash outflows by selling securities and accessing additional funding
sources such as interbank or collateralized lending markets.

The bank also uses measures other than the advances to core funding ratio to manage liquidity risk, including
projected cash flow scenario analyzes.

Contractual obligations

As part of our normal business operations we have contractual obligations for payment of liabilities. Amounts included
in unsecured long-term funding in the table below are wholesale term deposits with an original term to maturity of
more than one year, based on contractual repayment dates. Also included are obligations related to commitments not
recorded in the consolidated balance sheets, such as those relating to operating leases.

A summary of our future contractual payments as at 31 December 2011 is as follows:

Less than

1 year 1to 5 years After5 years Total

$m $m $m $m

Subordinated debentures'............ccceoevierienenienenennen. - - 726 726
Operating 1 ases .........eeveververrieeenieniieeeiesee e 57 183 89 329
Committed purchase obligations ............cccceceveerieneenen. 118 130 34 282
Unsecured long-term funding' ...........ccccoveviiienennnne. 936 982 1,121 3,039
Total contractual obligations...........cccecvevevvreenienernenn 1,111 1,295 1,970 4,376

1 Includes principal amounts only.

Committed purchase obligations include long-term arrangement for the provision of technology and data processing
services by HSBC Group companies. Not included in the table are any commitments relating to customers utilizing
undrawn portions of their loan facilities. As a result of our ongoing funding and liquidity management process which
we monitor regularly, we expect to be able to meet all of our funding and other commitments in the normal course of
our operations despite the economic uncertainty.

Market risk

(Information that is an integral part of the audited financial statements)

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

The objective of market risk management is to identify, measure and control market risk exposures in order to
optimize return on risk.

We separate exposures to market risk into trading and non-trading portfolios. Trading portfolios include those
positions arising from market-making, proprietary position-taking and other positions designated as held-for-trading.
Non-trading portfolios include positions that arise from the interest rate management of our retail and commercial
banking assets and liabilities and financial investments designated as available-for-sale and held-for-trading.
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Management’s Discussion and Analysis (continued)

Policies and procedures

(Information that is an integral part of the audited financial statements)

Market risk is managed through strategies in accordance with policies and risk limits set out by ALCO and approved by
the Board as well as centrally by HSBC Group Risk Management. We set risk limits for each of our trading operations
dependent upon the size, financial and capital resources of the operations, market liquidity of the instruments traded,
business plan, experience and track record of management and dealers, internal audit ratings, support function
resources and support systems. Risk limits are reviewed and set by ALCO on an annual basis at a minimum.

We use a range of tools to monitor and limit market risk exposures. These include: present value of a basis point,
Value at Risk (‘VaR’), foreign exchange exposure limits, maximum loss limits, options premium paid limits, and
product and issuance limits.

Value at Risk

(Information that is an integral part of the audited financial statements)

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.

The VaR models used are predominantly based on historical simulation. These models derive plausible future
scenarios from past series of recorded market rates and prices, taking account of inter-relationships between different
markets and rates such as interest rates and foreign exchange rates. The models also incorporate the effect of option
features on the underlying exposures.

The historical simulation models used incorporate the following features:
— Potential market movements are calculated with reference to data from the past two years;

— historical market rates and prices are calculated with reference to foreign exchange rates and commodity prices,
interest rates, equity prices and the associated volatilities;

— VaR is calculated to a 99% confidence level; and
— VaR is calculated for a one-day holding period.

Statistically, we would expect to see losses in excess of VaR only 1% of the time over a one-year period. Although
a valuable guide to risk, VaR should always be viewed in the context of its limitations:

— the use of historical data as a proxy for estimating future events may not encompass all potential events, particularly
those which are extreme in nature;

— the use of a one-day holding period assumes that all positions can be liquidated or hedged in one day, which may not
fully reflect the market risk arising at times of severe illiquidity, when a one day holding period may be insufficient
to liquidate or hedge all positions fully;

— the use of a 99% confidence level, by definition, does not take into account losses that might occur beyond this level
of confidence;

— VaR is calculated on the basis of exposures outstanding at the close of business and therefore does not necessarily
reflect intra-day exposures; and

— VaR is unlikely to reflect loss potential on exposures that only arise under significant market moves.

VaR disclosed in the table and graph below is the bank’s total VaR for both trading and non-trading financial
instruments. The information presented below does not include the results of HSBC Financial because the subsidiary
employs other methods to measure and manage market risk.
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Summary Value at Risk information

(Information that is an integral part of the audited financial statements)
2011 2010

$m $m

BN OF YOAT......iiiiiiiieec ettt e enbe e 16 12
AVETAZE ..o, 16 12
Minimum 10 9
IMAXIIMIUINL ...ttt ettt st e et et e esa e teeesbeesbeesseesseesseeesseasseenseenseensaenseesnsennns 29 17

30
28
26
24
22
20
18
16

$ Millions
=

The increase in VaR during Q3 2011 till Q4 2011 is due to high market volatility. Risk appetite is determined by
the level of interest rate, foreign exchange, credit, and equity sensitivities. VaR levels remained within our approved
limits throughout 2011.

Structural risk

Structural risk is the impact of interest rate and foreign exchange rate risks on assets and liabilities included in the
banking book, including those in our consolidated statements of financial position. We value instruments included in
the banking book at cost plus accrued interest (the effective interest rate method) and changes in rates and prices will
not directly impact earnings. However, to the extent that assets and liabilities are not directly matched either by interest
or exchange rates, any changes in the mix of assets or liabilities will affect earnings.

Interest rate risk

Interest rate risk arises primarily out of differences in the term to maturity or repricing of our assets and liabilities
both on and off-balance sheet. These interest rate risk exposures, or ‘gaps’, are monitored by ALCO against prescribed
limits. The gap position measures assets and liabilities based on contractual repricing data as well as incorporating
assumptions on customer behaviour on products with a degree of optionality as to prepayment, redemption or repricing
(such as redeemable deposit products and mortgages with prepayment options). These assumptions, which are based
on historical behavioural patterns, are periodically reviewed by ALCO.

We believe in a conservative approach in setting limits on these mismatched positions. Limits are established based
on the impact on the present value of all net cash flows of an immediate and parallel upward shift in all relevant yield
curves of 0.01%. We also have established limits on these mismatched positions in terms of Dollars at Risk and VaR.
Net interest income is forecasted using various interest rate and statement of financial position growth scenarios to
provide a comprehensive analysis of spread earnings at risk.
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We use a variety of cash and derivative instruments, principally interest rate swaps, to manage our interest rate risk.
We use derivatives to modify the interest rate characteristics of related statement of financial position instruments and
to hedge anticipated exposures when market conditions are considered beneficial.

In managing interest rate risk, we rely primarily upon our contractual interest rate sensitivity position adjusted
for assumptions regarding customer behaviour. Adjustments made include assumptions relating to early repayment
of consumer loans and residential mortgages and customer preferences for demand, notice and redeemable deposits.
Based upon these adjustments made to our contractual positions, it is estimated that an immediate and sustained
parallel increase in interest rates of 1% across all currencies and maturities would increase net interest income by $61m
(2010: $61m) over the next twelve months assuming no additional hedging is undertaken.

Foreign exchange risk

We are exposed to foreign exchange risk on our foreign currency-denominated asset and liability positions. We buy and
sell currencies in the spot, forward, futures and options markets, on behalf of our customers and for our own account,
to manage our own currency exposures arising from assets and liabilities denominated in currencies other than the
Canadian dollar. Limits have been established as to the magnitude of the exposure on a currency-by-currency basis as
well as maximum loss limits on any position held.

Operational risk

Operational risk is the risk of loss to us resulting from inadequate or failed internal processes and systems, human error
or external events. This type of risk includes fraud, unauthorized activities, errors, and settlement risk arising from the
large number of daily banking transactions occurring in the normal course of business. Also, there are a wide variety
of business and event risks inherent in all business activities.

We have policies for managing operational risk and aim to minimize loss through a framework requiring all
business units to identify, assess, monitor and control operational risk, including the Operational Risk and Internal
Control Committee, as described above in the Risk Management section.

We manage operational risk through disciplined application and evaluation of internal controls, appropriate
segregation of duties, independent authorization of transactions, and regular, systematic reconciliation and monitoring
of transactions. We have a dedicated function that proactively manages our compliance process, and we maintain high
ethical standards. These processes together with our control structure help ensure that our exposure to operational
risk is managed. This control structure is complemented by independent and periodic reviews by our Internal Audit
department.

As part of the enterprise-wide risk management process, we have established business continuity and event
management practices so we can continue to service our customers’ needs in the event of major business disruption.
Back-up facilities in various cities across North America increase our recovery capabilities for key businesses.

In common with other HSBC Group companies, as well as other Canadian banks and large organizations, we have
business continuity plans in place to deal with events that could impact banking operations, from health concerns to
weather related events to power outages and beyond. We monitor emerging issues and review, test and upgrade plans
to prepare for foreseen and unforeseen events.
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The presentation and preparation of the annual
consolidated financial statements, Management’s
Discussion and Analysis (‘MD&A’) and all other
information in the Annual Report is the responsibility of
the management of HSBC Bank Canada (‘the bank’). The
consolidated financial statements have been prepared
in accordance with International Financial Reporting
Standards. The consolidated financial statements and
information in the MD&A necessarily include amounts
based on informed judgements and estimates of the
expected effects of current events and transactions with
appropriate consideration to materiality.

In meeting its responsibility for the reliability
of financial information, management relies on
comprehensive internal accounting, operating and
system controls. The bank’s overall controls include:
an organizational structure providing for effective
segregation of responsibilities, delegation of authority
and personal accountability; written communication of
policies and procedures of corporate conduct
throughout the bank, and careful selection and training
of personnel; regular updating and application of
written accounting and administrative policies and
procedures necessary to ensure adequate internal
control over transactions, assets and records; and a
continuing program of extensive internal audit covering
all aspects of the bank’s operations. These controls are
designed to provide reasonable assurance that financial
records are reliable for preparing the consolidated
financial statements and maintaining accountability for
assets, that assets are safeguarded against unauthorized
use or disposition and that the bank is in compliance
with all regulatory requirements.

Atleast once a year, the Office of the Superintendent
of Financial Institutions Canada (‘OSFI”), makes such
examination and enquiry into the affairs of the bank as
deemed necessary to ensure that the provisions of the
Bank Act, having reference to the rights and interests
of the depositors and the creditors of the bank, are
being complied with and that the bank is in a sound
financial position.
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Statement of Management’s Responsibility for Financial Information

The bank’s Board oversees management’s responsi-
bilities for financial reporting through the Audit
Committee, which is composed of directors who are not
officers or employees of the bank. The Audit Committee
reviews the bank’s interim and annual consolidated
financial statements and MD&A and recommends them
for approval by the Board. Other key responsibilities of
the Audit Committee include monitoring the bank’s
system of internal control, monitoring its compliance
with legal and regulatory requirements, considering the
appointment of the Shareholders’ auditors and reviewing
the qualifications, independence and performance of
Shareholders’ auditors and internal auditors.

As at 31 December 2011, we, the bank’s Chief
Executive Officer and Chief Financial Officer, have
certified the effectiveness of our internal control over
financial reporting as defined by the Canadian Securities
Administrators under National Instrument 52-109
(Certification of Disclosure in Issuer’s Annual and
Interim Filings).

The Shareholders’ auditors, the bank’s Chief Auditor
and OSFI have full and free access to the Board and its
committees to discuss audit, financial reporting and
related matters.

Aedy oo

Lindsay Gordon
President and Chief Executive Olfficer

A, p S pel—
P

Graham A. Mclsaac, FCA
Chief Financial Officer

Vancouver, Canada
24 February 2012
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Independent Auditors’ Report

To the Shareholders of HSBC Bank Canada

We have audited the accompanying consolidated
financial statements of HSBC Bank Canada, which
comprise the consolidated statements of financial
position as at 31 December 2011, 31 December 2010
and 1 January 2010, the consolidated statements of
income, comprehensive income, changes in equity
and cash flows for the years ended 31 December 2011
and 31 December 2010, and notes, comprising a
summary of significant accounting policies and other
explanatory information.

Management’s Responsibility for the
Consolidated Financial Statements

Management is responsible for the preparation and fair
presentation of these consolidated financial statements
in accordance with International Financial Reporting
Standards, and for such internal control as management
determines is necessary to enable the preparation of
consolidated financial statements that are free from
material misstatement, whether due to fraud or error.

Auditors’ Responsibility

Our responsibility is to express an opinion on these
consolidated financial statements based on our audits.
We conducted our audits in accordance with Canadian
generally accepted auditing standards. Those standards
require that we comply with ethical requirements
and plan and perform the audit to obtain reasonable
assurance about whether the consolidated financial
statements are free from material misstatement.

An audit involves performing procedures to obtain
audit evidence about the amounts and disclosures in the
consolidated financial statements. The procedures
selected depend on our judgment, including the
assessment of the risks of material misstatement of the
consolidated financial statements, whether due to fraud
or error. In making those risk assessments, we consider
internal control relevant to the entity’s preparation and
fair presentation of the consolidated financial statements
in order to design audit procedures that are appropriate
in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the entity’s
internal control. An audit also includes evaluating the
appropriateness of accounting policies used and the
reasonableness of accounting estimates made by
management, as well as evaluating the overall
presentation of the consolidated financial statements.

We believe that the audit evidence we have obtained
in our audits is sufficient and appropriate to provide a
basis for our audit opinion.

Opinion

In our opinion, the consolidated financial
statements present fairly, in all material respects,
the consolidated financial position of HSBC Bank
Canada as at 31 December 2011, 31 December 2010
and 1 January 2010, and its consolidated financial
performance and its consolidated cash flows for the
years ended 31 December 2011 and 31 December 2010
in accordance with International Financial Reporting
Standards.

LKA s 2P
i

Chartered Accountants

Vancouver, Canada
24 February 2012
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Consolidated income statement

For the year ended 31 December (in millions of dollars except per share amounts)

INEETESt INCOMIE. ...ttt ettt
INEETESt EXPEISE ...ttt ettt

NEL INLETEST INCOIME ...ttt e e et e e e ete e e et e e eaaeeeenaeeseaaeesneeeennns

FC INCOIME ...ttt sttt s et bt eneenaeas
FEE EXPOISE ..ttt

INEt FEC INCOIMIEC ...ttt ettt et e e e eta e e eaeeeereeeeaseeeeaseeereeeens

Trading income excluding net interest INCOME .........eeeerverieieierieeeieee et
Net interest income on trading ACtIVILIES .......eververiireieriereieieeiere e

Nt trading INCOMEC. ...c..eevieuieiietieieie et etet ettt ettt ettt ettt e st eaeeneestesseeneetesseeneensennes

Net income/(expense) from financial instruments designated at fair value...................
Gains less losses from financial INVEStMENTS .........ccveveiiirierieiieneieeeeeeeeeeesene
Other OPErating INCOME. .......eeveruiriieiiertieeeeieste et eee e st etesteeseeseesaesseeseesesseeseesesseeseensens

Net operating income before loan impairment charges
and other credit risk Provisions...............ccocociiiiiiiiiin

Loan impairment charges and other credit risk provisions...........ceceeceeeeveviesieeiesiennns
Net operating income (NNOTE 3) ......coiiiiiiiriiiiiiiii et

Employee compensation and benefits (NOtes 4, 5).....ccoocvvereivininenieiininereieenenenes
General and adminiStrative EXPEINSES .......eeverrerriererierieeterteettetesteeteeee st sseerestesseesennens
Depreciation of property, plant and equIPmMent..........c.coceeeveeerirreineeinineineeeeeenes
Amortization and impairment of intangible assets ...........c.coeevrueireinincineieeee

Total OPerating eXPEISES ............ccecuiriiriiiiieriieiieierte ettt ettt naeas
Operating Profit..............ooooiiiiiiii e

Share of Profit I ASSOCIALES ....c..eruieieriiitieierie ettt
Profit before income tax eXPemSe ...........ccoiuiriiiiiiiieieieeiee e

Income tax eXPense (NOLE 6) .....ccueeruieruierieiieeieeit et eeeee ettt ettt e siee e enbeeneeenseeeneas
Profit for the Year...........ocoooiiiiiiiii e

Profit attributable to common shareholders ............coccooveeincinniinciinciecccee
Profit attributable to preferred shareholders ...........cccooveiiireiiiiineieeeeeeee

Profit attributable to Shareholders ........c..ooovviiiiiiiiiiiiccie e

Profit attributable to Non-controlling INtEIESES .........ceevveriiierieriiiieierie e

Average number of common shares outstanding (000°S).........ccoeeevieririeriereieeieiens
Basic earnings per COMMON SNATE..........ccoviiieiieiiiieiere e

2011 2010
$m $m
2,366 2,373
(810) (765)
1,556 1,608
734 727
90) (89)
644 638
130 135
20 18
150 153
16 2)
43 8
88 181
2,497 2,586
(197) (359)
2,300 2,227
(796) (750)
475) (548)
(37) (40)
(40) (19)
(1,348) (1,357)
952 870
4 5
956 875
(252) (257)
704 618
633 531
61 61
694 592
10 26
498,668 498,668
1.27 $ 1.06

The accompanying notes on pages 63 to 139 and the audited sections of ‘Risk Management’ within the Managements Discussion and Analysis

on pages 32 to 54 form an integral part of these financial statements.
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HSBC BANK CANADA

Consolidated statement of comprehensive income

For the year ended 31 December (in millions of dollars)

Profit fOr the YEAT ....cveuiiiiiieieiicie et

Other comprehensive income
Available-for-sale INVESTMENTS. ........c.eecieriirieieieeiieeeie ettt aesaeeseenae e

— £2IT VAU ZAINS ...ttt
— fair value gains transferred to income statement on disposal ...........ccceceeinenene.
— INCOMIE LAXES....veuveiiitiieiteiiete ettt ettt ettt ettt s et s
Cash fIOW REAZES ....cveeuieiiiiiiee ettt

— £AIT VAIUC ZAINS ...ttt nas
— fair value gains transferred to income Statement ............cccevveeveveereeierieneeeeeenne.
— INCOME LAXES..c.venveeiitetentetieteet ettt ettt sb ettt sb et b et ettt ebe ettt ebe b saens

Actuarial losses on defined benefit plans..........ccooeevevieniiieieiiceeee e

— DETOre INCOME tAXES ..oiivviiiiieieiee ettt et eere e et e e eaeeeeaaeeetreeeeareeeaeeeens
— INICOINIE TAXECS.veeeiurreeeureeeetreeeeteeeeseeeeaeeeeaseeeeseeeeseeeeseeeesseeaesseeesseessseensseeessseeensseenns

Other comprehensive income/(loss) for the year, net of tax .........ccoeeevevevernienenenine

Total comprehensive income for the Year...........ccceeivievierieieieceeieeeeee e

Total comprehensive income for the year attributable to:
—Shareholders .........c.couiuiiiiiiiiiiiccc e
— NON-CONLIOIIING INETESES ......vieiiiiciiieicietcc ettt

2011 2010
$m $m
704 618

29 22
84 36
43) (3)
(12) (6)
213 (30)
484 (45)

(193) -
(78) 15
39) (42)
47 (57)

8 15
203 (50)
907 568
897 542

10 26
907 568

The accompanying notes on pages 63 to 139 and the audited sections of ‘Risk Management within the Managements Discussion and Analysis

on pages 32 to 54 form an integral part of these financial statements.
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HSBC BANK CANADA

Consolidated statement of financial position
(in millions of dollars)

31 December 31 December 1 January

2011 2010 2010
$m $m $m

ASSETS
Cash and balances at central bank ............cccooevieviiiiiiiiiiieecee e 77 79 189
Items in the course of collection from other banks..............cc.cccveenneeee. 104 84 88
Trading assets (NOtE 10) ....ooveeeriieieierii e 4,587 3,947 4,042
Derivatives (NOtE 11)...ioiiiiieeieieieeceeee e 2,203 1,363 1,055
Loans and advances t0 banks.........cc..covvveeviveriiieeiciee e 4,530 5,792 5,862
Loans and advances t0 CUSTOMETS .......c..eeevveeeeveeeereeeereeeeteeeeereeeereeeenns 44,284 45,218 48,549
Financial investments (NOt€ 12) .......ccoocieviiriiiiiieniieeee e 19,168 16,149 13,033
Other assets (N0t 18)........cvviivuiiriieiieiiee et 559 610 575
Prepayments and accrued iNCOME.........eeveruirueeieniiiieieie e 225 186 178
Customers’ liability under acceptances..........oocvecererieceenenrecienennnnn 4,059 4,372 4,966
Property, plant and equipment (N0te 16).........cceeevveivenienieineneieenne 123 123 144
Goodwill and intangible assets (N0te 19).......ccceoveirirenieenenienieieeeiene 76 94 99
TOLAL ASSELS ... 79,995 78,017 78,780
LIABILITIES AND EQUITY
Liabilities
Deposits By DanKs ........ccoecverieriiieieeicee e 1,377 967 2,496
CUSLOMET ACCOUNTS ....vvvieieeiiiiieeeeeiieeeeeeeitee e e e eetteeeeeeetbaeeeeeearaeeeeeeaneeas 46,614 45,492 43,179
Items in the course of transmission to other banks...............ccceeeeuveennn. 288 178 284
Trading liabilities (NOte 20)......ccevirrieriirieienierieereeeee e 2,996 2,764 2,812
Financial liabilities designated at fair value (note 22)........c..ccccevueneeee. 1,006 983 1,138
Derivatives (NOte 11)...iiiiiiiiiiieiieiieeeee e 1,746 1,161 823
Debt securities in iSSUE (N0 21) ..veevievieiieiieiieieieceeieie e 13,327 14,816 16,235
Other liabilities (NOtE 23) .....evueiriririeieieierierieeeee et 2,187 1,440 980
ACCEPLANCES ...ttt ettt ettt ettt et see e s e eneeenneenseenes 4,059 4,372 4,966
Accruals and deferred iNCOME ...........ccoueevieiiiiiieciccicecee e 566 597 573
Retirement benefit HabilitieS .......c..ooveeiiiiieiiiieeieceeeeee e 300 267 214
Subordinated liabilities (N0t 24)......cceeveierieeeiesieeeee e 326 324 432
TOtal HADIIITIES ..vveiievieeceiie ettt 74,792 73,361 74,132
Equity
Preferred shares (N0t 27) .....ccvvevieviieiieiieeie e 946 946 946
Common Shares (NOLE 27) .....ccvverueeriieiieiieiee et 1,225 1,225 1,225
OtRET TESEIVES ...vviieeviieeiiieecieeeettee et eete et e et eeere e e eaaeeeetreeeeaeeeeaaeeenns 439 197 205
Retained earnings 2,363 2,058 1,842
Total shareholders’” EqUILY ........ccereeieriirieierieceeeeee e 4,973 4,426 4218
Non-controlling interests (NOte 28)........eevveririeienirieieieneeeese s 230 230 430
TOtAl EQUILY .veveenieti ettt et 5,203 4,656 4,648
Total equity and Habilities........ccoeverierieieieeeeee e 79,995 78,017 78,780

The accompanying notes on pages 63 to 139 and the audited sections of ‘Risk Management’ within the Managements Discussion and Analysis
on pages 32 to 54 form an integral part of these financial statements.

Approved on behalf of the Board of Directors:

5 st Dok e

Samuel Minzberg Lindsay Gordon
Chairman, HSBC Bank Canada President and Chief Executive Officer
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HSBC BANK CANADA

Consolidated statement of cash flows

For the year ended 31 December (in millions of dollars)

2011 2010
$m $m
Cash flows from operating activities
Profit DEFOIE tAX. .. ecuiiiiiieiieiii ettt ettt ettt aeene s 956 875
Adjustments for:
— non-cash items included in profit before tax (Note 29) .......cccecevveveirerenieieennn. 312 451
— change in operating assets (NOt€ 29) ......c.ovieieieriieiieieieee et 62 4,280
— change in operating liabilities (NOt€ 29)........ccccueriiriiieriieieieieee e 433 (1,079)
—AX PAIA .ttt (247) (101)
Net cash from operating aCtiVIties ..........ccceueuererueirieiininieirieieieeteseeeee et 1,516 4,426
Cash flows from investing activities
Purchase of financial INVEStMENTS ..........ccoiieieiiiiieieiese e (20,373) (4,885)
Proceeds from the sale and maturity of financial investments............cc.cceeevvrierienennen. 17,383 1,791
Purchase of property, plant and eqUIPMENt............ccceerieririerieneeieiere e (46) (36)
Proceeds from sale of property, plant and equipment............cocceeeereririeneneiieeeeeen 8 13
Purchase of INtangibles .........cc.eoiiiiriiiieiee e 21) (10)
Net cash used in INVEStING ACHIVITIES ..euverveeuieieriieeieiesie e sie et sie e eeeeeeseeeneas (3,049) (3,127)
Cash flows from financing activities
Subordinated liabilities TePaid ..........ccverieririiieieeeee e - (100)
Dividends paid to shareholders..........ccoeoiiiiriiiiiiiiiieeceeee e 361) (341)
Redemption Of trUSt UNIES......c..eeiiiiriiiieieiesteet et - (200)
Distributions to non-controlling INtETEStS .........c.everieriererierierereeiere e (10) (26)
Net cash used in fiNANCING ACIVITIES ....euvevieeieiiitieiieierieee e 371) (667)
Net (decrease)/increase in cash and cash equivalents......................................... (1,904) 632
Cash and cash equivalents at the beginning of the year............ccceeevieieveniiieieenenn 6,603 5,971
Cash and cash equivalents at the end of the year (note 29) .......cccecveveriereneneencnennen. 4,699 6,603

The accompanying notes on pages 63 to 139 and the audited sections of ‘Risk Management within the Managements Discussion and Analysis

on pages 32 to 54 form an integral part of these financial statements.
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HSBC BANK CANADA

ity

in equi

Consolidated statement of changes

For the year ended 31 December 2011 (in millions of dollars)
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HSBC BANK CANADA

Notes on the Consolidated Financial Statements

31 December 2011 and 2010 (all tabular amounts are in millions of dollars unless stated otherwise)

HSBC Bank Canada (‘the bank’, ‘we’, ‘our’) is an indirectly wholly-owned subsidiary of HSBC Holdings plc (‘the Parent’,
‘HSBC Holdings’). In these consolidated financial statements, HSBC Group means the Parent and its subsidiary companies.

1

Basis of preparation

a  Compliance with International Financial Reporting Standards

From 1 January 2011, the bank has prepared its consolidated financial statements in accordance with International
Financial Reporting Standards (‘IFRS’) and accounting guidelines as issued by the Office of the Superintendent of
Financial Institutions Canada (‘OSFI”), as required under Section 308(4) of the Bank Act.

IFRS comprise accounting standards as issued by the International Accounting Standards Board (‘IASB’) and its
predecessor body as well as interpretations issued by the IFRS Interpretations Committee and its predecessor body.

These consolidated financial statements represent the first annual financial statements of the bank and its
subsidiaries prepared in accordance with IFRS and accordingly IFRS 1, ‘First-Time Adoption of International
Financial Reporting Standards’ (‘IFRS 1), has been applied.

In accordance with IFRS, the bank has:

— provided comparative financial information;

— retrospectively applied all IFRS, other than in respect of elections made under IFRS 1;
— applied all mandatory exceptions as applicable for first-time adopters of IFRS; and

— elected to align its reporting under IFRS with the reporting to its Parent for consolidation purposes, as permitted
by IFRS 1.

The bank’s consolidated financial statements were previously prepared in accordance with accounting principles
generally accepted in Canada (‘GAAP’). Canadian GAAP differs in some areas from IFRS. To comply with IFRS,
management has amended certain accounting, measurement and consolidation methods previously applied in
the Canadian GAAP financial statements. Note 34 contains reconciliations and descriptions of the effect of the
transition from Canadian GAAP to IFRS on equity, earnings and comprehensive income along with line-by-line
reconciliations of the statement of financial position and income statement.

Presentation of information

The bank’s consolidated financial statements are presented in Canadian dollars which is its functional currency.
The abbreviations ‘$m’ represents millions of dollars. All tabular amounts are in millions of dollars except where
otherwise noted.

Disclosures required under IFRS 7 ‘Financial Instruments: Disclosures’ (‘IFRS 7°) concerning the nature and extent
of risks relating to financial instruments have been included in the audited sections of ‘Risk Management’ within
the Management’s Discussion and Analysis on pages 32 to 54.

Capital disclosures required and Loans and advances under IAS 1 ‘Presentation of financial statements’ (‘IAS1’)
have been included in the audited sections of ‘Risk Management’ within the Management’s Discussion and
Analysis on pages 32 to 54.

Use of estimates and assumptions

The preparation of financial 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.
Actual 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 within Management’s
Discussion and Analysis.
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HSBC BANK CANADA

Notes on the Consolidated Financial Statements (continued)

1 Basis of preparation (continued)

d

Consolidation

The consolidated financial statements of the bank comprise the financial statements of the bank and its subsidiaries
as at 31 December 2011, 31 December 2010 and for the years then ended and as at 1 January 2010. Subsidiaries
are consolidated from the date that the bank gains control. The acquisition method of accounting is used when
subsidiaries are acquired by the bank. The cost of an acquisition is measured at the fair value of the consideration,
including contingent consideration, given at the date of exchange. Acquisition-related costs are recognized as an
expense in the income statement in the period in which they are incurred. The acquired identifiable assets, liabilities
and contingent liabilities are measured at their fair values at the date of acquisition. Goodwill is measured as the
excess of the aggregation of the consideration transferred, the amount of non-controlling interest and the fair value
of the acquirer’s previously held equity interest, if any, over the net of the amounts of identifiable assets acquired
and liabilities assumed. The amount of non-controlling interest is measured either at fair value or at the non-
controlling interest’s proportionate share of the acquiree’s identifiable net assets. Changes in a parent’s ownership
interest in a subsidiary that do not result in a loss of control are treated as transactions between equity holders and
are reported in equity.

Entities that are controlled by the bank are consolidated until the date that control ceases.

In the context of Special Purpose Entities (‘SPE’), the following circumstances may indicate a relationship which,
in substance, the bank controls and consequently consolidates an SPE:

— the activities of the SPE are being conducted on behalf of the bank according to its specific business needs so
that the bank obtains the benefits from the SPE’s operation;

— the bank has the decision-making powers to obtain the majority of the benefits of the activities of the SPE or,
by setting up an ‘autopilot’ mechanism, the bank has delegated these decision-making powers;

— the bank has rights to obtain the majority of the benefits of the SPE and therefore may be exposed to risks
incidental to the activities of the SPE; or

— the bank retains the majority of the residual or ownership risks related to the SPE or its assets in order to obtain
benefits from its activities.

The bank performs a re-assessment of consolidation whenever there is a change in the substance of the relationship
between the bank and an SPE.

All inter-company transactions are eliminated on consolidation.
The consolidated financial statements of the bank also include the attributable share of the results and reserves of associates.

In accordance with IFRS 1, the bank has chosen not to restate business combinations that took place prior to
1 January 2004, the date of transition to IFRS of its Parent, as described in note 34.

64

Changes in accounting policy during 2011

The bank adopted the revised IFRS 3 ‘Business Combinations’ (‘IFRS 3’) and amendments to IAS 27 ‘Consolidated
and Separate Financial Statements’. The main changes under the standards are that:

— acquisition-related costs are recognized as an expense in the income statement in the period in which they are incurred;

— all consideration transferred, including contingent consideration, is recognized and measured at fair value at the
acquisition date;
— equity interests held prior to control being obtained are re-measured to fair value at the date of obtaining

control, and any gain or loss is recognized in the income statement;

— an option is available, on a transaction-by-transaction basis, to measure any non-controlling (previously
referred to as minority) interests in the entity acquired either at fair value, or at the non-controlling interests’
proportionate share of the net identifiable assets of the entity acquired; and

— changes in a parent’s ownership interest in a subsidiary that do not result in a change of control are treated as
transactions between equity holders and are reported in equity.



1 Basis of preparation (continued)

(<

Changes in accounting policy during 2011 (continued)

In terms of their application to the bank, the revised IFRS 3 and amendments to IAS 27 apply prospectively to
acquisitions and transactions taking place on or after 1 January 2010, and have had no significant effect on the
consolidated financial statements as there have been no acquisitions subsequent to 1 January 2010.

Future accounting developments

At 31 December 2011, a number of standards and interpretations, and amendments thereto, had been issued by the
IASB, which are not effective for the bank’s consolidated financial statements. The IASB is continuing to work
on projects on insurance, revenue recognition and lease accounting, which together with the standards described
below, represent widespread and significant changes to accounting requirements from 2013.

Standards applicable in 2013

In May 2011, the TASB issued IFRS 10 ‘Consolidated Financial Statements’ (‘IFRS 10’), IFRS 11 ‘Joint
Arrangements’ (‘IFRS 11°) and IFRS 12 ‘Disclosure of Interests in Other Entities’ (‘IFRS 12°). The standards are
effective for annual periods beginning on or after 1 January 2013 with early adoption permitted. IFRS 10 and 11
are to be applied retrospectively.

Under IFRS 10, there will be one approach for determining consolidation for all entities, based on the concept
of power, variability of returns and their linkage. This will replace the current approach which emphasizes legal
control or exposure to risks and rewards, depending on the nature of the entity. IFRS 11 places more focus on
the investors’ rights and obligations than on structure of the arrangement, and introduces the concept of a joint
operation. IFRS 12 includes the disclosure requirements for subsidiaries, joint arrangements and associates and
introduces new requirements for unconsolidated structured entities.

Based on our initial assessment, we do not expect IFRS 10 and 11 to have a material impact on the bank’s
financial statements.

In May 2011, the IASB also issued IFRS 13 ‘Fair Value Measurement’ (‘IFRS 13”). This standard is effective for
annual periods beginning on or after 1 January 2013 with early adoption permitted. IFRS 13 is required to be applied
prospectively from the beginning of the first annual period in which it is applied. The disclosure requirements of
IFRS 13 do not require comparative information to be provided for periods prior to initial application.

IFRS 13 establishes a single source of guidance for all fair value measurements required or permitted by IFRS.
The standard clarifies the definition of fair value as an exit price, which is defined as a price at which an orderly
transaction to sell the asset or to transfer the liability would take place between market participants at the
measurement date under current market conditions, and enhances disclosures about fair value measurement.

Based on our initial assessment, we do not expect IFRS 13 to have a material impact on the bank’s financial statements.

In June 2011, the IASB issued amendments to IAS 19 ‘Employee Benefits’ (‘IAS 19 revised’). The revised standard
is effective for annual periods beginning on or after 1 January 2013 with early adoption permitted. IAS 19 revised
must be applied retrospectively.

The most significant amendment for the bank is the replacement of interest cost and expected return on plan assets
by a finance cost component comprising the net interest on the net defined benefit liability or asset. This finance
cost component is determined by applying the same discount rate used to measure the defined benefit obligation
to the net defined benefit liability or asset. The difference between the actual return on plan assets and the return
included in the finance cost component in the income statement will be presented in other comprehensive income.
The effect of this change is to increase the pension expense by the difference between the current expected return
on plan assets and the return calculated by applying the relevant discount rate.

The bank is currently assessing the impact of IFRS 13 and it is not practical to quantify the effect as at the date of
the publication of these financial statements.
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HSBC BANK CANADA

Notes on the Consolidated Financial Statements (continued)

1 Basis of preparation (continued)

f

Future accounting developments (continued)

In December 2011, the TASB issued amendments to IFRS 7 ‘Disclosures — Offsetting Financial Assets and
Financial Liabilities’ which requires the disclosures about the effect or potential effects of offsetting financial assets
and financial liabilities and related arrangements on an entity’s financial position. The amendments are effective
for annual periods beginning on or after 1 January 2013 and interim periods within those annual periods. The
amendments are required to be applied retrospectively.

Standards applicable in 2014

In December 2011, the IASB issued amendments to IAS 32 ‘Offsetting Financial Assets and Financial Liabilities’
which clarified the requirements for offsetting financial instruments and addressed inconsistencies in current
practice when applying the offsetting criteria in IAS 32 ‘Financial Instruments: Presentation’. The amendments are
effective for annual periods beginning on or after 1 January 2014 with early adoption permitted and are required
to be applied retrospectively.

The bank is currently assessing the impact of these clarifications but it is impracticable to quantify their effect as
at the date of publication of these financial statements.

Standards applicable in 2015

In November 2009, the IASB issued IFRS 9 ‘Financial Instruments’ (‘IFRS 9°) which introduced new requirements
for the classification and measurement of financial assets. In October 2010, the IASB issued additions to IFRS 9
relating to financial liabilities. Together, these changes represent the first phase in the IASB’s planned replacement
of TAS 39 ‘Financial Instruments: Recognition and Measurement’ (‘IAS 39”) with a less complex and improved
standard for financial instruments.

Following the TASB’s decision in December 2011 to defer the effective date, the standard is effective for annual
periods beginning on or after 1 January 2015 with early adoption permitted. IFRS 9 is required to be applied
retrospectively but prior periods need not be restated.

The second and third phases in the IASB’s project to replace IAS 39 will address the impairment of financial assets
measured at amortized cost and hedge accounting.

The IASB did not finalize the replacement of IAS 39 by its stated target of June 2011, and the IASB and the US
Financial Accounting Standards Board have agreed to extend the timetable beyond this date to permit further work and
consultation with stakeholders, including reopening IFRS 9 to address practice and other issues. The bank remains unable
to provide a date by which it plans to apply IFRS 9 as OSFI does not presently allow early adoption. Therefore, it remains
impracticable to quantify the impact of IFRS 9 as at the date of publication of these consolidated financial statements.

2 Summary of significant accounting policies

a
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Interest income and expense

Interest income and expense for all financial instruments except for those classified as held for trading or designated
at fair value (other than debt securities issued by the bank and derivatives managed in conjunction with such debt
securities issued) are recognized in ‘Interest income’ and ‘Interest expense’ in the income statement using the
effective interest rate method. The effective interest rate method is a way of calculating the amortized cost of a
financial asset or a financial liability (or groups of financial assets or financial liabilities) and of allocating the
interest income or interest expense over the relevant period.

The effective interest rate is the rate that exactly discounts estimated future cash receipts or payments through the
expected life of the financial instrument or, where appropriate, a shorter period, to the net carrying amount of the
financial asset or financial liability. When calculating the effective interest rate, we estimate cash flows considering
all contractual terms of the financial instrument but not future credit losses. The calculation includes all amounts
paid or received by the bank that are an integral part of the effective interest rate of a financial instrument, including
transaction costs and all other premiums or discounts.

Interest on impaired financial assets is recognized using the rate of interest used to discount the future cash flows
for the purpose of measuring the impairment loss.



2 Summary of significant accounting policies (continued)

b Non-interest income

Fee income is earned from a diverse range of services provided by the bank to its customers. Fee income is
accounted for as follows:

— income earned on the execution of a significant act is recognized as revenue when the act is completed (for
example, fees arising from negotiating, or participating in the negotiation of, a transaction for a third party, such
as an arrangement for the acquisition of shares or other securities);

— income earned from the provision of services is recognized as revenue as the services are provided (for
example, asset management, portfolio and other management advisory and service fees); and

— income which forms an integral part of the effective interest rate of a financial instrument is recognized as an
adjustment to the effective interest rate (for example, certain loan commitment fees) and recorded in ‘Interest
income’ (note 2(a)).

Net trading income comprises all gains and losses from changes in the fair value of financial assets and financial
liabilities held for trading, together with related interest income, expense and dividends.

Net income from financial instruments designated at fair value includes all gains and losses from changes in
the fair value of financial assets and financial liabilities designated at fair value through profit or loss. Interest
income and expense and dividend income arising on those financial instruments are also included in ‘Net income
from financial instruments designated at fair value’, except for interest arising from debt securities issued, and
derivatives managed in conjunction with debt securities, which is recognized in ‘Interest expense’.

Dividend income is recognized when the right to receive payment is established.

¢ Segment reporting

Operations are managed according to the main customer groups of the HSBC Group: Retail Banking and Wealth
Management, Commercial Banking, Global Banking and Markets and Consumer Finance. Measurement of segment
assets, liabilities, income and expenses is based on the bank’s accounting policies. Segment income and expenses
include transfers between segments and these transfers are conducted on arm’s length terms and conditions. Shared
costs are included in segments on the basis of the actual recharges made.

d Valuation of financial instruments

All financial instruments are recognized initially at fair value. In the normal course of business, the fair value of a
financial instrument on initial recognition is the transaction price (that is, the fair value of the consideration given
or received). In certain circumstances, however, the fair value will be based on other observable current market
transactions in the same instrument, without modification or repackaging, or on a valuation technique whose
variables include only data from observable markets, such as interest rate yield curves, option volatilities and
currency rates. When such evidence exists, the bank recognizes a trading gain or loss on inception of the financial
instrument. When unobservable market data have a significant impact on the valuation of financial instruments, the
entire initial difference in fair value indicated by the valuation model from the transaction price is not recognized
immediately in the income statement but is recognized over the life of the transaction on an appropriate basis, or
when the inputs become observable, or the transaction matures or is closed out, or when the bank enters into an
offsetting transaction.

Subsequent to initial recognition, the fair values of financial instruments measured at fair value that are quoted in
active markets are based on bid prices for assets held and offer prices for liabilities issued. When independent prices
are not available, fair values are determined by using valuation techniques which refer to observable market data.
These include comparison with similar instruments where market observable prices exist, discounted cash flow
analysis, option pricing models and other valuation techniques commonly used by market participants. Fair values
of financial instruments may be determined in whole or in part using valuation techniques based on assumptions
that are not supported by prices from current market transactions or observable market data, where current prices
or observable market data are not available.
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d

Valuation of financial instruments (continued)

Valuation techniques incorporate assumptions about factors that other market participants would use in their
valuation, including interest rate yield curves, prepayment and default rates, volatilities and exchange rates. If
there are additional factors that are not incorporated within the valuation model but would be considered by market
participants, further fair value adjustments may be applied. These fair value adjustments include adjustments for
bid-offer spread, model uncertainty, credit risk and model limitation.

If the fair value of a financial asset measured at fair value becomes negative, the financial instrument is recorded
as a financial liability until its fair value becomes positive, at which time the financial instrument is recorded as a
financial asset.

The fair values of financial liabilities are measured using quoted market prices where available or using valuation
techniques. These fair values include market participants’ assessments of the appropriate credit spread to apply to
the bank’s liabilities. The amount of change during the period, and cumulatively, in the fair value of designated
financial liabilities that is attributable to changes in their credit spread is determined as the amount of change in the
fair value that is not attributable to changes in market conditions that give rise to market risk.

Loans and advances to banks and customers

Loans and advances to banks and customers include loans and advances originated by the bank. Loans and
advances are recognized when cash is advanced to borrowers. They are derecognized when either the borrower
repays their obligations, or the loans are sold or written off, or substantially all the risks and rewards of ownership
are transferred. They are initially recorded at fair value plus any directly attributable transaction costs and are
subsequently measured at amortized cost using the effective interest rate method, less impairment losses. Where
exposures are hedged by derivatives designated and qualifying as fair value hedges, the carrying value of the loans
and advances so hedged includes a fair value adjustment for the hedged risk only.

The bank may commit to underwrite loans on fixed contractual terms for specified periods of time, where the
drawdown of the loan is contingent upon certain future events outside the control of the bank.
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Impairment of loans and advances

Losses for impairment are recognized when there is objective evidence that impairment of a loan or portfolio of
loans has occurred as a result of a loss event and where the loss event has an impact on the estimated future cash
flows of the loan or portfolio of loans. Impairment losses are calculated on individual loans and on groups of loans
assessed collectively. Impairment losses are recorded as charges to the income statement. The carrying amount of
impaired loans on the statement of financial position is reduced through the use of impairment allowance accounts.
Losses expected from future events are not recognized.

Individually assessed loans and advances

The factors considered in determining that a loan is individually significant for the purposes of assessing
impairment include:

— the size of the loan;
— the number of loans in the portfolio;
— the importance of the individual loan relationship, and how this is managed; and

— whether the volumes of defaults and losses are sufficient to enable a collective assessment methodology to be
applied.

For all loans that are considered individually significant, the bank assesses on a case-by-case basis at each reporting
date whether there is any objective evidence that a loan is impaired. The criteria used by the bank to determine that
there is such objective evidence include:

— known cash flow difficulties experienced by the borrower;
— past due contractual payments of either principal or interest;

— breach of loan covenants or conditions;



2 Summary of significant accounting policies (continued)

f

Impairment of loans and advances (continued)
— the probability that the borrower will enter bankruptcy or other financial realization; and
— asignificant downgrading in credit rating by an external credit rating agency.

For those loans where objective evidence of impairment exists, impairment losses are determined by considering
the following factors:

— the bank’s aggregate exposure to the customer;

— the viability of the customer’s business model and its capability to trade successfully out of financial difficulties
and generate sufficient cash flow to service its debt obligations;

— the amount and timing of expected receipts and recoveries;
— the likely dividend available on liquidation or bankruptcy;

— the extent of other creditors’ commitments ranking ahead of, or pari passu with, the bank and the likelihood of
other creditors continuing to support the company;

— the complexity of determining the aggregate amount and ranking of all creditor claims and the extent to which
legal and insurance uncertainties are evident;

— the realizable value of security (or other credit mitigants) and likelihood of successful repossession;
— the likely deduction of any costs involved in recovery of amounts outstanding; and
— when available, the secondary market price of the debt.

Impairment losses are calculated by discounting the expected future cash flows of a loan at its original effective
interest rate, and comparing the resultant present value with the loan’s current carrying amount. The impairment
allowances on individually significant accounts are reviewed at least quarterly and more regularly when
circumstances require. This normally encompasses re-assessment of the enforceability of any collateral held and
the timing and amount of actual and anticipated receipts. Individually assessed impairment allowances are only
released when there is reasonable and objective evidence of a reduction in the established loss estimate.

Collectively assessed loans and advances
Impairment is assessed on a collective basis in two circumstances:

— to cover losses which have been incurred but have not yet been identified on loans subject to individual
assessment; and

— for homogeneous groups of loans that are not considered individually significant.

For business and government loans, for which evidence of loss has been specifically identified on an individual
basis, the underlying credit metrics, including probability of default, loss given default and exposure at default, for
each customer is derived from the bank’s internal rating systems as a basis for determining the collective allowance.
Management amends these metrics for some or all borrowers where they consider that the rating system metrics
do not fully reflect incurred losses. This judgemental adjustment employs an established framework and references
both internal and external indicators of credit quality.

For consumer loans, residential mortgages and credit cards, expected losses are estimated through analysis of
historical losses, delinquency migration and write-off trends, supplemented by judgemental adjustments that
employ an established framework and reference both internal and external indicators of credit quality.

The level of the collective allowance is reassessed each quarter and may fluctuate as a result of changes in portfolio
volumes, concentrations and risk; analysis of developing trends in probability of loss, severity of loss and exposure
at default factors; and management’s current assessment of indicators that may have affected the condition of the
portfolio. The balance of the collective allowance is also analyzed as a function of risk-weighted assets and is also
referenced to applicable industry data.

The loan impairment charges and other credit risk provisions is charged to income and comprises the amounts
written off during the year, net of recoveries on amounts written off in prior years, and changes in provisions.
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Impairment of loans and advances (continued)
Write-off of loans and advances

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

Reversals of impairment

If the amount of an impairment loss decreases in a subsequent period, and the decrease can be related objectively to
an event occurring after the impairment was recognized, the excess is written back by reducing the loan impairment
allowance account accordingly. The write-back is recognized in the income statement.

Assets acquired in exchange for loans

Non-financial assets acquired in exchange for loans as part of an orderly realization are reported in ‘Other assets’
and at the lower of the carrying amount of the loan (net of any impairment allowance) and its net realizable value
at the date of exchange. Any subsequent write-down of the acquired asset to its net realizable value is recognized
in the income statement, in ‘Other operating income’. Any subsequent increase in the net realizable value, to the
extent this does not exceed the cumulative write-down, is also recognized in ‘Other operating income’, together
with any realized gains or losses on disposal. Foreclosed assets that are expected to be held for longer than one year
are recorded in accordance with the bank’s accounting policy for such assets.

Renegotiated loans

Loans subject to collective impairment assessment whose terms have been renegotiated are no longer considered
past due, but are treated as new loans for measurement purposes once the minimum numbers of payments required
under the new arrangements have been received. These renegotiated loans are segregated from other parts of the
loan portfolio for the purpose of collective impairment assessment, to reflect their risk profile. Loans subject to
individual impairment assessment, whose terms have been renegotiated, are subject to ongoing review to determine
whether they remain impaired or should be considered past due.

Trading assets and trading liabilities

Treasury bills, debt securities, equity shares, acceptances, deposits, debt securities in issue, and short positions
in securities are classified as held for trading if they have been acquired principally for the purpose of selling
or repurchasing in the near term, or they form part of a portfolio of identified financial instruments that are
managed together. These financial assets or financial liabilities are recognized on trade date, when the bank enters
into contractual arrangements with counterparties to purchase or sell financial instruments, and are normally
derecognized when either sold (assets) or extinguished (liabilities). Measurement is initially at fair value, with
transaction costs taken to the income statement. Subsequently their fair values are re-measured, and gains and
losses from changes therein are recognized in the income statement in ‘Net trading income’.
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Financial instruments designated at fair value

Financial instruments, other than those held for trading, are classified in this category if they meet the necessary
criteria and are so designated by management. The bank may designate financial instruments at fair value when the
designation eliminates or significantly reduces measurement or recognition inconsistencies that would otherwise
arise from measuring financial assets or financial liabilities, or recognizing gains and losses on them, on different
bases. Under this criterion, the main classes of financial instruments designated by the bank are debt securities
issued and subordinated debt. The interest payable on certain fixed rate long-term debt securities issued have been
matched with the interest on ‘receive fixed/pay variable’ interest rate swaps as part of a documented interest rate
risk management strategy. An accounting mismatch would arise if the debt securities issued were accounted for at
amortized cost, because the related derivatives are measured at fair value with changes in the fair value recognized
in the income statement. By designating the long-term debt at fair value, the movement in the fair value of the
long-term debt will also be recognized in the income statement.



2 Summary of significant accounting policies (continued)

h  Financial instruments designated at fair value (continued)

The fair value designation, once made, is irrevocable. Designated financial assets and financial liabilities
are recognized when the bank enters into the contractual provisions of the arrangements with counterparties,
which is generally on trade date, and are normally derecognized when sold (assets) or extinguished (liabilities).
Measurement is initially at fair value, with transaction costs taken directly to the income statement. Subsequently,
the fair values are re-measured, and gains and losses from changes therein are recognized in ‘Net income from
financial instruments designated at fair value’.

i Financial investments

Treasury bills, debt securities and equity shares intended to be held on a continuing basis, other than those
designated at fair value, are classified as available-for-sale. Financial investments are recognized on trade date,
when the bank enters into contractual arrangements with counterparties to purchase securities, and are normally
derecognized when either the securities are sold or the borrowers repay their obligations.

Available-for-sale financial assets are initially measured at fair value plus direct and incremental transaction costs.
They are subsequently re-measured at fair value, and changes therein are recognized in other comprehensive
income in ‘Available-for-sale investments — fair value gains/(losses)’ until the financial assets are either sold
or become impaired. When available-for-sale financial assets are sold, cumulative gains or losses previously
recognized in other comprehensive income are recognized in the income statement as ‘Gains less losses from
financial investments’.

Interest income is recognized on available-for-sale debt securities using the effective interest rate method,
calculated over the asset’s expected life. Premiums and/or discounts arising on the purchase of dated investment
securities are included in the calculation of their effective interest rates. Dividends are recognized in the income
statement when the right to receive payment has been established.

At each reporting date an assessment is made of whether there is any objective evidence of impairment in the value
of a financial asset. Impairment losses are recognized if, and only if, there is objective evidence of impairment as a
result of one or more events that occurred after the initial recognition of the financial asset (a ‘loss event”) and that loss
event (or events) has an impact on the estimated future cash flows of the financial asset that can be reliably estimated.

If the available-for-sale financial asset is impaired, the difference between the financial asset’s acquisition cost (net of
any principal repayments and amortization) and the current fair value, less any previous impairment loss recognized
in the income statement, is removed from other comprehensive income and recognized in the income statement.

Impairment losses for available-for-sale debt securities are recognized within ‘Loan impairment charges and other
credit risk provisions’ in the income statement and impairment losses for available-for-sale equity securities are
recognized within ‘Gains less losses from financial investments’ in the income statement.

Once an impairment loss has been recognized on an available-for-sale financial asset, the subsequent accounting
treatment for changes in the fair value of that asset differs depending on the nature of the available-for-sale financial
asset concerned:

— for an available-for-sale debt security, a subsequent decline in the fair value of the instrument is recognized in
the income statement when there is further objective evidence of impairment as a result of further decreases
in the estimated future cash flows of the financial asset. Where there is no further objective evidence of
impairment, the decline in fair value of the financial asset is recognized in other comprehensive income. If the
fair value of the debt security increases in a subsequent period, and the increase can be objectively related to
an event occurring after the impairment loss was recognized in the income statement, the impairment loss is
reversed through the income statement to the extent of the increase in fair value.

— for an available-for-sale equity security, all subsequent increases in the fair value of the instrument are treated
as a revaluation and are recognized directly in other comprehensive income. Impairment losses recognized on
the equity security are not reversed through the income statement. Subsequent decreases in the fair value of the
available-for-sale equity security are recognized in the income statement, to the extent that further cumulative
impairment losses have been incurred in relation to the acquisition cost of the equity security.
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i

Sale and repurchase agreements (including stock lending and borrowing)

When securities are sold subject to a commitment to repurchase them at a predetermined price (‘repos’), they
remain in the statement of financial position and a liability is recorded in respect of the consideration received.
Securities purchased under commitments to sell (‘reverse repos’) are not recognized in the statement of financial
position and the consideration paid is recorded in ‘Loans and advances to banks’ or ‘Loans and advances to
customers’ as appropriate. The difference between the sale and repurchase price is treated as interest and recognized
over the life of the agreement.

Securities lending and borrowing transactions are generally secured, with collateral taking the form of securities
or cash advanced or received. The transfer of securities to counterparties under these agreements is not normally
reflected in the statement of financial position. Cash collateral advanced or received is recorded as an asset or a
liability, respectively.

Securities borrowed are not recognized on the statement of financial position.
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Derivatives and hedge accounting

Derivatives are recognized initially, and are subsequently re-measured, at fair value. Fair values of exchange-traded
derivatives are obtained from quoted market prices. Fair values of over-the-counter derivatives are obtained using
valuation techniques, including discounted cash flow and option pricing models.

Derivatives are classified as assets when their fair value is positive or as liabilities when their fair value is negative.

The method of recognizing fair value gains or losses depends on whether derivatives are held for trading or are
designated as hedging instruments, and if the latter, the nature of the risks being hedged. All gains and losses from
changes in the fair value of derivatives held for trading are recognized in the income statement. When derivatives
are designated as hedges, the bank classifies them as either: (i) hedges of the change in fair value of recognized
assets or liabilities or firm commitments (‘fair value hedges’); or (ii) hedges of the variability in highly probable
future cash flows attributable to a recognized asset or liability, or a forecast transaction (‘cash flow hedges’). Hedge
accounting is applied to derivatives designated as hedging instruments in a fair value or cash flow hedge provided
certain criteria are met.

Hedge accounting

At the inception of a hedging relationship, the bank documents the relationship between the hedging instruments
and hedged items, its risk management objective and its strategy for undertaking the hedge. The bank also requires
a documented assessment, both at hedge inception and on an ongoing basis, of whether or not the hedging
instruments, primarily derivatives, that are used in hedging transactions are highly effective in offsetting the
changes attributable to the hedged risks in the fair values or cash flow of the hedged items. Interest on designated
qualifying hedges is included in ‘Net interest income’.

Fair value hedge

Changes in the fair value of derivatives that are designated and qualify as fair value hedging instruments are
recorded in the income statement, along with changes in the fair value of the hedged assets, liabilities or bank
thereof that are attributable to the hedged risk.

If a hedging relationship no longer meets the criteria for hedge accounting, the cumulative adjustment to the
carrying amount of the hedged item is amortized to the income statement based on a recalculated effective interest
rate over the residual period to maturity, unless the hedged item has been derecognized, in which case it is released
to the income statement immediately.

Cash flow hedge

The effective portion of changes in the fair value of derivatives that are designated and qualify as cash flow hedges
is recognized in other comprehensive income within the ‘Cash flow hedging reserve’. Any gain or loss in fair value
relating to an ineffective portion is recognized immediately in the income statement. The accumulated gains and
losses recognized in other comprehensive income are reclassified to the income statement in the periods in which
the hedged item will affect profit or loss.
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k Derivatives and hedge accounting (continued)

Cash flow hedge (continued)

When a hedging instrument expires or is sold, or when a hedge no longer meets the criteria for hedge accounting,
any cumulative gain or loss existing in other comprehensive income at that time remains separately in equity
until the forecast transaction is eventually recognized in the income statement. When a forecasted transaction
is no longer expected to occur, the cumulative gain or loss that was reported in other comprehensive income is
immediately reclassified to the income statement.

Hedge effectiveness testing

To qualify for hedge accounting, the bank requires that, at the inception of the hedge and throughout its life, each
hedge must be expected to be highly effective (prospective effectiveness) and demonstrate actual effectiveness
(retrospective effectiveness) on an ongoing basis.

The documentation of each hedging relationship sets out how the effectiveness of the hedge is assessed. The
method the bank adopts for assessing hedge effectiveness will depend on its risk management strategy.

For prospective effectiveness the hedging instrument must be expected to be highly effective in offsetting changes
in fair value or cash flows attributable to the hedged risk during the period for which the hedge is designated. For
actual effectiveness to be achieved, the changes in fair value or cash flows must offset each other in the range of
80% to 125%.

Hedge ineffectiveness is recognized in the income statement in ‘Net trading income’.
Derivatives that do not qualify for hedge accounting

All gains and losses from changes in the fair values of derivatives that do not qualify for hedge accounting are
recognized immediately in the income statement. These gains and losses are reported in ‘Net trading income’,
except where derivatives are managed in conjunction with financial instruments designated at fair value (other than
derivatives managed in conjunction with debt securities issued by the bank), in which case gains and losses are
reported in ‘Net income from financial instruments designated at fair value’. The interest on derivatives managed
in conjunction with debt securities issued by the bank which are designated at fair value is recognized in ‘Interest
expense’. All other gains and losses on these derivatives are reported in ‘Net income from financial instruments
designated at fair value’.

Derecognition of financial assets and liabilities

Financial assets are derecognized when the contractual right to receive cash flows from the assets has expired,;
or when the bank has transferred its contractual right to receive the cash flows of the financial assets, and either:

— substantially all the risks and rewards of ownership have been transferred; or
— the bank has neither retained nor transferred substantially all the risks and rewards, but has not retained control.

Financial liabilities are derecognized when they are extinguished, that is when the obligation is discharged,
cancelled or expires.

Offsetting financial assets and financial liabilities

Financial assets and financial liabilities are offset and the net amount reported in the statement of financial position
when there is a legally enforceable right to offset the recognized amounts and there is an intention to settle on a net
basis, or realize the asset and settle the liability simultaneously.

n

Associates

The bank classifies investments in entities over which it has significant influence, but does not control, as
associates. For the purpose of determining this classification, control is considered to be the power to govern the
financial and operating policies of an entity so as to obtain benefits from its activities.
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Associates (continued)

Investments in associates are recognized using the equity method. Under this method, such investments are initially
stated at cost, including attributable goodwill, and are adjusted thereafter for the post-acquisition change in the
bank’s share of net assets, less dividends or distributions received.

Profits on transactions between the bank and its associates are eliminated to the extent of the bank’s interest in
the respective associates. Losses are also eliminated to the extent of the bank’s interest in the associates unless the
transaction provides evidence of an impairment of the asset transferred.

Goodwill and intangible assets

i) Goodwill arises on acquisition of subsidiaries, when the aggregate of the fair value of the consideration
transferred, the amount of any non-controlling interest and the fair value of any previously held equity interest in
the acquiree exceeds the amounts of identifiable assets and liabilities acquired. If they do not exceed the amounts
of the identifiable assets and liabilities of an acquired business, the difference is recognized immediately in the
income statement.

Intangible assets are recognized separately from goodwill when they are separable or arise from contractual or
other legal rights, and their fair value can be measured reliably.

Goodwill is allocated to cash-generating units for the purpose of impairment testing, which is undertaken
at the lowest level at which goodwill is monitored for internal management purposes. Impairment testing is
performed at least annually, and whenever there is an indication that the cash-generating unit may be impaired,
by comparing the recoverable amount from a cash-generating unit with the carrying amount of its net assets,
including attributable goodwill. The recoverable amount of an asset is the higher of'its fair value less cost to sell,
and its value in use. Value in use is the present value of the expected future cash flows from a cash-generating
unit. If the recoverable amount is less than carrying value, an impairment loss is charged to the income statement.
Goodwill is stated at cost less accumulated impairment losses.

At the date of disposal of a business, attributable goodwill is included in the bank’s share of net assets in the
calculation of the gain or loss on disposal.

ii) The bank’s intangible assets are comprised of internally generated computer software and purchased software
with finite useful lives. The cost of internally generated software comprises all directly attributable costs
necessary to create, produce and prepare the software to be capable of operating in the manner intended by
management. Costs incurred in the ongoing maintenance of software are expensed immediately as incurred.

Intangible assets are subject to impairment review if there are events or circumstances that indicate the carrying
amount may not be recoverable. Intangible assets that have an indefinite useful life, or are not yet ready for
use, are tested for impairment annually. This impairment test may be performed at any time during the year,
provided it is performed at the same time every year. An intangible asset recognized during the current period
is tested before the end of the current year. Intangible assets that have a finite useful life are stated at cost less
amortization and accumulated impairment losses and are amortized over their estimated useful lives. Intangible
assets with finite useful lives are amortized, generally on a straight-line basis, over their useful lives as follows:

— internally generated software between 3 and 5 years

— purchased software between 3 and 5 years

p Property, plant and equipment
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Land and buildings are stated at historical cost or fair value at the Parent’s date of transition to IFRS (‘deemed
cost’), less any impairment losses and depreciation calculated to write off the assets over their estimated useful
lives as follows:

— land is not depreciated;
— Dbuildings are depreciated over their estimated useful lives (between 20 and 40 years); and

— leasehold improvements are depreciated over the shorter of their lease term or over their estimated remaining

useful lives.



2 Summary of significant accounting policies (continued)

p Property, plant and equipment (continued)

Equipment, fixtures and fittings (including equipment on operating leases where the bank is the lessor) are stated
at cost less any impairment losses and depreciation calculated on a straight-line basis to write off the assets over
their useful lives, which are generally between 3 and 5 years.

Property, plant and equipment is subject to an impairment review if there are events or changes in circumstances
which indicate that the carrying amount may not be recoverable.

Gains and losses on disposal are recorded in ‘Other operating income’ in the year of disposal.

Investment properties are included in the statement of financial position at fair value with changes therein
recognized in the income statement in the period of change. Fair values are determined by independent professional
valuators who apply recognized valuation techniques.

Finance and operating leases

Agreements which transfer to counterparties substantially all the risks and rewards incidental to the ownership
of assets, but not necessarily legal title, are classified as finance leases. When the bank is a lessor under finance
leases the amounts due under the leases, after deduction of unearned charges, are included in ‘Loans and advances
to banks’ or ‘Loans and advances to customers’, as appropriate. The finance income receivable is recognized in
‘Net interest income’ over the periods of the leases so as to give a constant rate of return on the net investment in
the leases.

All other leases are classified as operating leases. When acting as lessor, the bank includes the assets subject to
operating leases in ‘Property, plant and equipment’ and accounts for them accordingly. Impairment losses are
recognized to the extent that residual values are not fully recoverable and the carrying value of the assets is thereby
impaired. When the bank is the lessee, leased assets are not recognized on the statement of financial position.
Rentals payable and receivable under operating leases are accounted for on a straight-line basis over the periods
of the leases and are included in ‘General and administrative expenses’ and ‘Other operating income’ respectively.

r

Income tax

Income tax comprises current tax and deferred tax. Income tax is recognized in the income statement except to the
extent that it relates to items recognized in other comprehensive income or directly in equity, in which case it is
recognized in the same statement in which the related item appears.

Current tax is the tax expected to be payable on the taxable profit for the year, calculated using tax rates enacted or
substantively enacted by the reporting date, and any adjustment to tax payable in respect of previous years. Current
tax assets and liabilities are offset when the bank intends to settle on a net basis and the legal right to offset exists.

Deferred tax is recognized on temporary differences between the carrying amounts of assets and liabilities in the
statement of financial position and the amounts attributed to such assets and liabilities for tax purposes. Deferred
tax liabilities are generally recognized for all taxable temporary differences and deferred tax assets are recognized
to the extent that it is probable that future taxable profits will be available against which deductible temporary
differences can be utilized.

Deferred tax is calculated using the tax rates expected to apply in the periods in which the assets will be realized or
the liabilities settled based on tax rates and laws enacted, or substantively enacted, by the reporting date. Deferred
tax assets and liabilities are offset when they arise in the same tax reporting entity and relate to income taxes levied
by the same taxation authority, and when the bank has a legal right to offset.

Deferred tax relating to actuarial gains and losses on post-employment benefits is recognized directly in other
comprehensive income. Deferred tax relating to fair value re-measurement of available-for-sale investments and
cash flow hedging instruments are charged or credited directly to other comprehensive income, and are subsequently
recognized in the income statement when the deferred fair value gain or loss is recognized in the income statement.
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S

Pension and other post-employment benefits

The bank operates a number of pension and other post-employment benefit plans. These plans include both defined
benefit and defined contribution plans and various other post-employment benefits such as post employment
healthcare. The post-retirement plans include supplemental pension arrangements that provide pension benefits in
excess of the benefits provided by the pension plans, and post-retirement, non-pension arrangements that provide
certain benefits in retirement. The pension plans are funded by contributions from the bank or its employees, while
the supplemental pension arrangements are not funded.

Payments to defined contribution plans are charged as an expense as they fall due.

The defined benefit pension costs and the present value of defined benefit obligations are calculated on the reporting
date by the scheme’s actuaries using the projected unit credit method. The net charge to the income statement
mainly comprises the current service cost, plus the unwinding of the discount rate on plan liabilities, less the
expected return on plan assets, and is presented in operating expenses. Past service costs are charged immediately
to the income statement to the extent that the benefits have vested, and are otherwise recognized on a straight-line
basis over the average period until the benefits vest. Actuarial gains and losses comprise experience adjustments
(the effects of differences between the previous actuarial assumptions and what has actually occurred), as well as
the effects of changes in actuarial assumptions. Actuarial gains and losses are recognized in other comprehensive
income in the period in which they arise.

The defined benefit liability recognized in the statement of financial position represents the present value of defined
benefit obligations adjusted for unrecognized past service costs and reduced by the fair value of plan assets. Any
net defined benefit surplus is limited to unrecognized past service costs plus the present value of available refunds
and reductions in future contributions to the plan.

The costs of obligations arising from other defined post-employment benefits plans, such as defined benefit
healthcare plans, are accounted for on the same basis as defined benefit pension plans.

76

Share-based payments

The cost of share-based payment arrangements with employees is measured by reference to the fair value of equity
instruments on the date they are granted, and recognized as an expense on a straight-line basis over the vesting period,
with a corresponding credit to retained earnings. The vesting period is the period during which all the specified vesting
conditions of a share-based payment arrangement are to be satisfied. The fair value of equity instruments that are made
available immediately, with no vesting period attached to the award, are expensed immediately.

Fair value is determined by using appropriate valuation models, taking into account the terms and conditions
upon which the equity instruments were granted. Vesting conditions include service conditions and performance
conditions. Market performance conditions are taken into account when estimating the fair value of equity
instruments at the date of grant, so that an award is treated as vesting irrespective of whether the market performance
condition or non-vesting condition is satisfied, provided all other conditions are satisfied.

Vesting conditions, other than market performance conditions, are not taken into account in the initial estimate of
the fair value at the grant date. They are taken into account by adjusting the number of equity instruments included
in the measurement of the transaction, so that the amount recognized for services received as consideration for the
equity instruments granted shall be based on the number of equity instruments that eventually vest.

Where an award has been modified, as a minimum the expense of the original award continues to be recognized
as if it had not been modified. Where the effect of a modification is to increase the fair value of an award or
increase the number of equity instruments, the incremental fair value of the award or incremental fair value of
the extra equity instruments is recognized in addition to the expense of the original grant, measured at the date
of modification, over the modified vesting period.

A cancellation that occurs during the vesting period is treated as an acceleration of vesting, and recognized
immediately for the amount that would otherwise have been recognized for services over the vesting period.



2 Summary of significant accounting policies (continued)

t

Share-based payments (continued)

HSBC Holdings is the grantor of its equity instruments for all share awards and share options across the group.
The credit to ‘Retained earnings’ on expensing an award represents the effective capital contribution from HSBC
Holdings. To the extent the bank will be, or has been, required to fund a share-based payment arrangement, this
capital contribution is reduced and the fair value of shares expected to be released to employees is recorded within
‘Other liabilities’.

Foreign currencies

Transactions in foreign currencies are recorded in the functional currency at the rate of exchange prevailing on
the date of the transaction. Monetary assets and liabilities denominated in foreign currencies are translated into
the functional currency at the rate of exchange in effect at the statement of financial position date. Any resulting
exchange differences are included in the income statement.

Non-monetary assets and liabilities measured at fair value in a foreign currency are translated into the functional
currency using the rate of exchange at the date the fair value was determined. Any exchange component of a gain or
loss on a non-monetary item is recognized in other comprehensive income if the gain or loss on the non-monetary item
is recognized in other comprehensive income. Any exchange component of a gain or loss on a non-monetary item is
recognized in the income statement if the gain or loss on the non-monetary item is recognized in the income statement.

Provisions

Provisions are recognized when it is probable that an outflow of economic benefits will be required to settle a
current legal or constructive obligation, which has arisen as a result of past events, and for which a reliable estimate
can be made of the amount of the obligation.

Contingent liabilities, which include certain guarantees and letters of credit pledged as collateral security, are
possible obligations that arise from past events whose existence will be confirmed only by the occurrence, or
non-occurrence, of one or more uncertain future events not wholly within the control of the bank; or are present
obligations that have arisen from past events but are not recognized because it is not probable that settlement
will require outflow of economic benefits, or because the amount of the obligations cannot be reliably measured.
Contingent liabilities are not recognized in the financial statements but are disclosed unless the probability of
settlement is remote.

Financial guarantee contracts

Liabilities under financial guarantee contracts are recorded initially at their fair value, which is generally the fee
received or receivable. Subsequently, the financial guarantee liabilities are measured at the higher of the initial
fair value, less cumulative amortization, and the best estimate of the expenditure required to settle the obligations.

Debt securities in issue and deposits by customers and banks

Financial liabilities are recognized when the bank enters into the contractual provisions of the arrangements with
counterparties, which is generally on trade date, and initially measured at fair value, which are normally the
proceeds received net of directly attributable transaction costs incurred. Subsequent measurement of financial
liabilities, other than those measured at fair value through profit or loss and financial guarantees, is at amortized
cost, using the effective interest rate method to amortize the difference between proceeds received, net of directly
attributable transaction costs incurred, and the redemption amount over the expected life of the instrument.

Debt securities issued are debts for which transferable certificates have been issued. Debt securities in issue also
include secured borrowings arising from securitization transactions.

Share capital and other equity instruments

Shares are classified as equity when there is no contractual obligation to transfer cash or other financial assets.
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2 Summary of significant accounting policies (continued)

z  Cash and cash equivalents

For the purpose of the statement of cash flows, cash and cash equivalents include highly liquid investments that
are readily convertible to known amounts of cash and which are subject to an insignificant risk of change in value.
Such investments are normally those with less than three months’ maturity from the date of acquisition, and include
cash and balances at central bank, debt securities, loans and advances to banks, items in the course of collection
from or in transmission to other banks and certificates of deposit.

3 Net operating income

Net operating income is stated after the following items of income, expense, gains and losses:

2011 2010
Sm $m
Income
Interest recognized on impaired financial aSSELS.........c.evvereeieriereeieieieeieie e 22 23
Fees earned on financial assets or liabilities not held for trading nor designated at

fair value, other than fees included in effective interest rate calculations on these

types of assets and Habilities.........cverieriiieriei e 231 215
Fees earned on trust and other fiduciary activities where the bank holds or invests

assets on behalf of itS CUSTOMETS ......cc.coueieiriniiieiiiiceece e 167 149
Expense
Interest on financial instruments, excluding interest on financial liabilities held for

trading or designated at fair Value..........cocoeeririeiiiiiieeee e 794 738
Fees payable on financial assets or liabilities not held for trading nor designated at

fair value, other than fees included in effective interest rate calculations on these

types of assets and Habilities . .....c..eveieriiieieie e 29 33
Fees payable on trust and other fiduciary activities where the bank holds or invests

assets on behalf of itS CUSTOMETS ......co.eoveieiiriiriiiciiiece e 12 10
Gains/(losses)

Loss on disposal of property, plant and equipment, intangible assets and non-

ANANCIAl INVESTMENES......ccuiiitiiiiiieiieie ettt e eereesaeeseeeneas ?2) 3)
ORET ..ot ettt et e e be e e st e e sbeesbeenbe e beebeeeabeenaeenbeenneesaeeneas - “4)
Loan impairment charge and other credit risk provision
Net impairment charge on loans and advances...........ccoeveeeriereiierienieseeiee e 200 359
Reversal of impairment of available-for-sale debt securities...........ccccovevievereneeiennens A3 -
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4 Employee compensation and benefits

a  Total employee compensation

2011 2010

Sm $m

Wages and SAATIES ......c.eivirieieiitiiieieeeeee ettt 635 622
POSt-eMPLOYEE DENETILS .....vevieiiieieiietieieieeit ettt sae e sae s 59 43
L@ 1 TS OSSPSR 102 85
796 750

b Post-employment benefits

We sponsor a number of defined benefit and defined contribution plans providing pension, other retirement
and post-employment benefits to eligible employees. Non-pension plans comprise of healthcare and other post
employment benefits and are not funded.

Income statement charge 2011 2010
Sm $m

Defined benefit plans
PENSION PIANS ..ottt ettt sttt sttt et te s enaenaeas 14 15
INON-PENSION PIAINS ..ottt ettt e b e sbe st enaesseeseenaennes 10 9
Defined contribution pension Plans ..........cccceceerierieiesieneeieiee e 35 19
Post-employment BENEILS .........ccueviieiiiiiiieii ettt sae s 59 43

¢ Post-employment benefit plans
Net liability

Net liability recognized on statement of financial position in respect of defined benefit plans

2011 2010

$Sm $m
PENSION PIANS ...ttt sttt sttt eb ettt be b (129) (109)

Fair value of plan @SSELS.......covuiriiieiee e 388 385
Present value of defined benefit obligations ...........cccoveeieriieeieniiieiee e (513) (480)
Effect of Timit 0N Plan .......cocooiiiiiiiiee e “4) (14)
INON-PENSION PLAIS ..eevtiiieiieieeitee ettt ettt sttt eneenaes 172) (158)
Present value of defined benefit 0bligations ...........cccooeeieviiiieieneiieiee e (150) (134)
Unrecognized Past SETVICE COSE....iiuiriiriiiaieriiitieierteeteesteteseeeseetesteeneeae e eseeneeseeas (22) (24)
INCE HADIIILY .ttt 301) (267)

2011 2010

$Sm $m

Fair value of plan @SSELS........eoiiiiririiiiiesie e 388 385
Present value of defined benefit Obligations ...........ccceoveiririeieiienereeeeeeceeeaes (663) (614)
Effect of 1imit on plan SUIPIUSES ......c.veverieiiieieiieii ettt aeas “) (14)
Unrecognized PASt SETVICE COSL....uuiiirririaieriieieiesteetteiesteeseestessesseeseessesseesaessesseessessenns 22) 24)
INEE HADIIIEY .ottt (301) (267)
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Notes on the Consolidated Financial Statements (continued)

4 Employee compensation and benefits (continued)

¢ Post-employment benefit plans (continued)
Principal actuarial assumptions

The principal actuarial financial assumptions used to calculate the bank’s obligations under its defined plans are
presented in the table below. The 2011 and 2010 assumptions will also form and have formed the basis for measuring
periodic costs under the plans in 2012 and 2011 respectively.

Pension plans Non-pension plans
2011 2010 2011 2010
% % % %
DiISCOUNE TALE ...t 4.75-5.25 5.50 4.75-5.25 5.50
Expected rate of return.........ccceecvevenieienenieeiece 6.5-7.0 6.5 n/a n/a
Rate of increase for pensions ..........cocceeveveeeeeeneenennne. 3.0-3.8 3.25 3.0-3.8 3.25
Rate of pay INCrease........cccovevvevienenerienenceeeeseee 3.0-3.8 3.25 3.0-3.8 3.25
Healthcare cost trend rates — Initial rate ..................... n/a n/a 8.0-6.5 6.90
Healthcare cost trend rates — Ultimate rate' ............... n/a n/a 5.0-4.9 4.90

1 The non-pension ‘Healthcare cost trend rates — Ultimate rate’is applied from 2016 onwards for fiscal 2011 (applied from 2015 onwards for
fiscal 2010).

The bank determines the discount rates to be applied to its obligations in consultation with the plans’ local actuaries, on
the basis of the current average yield of high quality Canadian corporate bonds, with maturities consistent with those
of the defined benefit obligations. The expected rate of return on plan assets represents the best estimate of long-term
future asset returns, which takes into account historical market returns plus additional factors such as the current rate
of inflation and interest rates.

Mortality assumption

The mortality assumption for 2011 and 2010 was determined using the 1994 Uninsured Pensioner Mortality Table with
generational mortality improvements projected using projection scale AA (sex distinct rates).

The average life expectancies from age 65 under this assumption are as follows:

Average

years from

age 65

For a male currently @ged 65 .......oovooiiiieeei ettt ens 19
For a male currently @ged 45 ......ooeiiieieee ettt enes 21
For a female currently aged 65 .......cc.oiioiiiiiieiet et eas 22
For a female currently a@ed 45 .......oouiiiiiiiiie ettt 23
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4 Employee compensation and benefits (continued)

¢ Post-employment benefit plans (continued)
Actuarial assumption sensitivities

The discount rate is sensitive to changes in market conditions arising during the reporting period. The rate of inflation
was not modelled as the potential effect was not material. The following table shows the effect of a /4 percentage point
change (‘25bps’) in the above and other key assumptions on post-employment defined benefit plans:

Pension plans
2011 2010
$Sm $m
Discount rate
Change in pension obligation at year end from a 25 bps increase ............c.ccecevuenee (20) (19)
Change in pension obligation at year end from a 25 bps decrease............cccceveeeee 20 19
Change in following year pension cost from a 25 bps increase...........ccceeveevevennne ) (1)
Change in following year pension cost from a 25 bps decrease...........ccoeveeveeernene. 1 1
Rate of increase for pensions in payment and deferred pensions
Change in pension obligation at year end from a 25 bps increase............ccocceevennenne 9 8
Change in pension obligation at year end from a 25 bps decrease ...........c.ccecvenenee 8 ®)
Change in following year pension cost from a 25 bps increase.........c.ccoeeveervennennee 1 1
Change in following year pension cost from a 25 bps decrease..........cccevvevvevenenne 1) (1)
Rate of pay increase
Change in pension obligation at year end from a 25 bps increase...........ccccceuenenee 9 8
Change in pension obligation at year end from a 25 bps decrease..........c.ceceeveeeneee @®) ®)
Change in following year pension cost from a 25 bps increase...........c.ccceveeeeveuenenee 1 1
Change in following year pension cost from a 25 bps decrease..........cccceoveerennnee 1) (1)
Investment return
Change in following year pension cost from a 25 bps increase............cceeveeveeveennene. ) (1)
Change in following year pension cost from a 25 bps decrease...........ccocveevveuenenne. 1 1
Mortality
Change in pension obligation from each year of longevity assumed ...................... 11 10

Non-pension plans

The effect of a 25bps increase in the discount rate to the 2010 defined benefit charge was not material.

2011 2010
$m $m
Change in defined benefit obligation at year end from a 25 bps increase
1N the dISCOUNTE TALE .....vvieiiiiiieciiecie ettt sae et enaeesbeesseens 6) (6)
Increase in defined benefit obligation from each additional year of longevity assumed 4 4

The actuarial assumptions of the healthcare cost trend rates have a significant effect on the amounts recognized. A
one percentage point change in assumed healthcare cost trend rates would have the following effects on amounts
recognized in 2011:

1% 1%

increase decrease

$m $m
Increase/(decrease) of the aggregate of the current service cost and interest cost......... 1 )
Increase/(decrease) of defined benefit Obligation ...........cccceeieviereeieiieninieeeeeeeee 12 (10)
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4 Employee compensation and benefits (continued)

¢ Post-employment benefit plans (continued)

Expected rates of return

Pension plans
2011 2010
Expected Expected
rates of rates of
return' Value return’ Value
% $m % $m
Fair value of plan assets
EQUITIES .vovvieeieiieieeieeieeeie et 7.7 252 8.0 257
BONS ..o 3.5 132 4.1 126
OLhET ..o 3.2 4 3.0 2
388 385
Defined benefit obligation...........ccccceeveiverenieieennene. (513) (480)
Effect of limit on plan surpluses ........c.ccoeevveveriennnnne. “4) (14)
Net Hability c.ooveeeeeeeieeieireeeee e (129) (109)

1 The expected rates of return are weighted on the basis of the fair value of plan assets.
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4 Employee compensation and benefits (continued)

¢ Post-employment benefit plans (continued)

Fair value of plan assets and present value of defined benefit obligations

Pension plans Non-pension plans
2011 2010 2011 2010
$m $m $m $m
Fair value of plan assets
At 1 JaNUATY ..oveveieiiieceeeeeee e 385 343 - -
Expected return on plans assets ..........ccccecevvereereenennene 26 25 - -
Contributions by the bank
Normal contributions ...........ccoceeeeierieneereriennennes 24 24 4 2
Special contributions..........c.eeeeeeeevieneeierierieenens 11 - - -
Contributions by employees .........ccecvecveviereieierienernnnn 1 1 - -
Experience gains/(10SS€S)......cveveruereireenieniirieieniennns 35) 17 - -
Benefits paid........cccceveeieiiiiieceeee e 24) (25) @) 2)
At 31 DeCembeT ....c..cveuiriiriiiciiriiieieeeeeeeee e 388 385 - —
Present value of defined benefit obligations
At 1 JaNUATY ..o (480) (408) (135) (110)
CUIrent SEIVICE COSt.iuviirriiiuiinrieiriereereesreeeieeeeeeeere e (14) (13) “4) 4)
INEEIESt COS..uvviriiiiiiiieiiece et (26) (26) ()] @)
Contributions by employees ..........ccccecvereriireereneennens 1) - - -
Actuarial (gains)/l0SSes ......cccevvriereririenienieieeee (16) (58) @) (16)
Benefits paid.........ccccoveriiiininiiiee 24 25 4 3
At 31 DECEMDET ...t (513) (480) (150) (134)
Funded.......oooiiiiiiiie (513) (480) - -
Unfunded.......coooveiririneiicceeeeeeeene - - (150) (134)
Effect of limit on plan surpluses .........cccccevveverienernenn “4) (14) - -
Unrecognized past SErvice COSt......evvrrrrienrireerieeennes - - (22) 24)
Net HabIILY c.veeveeeeeieieceee e (129) (109) 172) (158)

The actual return on plan assets for the year ended 31 December 2011 was a negative return of $9m (2010: positive
return of $41m). Based on the most recent valuations of the plans, the bank expects to make $21m of contributions to
defined benefit pension plans during 2012.

Benefits expected to be paid

2012 2013 2014 2015 2016 2017-2021

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

Pension plan.............. 23 20 21 22 24 146
Non-pension plan...... 4 4 5 5 5 35
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4 Employee compensation and benefits (continued)

¢ Post-employment benefit plans (continued)

Total expense recognized in the income statement in ‘Employee compensation and benefits’

Pension plans

Non-pension plans

2011 2010 2011 2010
$m $m $m $m
CUITENT SCTVICE COSTuvriirriiirrieerieeirreeeetreeeereeeeireeeeneeens 14 13 4 4
INterest COSt....viimiiiiiiiiiieiece e 26 26 8 7
Expected return on plan assets..........ocevevereerieneennens (26) (25) - -
Past SEIVICE COSt...iiviiiiiiiiiiieiieieccieeee e - - 2) 2)
Surplus distribution eXpense..........cccceeevverieneereeneennens - - —
Total (Zain)/EXPENSE....c.eeverrerereieieeeieieieneeeieeieneeeeeas 14 15 10 9

Total net actuarial losses recognized in other comprehensive income since transition to IFRS are $30m. The total effect
of the limit on plan surpluses recognized within actuarial losses in other comprehensive income during 2011 was a loss

of $4m (2010: $14m).

Actuarial valuations for the bank’s pension plans and non-pension arrangements are prepared annually. The most recent
actuarial valuations of the defined benefit pension plans for funding purposes were conducted as at 31 December 2011.

The expected cash flows from the plan were projected by reference to the Canada Retail Prices Index (‘RPI”) swap
break-even curve at 31 December 2011. Salary increases were assumed to be 3% per annum above RPI and inflationary

pension increases were assumed to be in line with RPI.

Summary
Pension plans
IFRS IFRS GAAP GAAP GAAP
2011 2010 2009 2008 2007
$m $m $m $m $m
Defined benefit obligation................... (513) (480) (404) (365) (423)
Fair value of plan assets...................... 388 385 341 314 378
Effect of limit on plan surpluses......... “) (14) - - -
Net deficit ..o (129) (109) (63) (51) (45)
Experience gains/(losses) on plan
Liabilities....c.ooveerveveiriecieiccnieees 3 2 (25) (75) (12)
Experience gains/(losses) on plan assets 35) 17 18 81 20
Gains/(losses) from changes in
actuarial assumptions.................... (20) (59) - - -
Total net actuarial gains/(losses)......... (52) (40) 7 6 8
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4 Employee compensation and benefits (continued)

¢ Post-employment benefit plans (continued)

Summary (continued)

Non-pension plans

IFRS IFRS GAAP GAAP GAAP

2011 2010 2009 2008 2007

$m $m $m $m $m
Defined benefit obligation.................. (150) (134) (108) (105) (121)
Net deficit...ooniiiieeecee (150) (134) (108) (105) (121)
Experience gains/(losses) on plan assets - - %) 26 4

Gains/(losses) from changes in

actuarial assumptions................... @) 17) 4 24) 2)
Total net actuarial gains/(losses)........ @) (17) (1) 2 2

5 Share-based payments

The HSBC Share Plan was adopted by the HSBC Group in 2005. Under this plan, share and share options of HSBC
Holdings’ shares may be made.

During 2011, $24m was charged to the income statement in respect of equity-settled share-based payment transactions
(2010: $22m). This expense, which was computed from the fair values of the share-based payment transactions when
contracted, arose under employee share awards made in accordance with the HSBC Group’s reward structures.

Calculation of fair values

Fair values of share options/awards, measured at the date of grant of the option/award are calculated using a binomial
lattice model methodology that is based on the underlying assumptions of the Black-Scholes model by HSBC
Holdings ple.

Restricted share awards

Restricted shares are awarded to other employees on the basis of their performance, potential and retention requirements,
to aid recruitment or as a part-deferral of annual bonuses. Shares are awarded without corporate performance conditions
and generally vest between one and three years from the date of award, providing the employees have remained
continuously employed by the bank for this period.

The bank has a liability in respect of restricted share awards of $16m as at 31 December 2011 (2010: $27m) to its
parent, HSBC Holdings, for the funding as the vested portion as of unexercised grants. The liability is fair valued each
reporting period with an adjustment to equity.

2011 2010

Number Number

(‘000) (°000)

Outstanding at 1 JANUATY ......cooverviiieieiieeee ettt ettt et et ese e naeas 3,412 4,248
AWArded 1N the YEAT .....c.eeviiiiiiiieiee e e 1,483 1,644
Released i the YEaT .....c.iiiiiiiiiiieecee e (2,122) (2,133)
Lapsed and cancelled in the Year ..........cceviiiiiiiiiieieneee e (217) (373)
Transfers and other movements in the Year ...........cccoceiriierieireneneeeeeeeeeee e 8 26
Outstanding at 31 DECEMDET..........eeieriiriieierieeiieerte ettt 2,564 3,412

The weighted average fair value of shares awarded by the HSBC Group for restricted share awards in 2011 was $10.03
per share (2010: $10.93 per share).
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5 Share-based payments (continued)

Savings-related share option plans

Savings-related share option plans invite eligible employees to enter into savings contracts to save up to $425 as of
31 December 2011 per month, with the option to use the savings to acquire shares. The aim of the plans is to align
the interests of all employees with the creation of shareholder value. The options are exercisable within three months
following the first anniversary of the commencement of a one-year savings contract or within six months following either
the third or the fifth anniversary of the commencement of three-year or five-year contracts, respectively. The exercise price
is set at 20% (2010: 20%) discount to the market value immediately preceding the date of invitation.

2011 2010
Weighted Weighted
Number average Number average
(°000) $ (°000) $
QOutstanding at 1 January..............ccccoooiiiniennne. 4,281 6.03 4,861 5.72
Awarded in the year .........ccoccoeeveviiiinieeeeeeee 534 8.04 652 8.60
Exercised in the year.......ccoceeveviereeieieeeeieee e (273) 8.32 (838) 5.81
Forfeited, cancelled and expired in the year............... (661) 7.40 (369) 6.73
Transfers and other movements in the year ................ 27 5.84 (25) 8.83
Outstanding at 31 December............ceceverieierienernen. 3,908 5.91 4,281 6.03

The weighted average fair value of options awarded during the year was $1.99 per option (2010: $2.38 per option).
The weighted average share price at the dates the share options were exercised was $10.74 per share (2010: $11.00
per share).

Tax expense

2011 2010
Sm $m
Current taxation

FOATAL....eiiiiiie et 163 127
PrOVINCIAL ..ot 96 85
259 212

Deferred taxation
Origination and reversal of temporary differences ............ccocoeeveveriecieienesieieee @) 45
TAX EXPOIISE .. .evteeetieieeeiie ettt et et e bt e et eeae e et e et e et e e esteeabeenbeenbe e teebeeenaeeneeenbeenseeseeeneas 252 257

The provision for income taxes shown in the consolidated income statements is at a rate that is different than the
combined federal and provincial statutory income tax rate for the following reasons:

Analysis of tax expense 2011 2010
% %
Combined federal and provincial iINCOME taX Tae .......cvvveruerieirerieieieieierieieeeee e 26.3 29.5
Adjustments resulting from:
Adjustment for taX eXEMPL INCOME......c..cveerierieirieierrieteesiesiesteeeesre e eseese e eseesesaeas 0.1) 0.1)
Additional financial INSHIUHON TAXES ...c.veuereeriirieieiirierieieitetestee et 0.1 0.2
(0733 1C) U 1 ] SRS SUPURSRSRPNE 0.1 0.2)
EAFECHIVE TAX TALE ...euteuieiietiiteieeeet ettt ettt 26.4 29.4

In addition to the amount charged to the income statement, the aggregate amount of current and deferred taxation
relating to items that are taken directly to equity was $84m increase in equity (2010: $24m increase in equity).
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6 Tax expense (continued)

Deferred Taxation

Movement in deferred taxation during the year:

2011 2010

$m $m

AT T JANUATY ettt ettt sttt et e b e 133 166
Income statement credit/(Charge).........coovevererieienieiee e 7 (45)
Other MOVEIMENLS .....c.vviiiiieiieiieieeie ettt ettt te e et e eaeebeebe e teesseesrseesaeenseesseeseesseas “4) 4

Other comprehensive income:

Cash flOW NEAZES .....vevenieiiiiiieeee et - 8
Actuarial gains and LOSSES .........ceourueuirieiiririeiiieieireeec et 3 -

AL 31 DECEIMDET ...ttt ettt ettt 139 133

The amount of deferred taxation accounted for in the statement of financial position comprised the following deferred
tax assets and liabilities:

2011 2010
$m $m
Deferred tax assets
Retirement BeNETILS ......c..coiiiiiiriiiieieecee e 76 86
Loan impairment alloWanCes .............coereeieriiierieienieeteie ettt 72 87
UNUSEA tAX CTEAILS ...ttt ettt sttt ettt nens 17 29
Assets 16aSed t0 CUSTOMETS ... .c.viviieieiieieeiieiete ettt ettt ettt aesae et esesbeeseenaeseeas (71) (63)
Property, plant and €qQUIPMENT .........cceviiieriiriieiieieie et - 2
Available-for-sale INVESTMENTS.........cc.eviiierieriiitieieie et see e - (33)
Cash flOW NEAZES .....cveeiieieiieieee ettt ee - (18)
Share-based PAYMENLS. .......ceruiriiiieierieeiieere et e ettt see e s eeeenes 6 4
Relief for tax losses carried fOrward...........ccooiiieieiiiieiee e 15 4
Other temporary differenCes .........covuiriiieriiriieeee e 24 35
139 133
Deferred tax liabilities
Cash flOW NEAZES ....eoveeiieieiieie ettt ee ) (1)
Net deferred taX @SSEL....c.viiueriieeieieie ettt ettt ettt te et sseesseseeseeseensennas 138 132

The amount of temporary differences for which no deferred tax asset is recognized in the statement of financial position
is $4m (2010: $4m). This amount is in respect of capital losses where the recoverability of potential benefits is not
considered likely. The entire amount $4m (2010: $4m) has no expiry date.

Deferred tax is not recognized in respect of the bank’s investments in subsidiaries and branches where remittance is not
contemplated, and for those associates where it has been determined that no additional tax will arise. The aggregate amount
of temporary differences associated with investments where no deferred tax liability is recognized is $217m (2010: $208m).

On the evidence available, including management’s updated analysis and projection of income, there will be sufficient taxable
income generated by the bank to support the recognition of its net deferred tax asset.
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Notes on the Consolidated Financial Statements (continued)

7 Dividends

Dividends on our shares declared, and unless otherwise indicated paid, and distributions per unit on our HSBC HaTS™
in each of the last two years were as follows:

2011 2010
Sper share $m $per share $m
CommoOn ShareS...........ccveveeeieriieeireieesieeeee e eee e 300 280
Preferred Shares Class 1
SEIIES C ittt 1.275 9 1.275 9
SEries Do 1.250 9 1.250 9
SEriES E oo 1.650 16 1.650 16
Preferred Shares Class 2
SEries B .ooouiiiiiicieeeeeee e 0.310 27 0.310 27
2011 2010
$per unit $Sm $per unit $m
HSBC HaTS™
Series 2010 ..o n/a - 77.80 16
Series 2015 .o 51.50 10 51.50 10

8 Segment analysis

We manage and report our operations according to our main customer groups. Various estimate and allocation
methodologies are used in the preparation of the customer groups’ financial 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 allocated 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 description of each customer group is as follows:

Retail Banking and Wealth Management

Retail Banking and Wealth Management provides services to individuals by offering a comprehensive range of
financial products and services, which include retail banking, asset management, full-service and discount brokerage
and trust and advisory services.

In November 2010, the Group announced that, with effect from March 2011, within the context of the customer group/
global business view of HSBC Group’s performance, Retail Banking and Wealth Management would be managed
as a single global business. The business is the existing Personal Financial Services, with Global Asset Management
moving from Global Banking and Markets to this new single business.

Commercial Banking
Commercial Banking meets the needs of Canadian commercial and corporate clients by offering commercial and
corporate banking, asset management, merchant banking, treasury and trade finance.

Global Banking and Markets

Global Banking and Markets provides a comprehensive range of financial services to an international group of HSBC’s
large multinational clients as well as client sales, service and distribution, statement of financial position management,
and proprietary trading. The focus is on entities that have a need for global value added products by offering the
following services: corporate banking, M&A advisory, treasury and trade finance.
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8 Segment analysis (continued)

Consumer Finance

Consumer finance provides Canadian customers a wide range of consumer finance products including real estate
secured loans, unsecured personal loans, speciality insurance products and private label credit cards to retail merchants.

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 behalf of HSBC Group companies.

The accounting policies of the segments are consistent with those followed in the preparation of the consolidated
financial statements as disclosed in note 2.

2011 2010
$m $m

Retail Banking and Wealth Management
INE INEEIESt INCOMIC ...evvvieeiieiiieiieeiieette e et et e eteesreesseeseessaeeseessseesseesseesseesseesssessseensaens 399 391
INEE TR INCOMIC ...ttt ettt ettt e saa e et e saaeesbeesbeesseesseesnseesseensaens 255 252
Net tradiNg INCOIMIC. .....eviienieiieti ittt ettt ettt sttt es et se s et sesbensenes 20 26
Other Operating iNCOMIC..........c.ccurueuirieiiirieiiteteietete ettt ettt ettt eae e 9 8
Net operating income before loan impairment charges and other credit risk provisions 683 677
Loan impairment charges and other credit risk provisions........c..cecceeeveeieveneneeniennens (20) 27)
INEt OPETAtING TNCOIMC ...c.veeueentitieiieiesteeiiete ettt et et ettt e st e st esee st eaeeneetesseeneesesaeeneensenaes 663 650
Total OPETAtING EXPEISES...c.veeueerieuierierteeteeteste et entesteeteentesteeseentesbeeseentesbeeseeneesbesseensennens (589) (587)
Profit before iNCOME taX EXPEINSE ....ccveevieriereieiieieetieieeie sttt esiee et e et steeneeeesbeeneeneenaeas 74 63
Commercial Banking
NEt INTEIESE INCOMIE .....vviievieeieeteeetee et ettt ettt e e et e eaeeeteeeteeeaeeeteeereeereeeaeeenseeaneereens 727 773
NEt FEE INCOMIE ...ttt ettt ettt ettt e et e e e e aeeteeereeeveeeseeeaaeenns 268 251
Net trading INCOMEC.......eeuieieiietieiete et eiete ettt et e steeeetesteeseestesseesaessessesseessesesseessensenss 24 32
Other operating (10SS)/INCOME. .......ccueruieeieieriieieierie ettt e se et ste e eaeessesseeseeneeas (55) 6
Net operating income before loan impairment charges and other credit risk provisions 964 1,062
Loan impairment charges and other credit risk provisions...........cecceeeeeeveriesieeiesnennns (78) (206)
INet OPETAtING INCOIMIC ...c..eeueeuteiieiieteste ettt ettt ettt ettt ettt st et sbe et e b saeeseeneenaes 886 856
Total OPETrating EXPEISES . ..c..eeurirtiriieitertirtteiterte ettt ettt ettt et et ettt e sttt et e sbesbeeaeenaeas (358) (342)
OPCIAtING PIOTIL ..ottt ettt ettt ettt et st et e sbeeeeeneenneas 528 514
Share of Profit i ASSOCIALES ....c..evuieiertiiiieieit ettt 4 5
Profit before iNCOME taX EXPEINSE ....ccvveueeieriiriieieettetieie st eteeeete et eeeee st eseeeesbe e eneenaeas 532 519
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8 Segment analysis (continued)

2011 2010
$m $m

Global Banking and Markets
INEt INEETESE INCOINEC ..ttt ettt ettt ettt ettt et et et et e b et et e b sbeeneenaesaeeneensennes 165 141
INEE fEE INCOIMIE ...ttt ettt ettt st et b e naes 79 82
Net trading INCOME. ...c..eeuiiuiiiiiieiieteete ettt ettt st et e sttt e b sbeeseensenaes 90 86
Gains less losses from financial iINVEStMENtS.........cceeveiiirierieiiereieeeeeeeeeeeene 40 8
Other OPErating INCOMIC. .....c..c.veuiruirieieiietertetesiete ettt ettt sttt ettt et et ebesse e eseebesbennene 2 4
Net operating income before loan impairment charges and other credit risk provisions 376 321
Loan impairment charges and other credit risk provisions...........c.cccceceeevervevinencnenns 1 7
INEt OPETALING TNCOIMNC ...c..eeveentitieiieiesteeiiete sttt ettt et et e st eseenteeaeeseebesseeseensesaeeneensenaes 377 328
Total OPETAtING EXPEISES ...c.veeueerirueenieteeieeieste et eitesteeteeieesteesteseesbeeseentesbeeseeneesbesseeneenaens (103) (94)
Profit before iNCOME taX EXPEINSE .....evvervireieieiieiieieieeeteieie et eee et e sie et enee e eeeeneenees 274 234
Consumer Finance
INEt INLETEST INCOIMIE <.ttt ettt ettt ettt st et et eseebe s et eneeseebesens 282 312
INEE FEE INCOMNE ....vievviieiieiiei ettt ettt ettt et et e ete et ebesaeessesesseessessesseessensenseas 42 55
Gains less losses from financial INVESTMENTS .........ccveeieieriieieienieeieie e 3 -
Other OPErating INCOME. .......eeverveeiieiertieteeiesteeteeteste et etesteeseestesseeseessesseessessessesssensessens 5 3
Net operating income before loan impairment and other credit risk provisions............ 332 370
Loan impairment charges and other credit risk provisions...........cecceeceeeecieriereeieniennns (100) (133)
INEt OPETAtING TNCOIMIC ...c..eeueeititieiieieste ettt ettt ettt sttt sbe et et bt st et sbeeseeneenaes 232 237
Total OPETAtiNg EXPEISES . ..c..eeueiririieiietietteitente ettt ettt et ettt et ettt et ebe et e sbesbeennenaeas (171) (179)
Profit before iNCOME taX EXPEISE ....ccveeueeriereiriieieriteieeie st eteeiee sttt sbe e eee e 61 58
Other
INEE INEETESE EXPEIISE .vvvverrieveenierieteesiesteestestesteeseessesseeseessesseeseessesseessensesseessessessenssensessens an )
INEE fEE EXPEIISE .nvievieiietieiieiieti ettt et et e et e st et e te et estesteeseestensesseessesesseessensesseessansennas - 2)
Net trading INCOMC....c..eevieuieieetieiieieeieeeeie ettt et e ste st estestesaeestesesseeseensesseeseensesseeseenseneas 16 9
Net income/(expense) from financial instruments designated at fair value................... 16 2)
Other OPErating IMCOMIEC. .......eeveitieieeiertieteie sttt eee sttt eee st et eeesteeseeneesseeseeneesseeseeneenneas 127 160
Net operating income before loan impairment charges and other credit risk provisions 142 156
Total OPETALING EXPEIISES ...e.veeveerrirueerietieteeiterteeteesteteeseestesesseeseesesseeseesesseaseessesseeneesens (127) (155)
Profit before iNCOME taX EXPEINSE ... .cvieieriierieieieerieeieiesteeteesieteeteesaese e essesesseeseensesaeas 15 1
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8 Segment analysis (continued)

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

Retail
Banking and Global
Wealth Commercial Banking and Consumer
Management Banking Markets Finance Other Total
$m $m $m $m $m $m
Year ended
31 December 2011
Net operating income 663 886 377 232 142 2,300
External............... 746 809 371 232 142 2,300
Inter-segment ...... (83) 77 6 - - -
Year ended
31 December 2010
Net operating income 650 856 328 237 156 2,227
External............... 706 810 318 237 156 2,227
Inter-segment ...... (56) 46 10 - - -
Statement of financial position information
Retail
Banking and Global
Wealth Commercial Banking and Consumer
Management Banking Markets Finance Other Total
$m $m $m $m $m $m
At 31 December 2011
Loans and
advances to
customers (net) 24,580 15,282 3,931 2,412 (1,921) 44,284
Customers’
liability under
acceptances.... - 3,298 761 - - 4,059
Total assets.......... 25,565 19,384 34,549 2,549 (2,052) 79,995
Customer accounts 25,210 18,935 2,505 1 37 46,614
Acceptances ........ - 3,298 761 - - 4,059
Total liabilities..... 28,270 23,100 22,807 2,159 (1,544) 74,792
At 31 December 2010
Loans and
advances to
customers (net) 24,839 14,741 3,790 2,468 (620) 45218
Customers’
liability under
acceptances.... - 3,468 904 - - 4,372
Total assets.......... 25,792 18,908 31,392 2,618 (693) 78,017
Customer accounts 26,259 17,505 1,739 622 (633) 45,492
Acceptances ........ - 3,468 904 - - 4,372
Total liabilities..... 37,235 21,689 12,399 2,257 (219) 73,361
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9 Analysis of financial assets and liabilities by measurement basis

Financial assets and financial liabilities are measured on an ongoing basis at either fair value or amortized cost. The

summary of significant accounting policies in note 2 describes how the classes of financial instruments are measured,

and how income and expenses
the carrying amount of financial assets and liabilities by category as defined in IAS 39 and by statement of financial

position heading:

including fair value gains and losses, are recognized. The following tables analyze
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9 Analysis of financial assets and liabilities by measurement basis (continued)

€26°TL 125 8 S10°89 - €86 €98°¢
1443 - - 1443 - - -
9% - - 99 - - -
TLEY - - TLEY - - -
R - - TTET - - -
918 V1 - - 918¥1 - - -
191°1 12 8 - - - 660°T
£86 - - - - £86 -
PILT - - - - - YIL'T
8L1 - - 8L1 - - -
Tov'sy - - Tov'sy - - -
L96 - - L96 - - -
SIV'LL 65T 4! 956°SS 6v1°91 - L£O'S
TLEY - - TLEY - - -
991 - - 991 - - -
Sye - - Sye - - -
6¥1°91 - - - 6¥71°91 - -
8ISy - - 8ISy - - -
T6L'S - - T6L'S - - -
€9¢€°1 6S¢C 4! - - - 060°T
LY6°E - - - - - LY6°'E
v8 - - 78 - - -
6L - - 6L - - -
wg g g wg g wg wg
eloL SJUSWNNSUI  SJUSWIN)SUl  JSOO SOIILINOAS oneanejje  Surpen
Suidpay Suidpoy pazniowe o[es-10} pajeusisoq 10J PloH
MO[J USed St ON[eA Ilej Se 1 SAnI[Iqe]]  -O[qE[IBAY
pareusisop pareusisop pue sjosse
SOAIBALIO(  SOANBALID(Q  [BIOUBUI]

010T Iequade(d [¢

*SONI[IQe] [eIoUBUY [B10L
............................................ SONIIqEI] PoTEUIpIOGNS
................................................................... SEnoy
mOOEMﬁmOOO{
......................................................... SoNIIaEI] 0
............................................. onSS! U1 SN0 199
............................................................... SonnEALIO
............. Dﬂﬁm\/ Irejje ﬁ@uﬁﬁwﬁmvﬁ mOHE?QN: ﬁmmoﬂmﬁinﬁ
..................................................... wwﬁwﬁﬁﬁﬁ—ﬂﬁ_ wﬁﬁﬂﬂv.ﬁ.ﬁH
*Syueq J9Yl0 0} uoIssrwsuey Jo 3SInod 3y} ul S|
................................................... §1M099% JoWoIsNH)
.................................................... WVM—HQD \AQ mﬁmwogom
SOIN[IqEI] [erouBuL

S)08SE [BIOURUL [€)O],
.................... sooueydadoe Jopun A3fiqer] SIowoisn)
....................................................... AWOOUT PANINOY
.............................................................. s1088€ 10730
****SJUOUI)SIAUL [BIOUBUL]
............................ SIOUIOISND 0] SIOUBAPE PUE SUBO]
................................... $UBQ 0} SOOUBAPE PUE SUEO
............................................................... SoAnRALQ
........................................................... maommﬁ wﬂﬁﬂvmhrﬁ
“*S)URq IOYIO WOIJ UOT)OI[0D JO ISINOD Y} UT SW)]
........................... JUeq [211U9D 16 SOUB[Eq PUE YSE))
$J9SSE [RIOURUIL]

93



HSBC BANK CANADA
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9 Analysis of financial assets and liabilities by measurement basis (continued)
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10 Trading assets

11

Trading assets:

which may be repledged or resold by counterparties......................

not subject to repledge or resale by counterparties

Treasury and other eligible bills..........ccccvevierieieiennnnns
Debt SECUTTHIES. ...cvevenreiirierieieiceiceeteee e
EQUILY SCCUTTHIES ...ovvievieiieiieeieiieie et
Customer trading aSSetS .........ceeeeeereereeeerienieeeerienens
Bankers acceptances ..........ccovveereeireenineeeeeenene

Debt Securities

Term to maturity

Less than 1 YEAr ....c.cceveeieieieieeieeie et
L=5 WRATS ittt
5710 YEATS ettt e
ATLET 10 YOATS...veeuiietieieieie ettt st

31 December 31 December 1 January
2011 2010 2010

$m $m $m

704 532 148

3,883 3,415 3,894

4,587 3,947 4,042

31 December 31 December 1 January
2011 2010 2010

$m $m $m

245 557 333

2,034 1,712 1,935

29 26 28

304 553 871

1,975 1,099 875

4,587 3,947 4,042

31 December 31 December 1 January
2011 2010 2010

$m $m $m

542 561 296

1,155 822 1,159

222 208 182

115 121 298

2,034 1,712 1,935

Included within the above figures for the bank are debt securities issued by banks and other financial institutions
of $84m (31 December 2010: $35m; 1 January 2010: $165m) of which $nil (31 December 2010: $nil; 1 January
2010: $111m) are guaranteed by various governments.

Derivatives
Fair values of derivatives by product contract type held
2011
Assets Liabilities
Trading Hedging Total Trading Hedging Total
Foreign exchange.......... 1,034 87 1,121 999 9 1,008
Interest rate.................... 548 499 1,047 479 224 703
Commodity .......ccoeevenen. 35 - 35 - 35
Gross total fair values ... 1,617 586 2,203 1,513 233 1,746
2010
Assets Liabilities
Trading Hedging Total Trading Hedging Total
Foreign exchange 936 - 936 986 - 986
Interest rate................... 154 273 427 113 62 175
Gross total fair values ... 1,090 273 1,363 1,099 62 1,161
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HSBC BANK CANADA

Notes on the Consolidated Financial Statements (continued)

11 Derivatives (continued)

The following tables summarize the notional amounts by remaining term to maturity of the derivative portfolio.
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11 Derivatives (continued)

Use of derivatives

The bank utilizes derivatives for three primary purposes: to create risk management solutions for clients, for proprietary
trading purposes and to manage and hedge the bank’s own risks. Derivatives (except for derivatives which are designated
as effective hedging instruments as defined in IAS 39) are held for trading. The held for trading classification includes
two types of derivatives: those used in sales and trading activities, and those used for risk management purposes but
which for various reasons do not qualify for hedge accounting. The second category includes derivatives managed in
conjunction with financial instruments designated at fair value. These activities are described more fully below.

The bank’s derivative activities give rise to significant open positions in portfolios of derivatives. These positions are
managed constantly to ensure that they remain within acceptable risk levels in accordance with the bank’s approved
risk management policies, with matching deals being used to achieve this where necessary. When entering into
derivative transactions, the bank employs the same credit risk management procedures that are used for traditional
lending to assess and approve potential credit exposures.

Trading derivatives

Most of the bank’s derivative transactions relate to sales and trading activities. Sales activities include the structuring
and marketing of derivative products to customers to enable them to take, transfer, modify or reduce current or
expected risks. Trading activities in derivatives are entered into principally for the purpose of generating profits from
short-term fluctuations in price or margin. Positions may be traded actively or be held over a period of time to benefit
from expected changes in currency rates, interest rates, equity prices or other market parameters. Trading includes
market-making, positioning and arbitrage activities. Market-making entails quoting bid and offer prices to other market
participants for the purpose of generating revenues based on spread and volume; positioning means managing market
risk positions in the expectation of benefiting from favourable movements in prices, rates or indices; arbitrage involves
identifying and profiting from price differentials between markets and products.

As mentioned above, other derivatives classified as held for trading include non-qualifying hedging derivatives,
ineffective hedging derivatives and the components of hedging derivatives that are excluded from assessing hedge
effectiveness. Non-qualifying hedging derivatives are entered into for risk management purposes but do not meet the
criteria for hedge accounting. These include derivatives managed in conjunction with financial instruments designated
at fair value.

Gains and losses from changes in the fair value of derivatives, including the contractual interest, that do not qualify for
hedge accounting are reported in ‘Net trading income’, except for derivatives managed in conjunction with financial
instruments designated at fair value, where gains and losses are reported in ‘Net income from financial instruments
designated at fair value’, together with the gains and losses on the hedged items. Where the derivatives are managed
with debt securities in issue, the contractual interest is shown in ‘Interest expense’ together with the interest payable
on the issued debt.
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11 Derivatives (continued)

An analysis of the derivative portfolio and related credit exposure

2011 2010
Credit Risk- Credit Risk-
Notional equivalent weighted Notional equivalent weighted
amount' amount’ balance* amount' amount’ balance*
$m $m $m $m $m $m
Interest rate contracts
Future.................. 54,016 - - 19,672 — -
SWaps ...cceveeerennens 61,602 1,285 346 35,422 551 126
Forward rate
agreements .... 1,000 - - 50 - -
Caps...ccoeeveereeennnnn 564 7 1 400 3 1
117,182 1,292 347 55,544 554 127
Foreign exchange
contracts
Spot contracts...... 1,025 12 1 858 9 1
Forward contracts 43,771 1,123 148 34,891 965 142
Currency futures.. - - - 1 - -
Currency swaps
and options.... 13,967 879 247 8,564 638 255
58,763 2,014 396 44,314 1,612 398
Other derivative
contracts
Commodity
contracts ........ 130 35 8 — — -
176,075 3,341 751 99,858 2,166 525

1 Notional amounts are the contract amounts used to calculate the cash flows to be exchanged. They are a common measure of the volume
of outstanding transactions, but do not represent credit or market risk exposure.

2 Credit equivalent amount is the current replacement cost plus an amount for future credit exposure associated with the potential for
future changes in currency and interest rates. The future credit exposure is calculated using a formula prescribed by OSFI in its capital
adequacy guidelines.

3 Risk-weighted balance represents a measure of the amount of regulatory capital required to support the derivative activities. It is estimated
by risk weighting the credit equivalent amounts according to the credit worthiness of the counterparties using factors prescribed by OSFI
in its capital adequacy guidelines.

Interest rate and currency futures are exchange-traded. All other contracts are over-the-counter. The notional or
contractual amounts of these instruments indicate the nominal value of transactions outstanding at the reporting date;
they do not represent amounts at risk.

Hedging instruments

The bank uses derivatives (principally interest rate swaps) for hedging purposes in the management of its own asset and
liability portfolios and structural positions. This enables the bank to optimize the overall cost to the bank of accessing
debt capital markets, and to mitigate the market risk which would otherwise arise from structural imbalances in the
maturity and other profiles of its assets and liabilities.

Fair value hedges

The bank’s fair value hedges principally consist of interest rate swaps that are used to protect against changes in the
fair value of fixed-rate long-term financial instruments due to movements in market interest rates. For qualifying fair
value hedges, all changes in the fair value of the derivative and in the fair value of the item in relation to the risk being
hedged are recognized in the income statement. If the hedge relationship is terminated, the fair value adjustment to
the hedged item continues to be reported as part of the basis of the item and is amortized to the income statement as a
yield adjustment over the remainder of the hedging period.
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11 Derivatives (continued)

Fair value of derivatives designated as fair value hedges

2011 2010
Assets Liabilities Assets Liabilities
$Sm $m $m $m
Interest rate...........coeeeiieeeiiiiiee e 2 127 14 8

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

2011 2010
Sm $m
Gains/(losses)
— 0N hed@ing INSIIUMENTS .......eeiiiiiieieie ettt eae e e e enes (185) 10
— on hedged items attributable to the hedged risk.........cccoeviriiieniniieiiee, 179 (12)

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

Cash flow hedges

The bank’s cash flow hedges consist principally of interest rate and cross-currency swaps that are used to protect
against exposures to variability in future interest cash flows on non-trading assets and liabilities which bear interest at
variable rates or which are expected to be re-funded or reinvested in the future. The amounts and timing of future cash
flows, representing both principal and interest flows, are projected for each portfolio of financial assets and liabilities
on the basis of their contractual terms and other relevant factors, including estimates of prepayments and defaults. The
aggregate principal balances and interest cash flows across all portfolios over time form the basis for identifying gains
and losses on the effective portions of derivatives designated as cash flow hedges of forecast transactions. Gains and
losses are initially recognized in other comprehensive income, in the cash flow hedging reserve, and are transferred to
the income statement when the forecast cash flows affect the income statement.

Fair value of derivatives designated as cash flow hedges

2011 2010
Assets Liabilities Assets Liabilities
$m $m $m $m
Foreign exchange..........ceeeveeieieieeieeeeeee e 87 9 - -
Interest rate...........cooeeviieeeiiiiiee e 497 97 259 54

The schedule of forecast principal balances on which the expected interest cash flows arise as at 31 December is as follows:

2011
More than More than
3 months 1 year
3 months butless than but less than 5 years
or less 1 year 5 years or more
$m $m $m $m
ASSCES 1ttt 19,190 15,454 12,201 1,157
Liabilities ......coooiiiiiiiiiiiiic (7,154) (6,854) (6,004) (55)
Net cash inflow/(outflow) exposure..........cccceevveuennne 12,036 8,600 6,197 1,102

99



HSBC BANK CANADA

Notes on the Consolidated Financial Statements (continued)

11 Derivatives (continued)

2010

More than More than

3 months 1 year
3 months but less than  but less than 5 years
or less 1 year 5 years or more
$m $m $m $m
ASSELS ... 11,066 10,536 8,912 1,200
LAabilities ...covvveieieiiiiiiciicccccceecce (2,419) (1,819) (1,594) —
Net cash inflow/(outflow) exposure..........cccceevueruennnne 8,647 8,717 7,318 1,200

The gains and losses on ineffective portions of such derivatives are recognized immediately in ‘Net trading income’.
During 2011, a loss of $1m (2010: loss of $4m) was recognized due to hedge ineffectiveness.

The following tables summarize the fair values of the bank’s derivative portfolio at 31 December segregated between
derivatives that are in a favourable or receivable position and those in an unfavourable or payable position. Fair values
of derivative instruments are determined using quoted market prices.

2011
Trading Hedging Total
Favourable  Unfavourable Favourable  Unfavourable
position position  Net position position position  Net position ~ Net position
$m $m $m $m $m $m $m
Interest rate
contracts
Swaps ....ccceueee. 547 “@77) 70 499 (224) 275 345
Forward rate
agreements ... - A3) A3) - - - A3
Caps....cceovenuenne 1 1 2 - - - 2
548 479) 69 499 (224) 275 344
Foreign exchange
contracts
Spot contracts .. 2 - 2 - - - 2
Forward
contracts........ 568 (592) 24) - - - (24)
Currency swaps
and options.... 464 407) 57 87 ) 78 135
1,034 999) 35 87 (&) 78 113
Other derivative
contracts
Commodity
contracts........ 35 35) - - - - -
1,617 (1,513) 104 586 (233) 353 457
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11 Derivatives (continued)

Trading Hedging Total
Favourable  Unfavourable Favourable  Unfavourable
position position  Net position position position ~ Net position ~ Net position
$m $m $m $m $m $m $m
Interest rate
contracts
SWaps ....cceeeee. 154 (113) 41 273 (62) 211 252
Caps..ccoeveeneeane - - - - - - -
154 (113) 41 273 (62) 211 252
Foreign exchange
contracts
Spot contracts .. 1 2) (1) - - - (1)
Forward
contracts........ 563 (652) (89) - - - (89)
Currency swaps
and options.... 372 (332) 40 - — — 40
936 (986) (50) - — - (50)
1,090 (1,099) 9 273 (62) 211 202
12 Financial investments
Financial investments comprise the following:
31 December 31 December 1 January
2011 2010 2010
$m $m $m
Financial investments
Not subject to repledge or resale by counterparties.................... 19,168 16,149 13,033
Available-for-sale
Treasury bills and other eligible bills.........cccccooeieviriiiiieeeee 1,716 2,898 2,655
DEDt SECUITEIES ....uvviiieeieeeeiee ettt ettt ereeeeaee e 17,452 13,234 10,359
EQUILY SECUTTHIES ...euvtevieniiieeiceieie e - 17 19
19,168 16,149 13,033
The term to maturity of debt securities included within financial investments are as follows:
31 December 31 December 1 January
2011 2010 2010
$m $m $m
Debt Securities
Term to maturity
Less than 1 YEaTr ...cc.vcveiieieieieeeceeeiee et 2,735 2,323 614
1=5 YRATS . ueie ettt ettt 14,191 10,857 9,449
510 YEATS ..ttt ettt ne s 526 54 294
NO SPECITIC MATUTTEY ..ottt - — 2
17,452 13,234 10,359
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Financial investments (continued)

13

Included within the above figures for the bank are debt securities issued by banks and other financial institutions
of $1,541m (31 December 2010: $1,265m; 1 January 2010: $917m) of which $270m (31 December 2010: $852m;
1 January 2010: $917m) are guaranteed by various governments.

Included in the available-for-sale debt securities are debt securities issued by governments of $15,590m
(31 December 2010: $11,863m; 1 January 2010: $8,941m).

Assets held for sale

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 and related wealth management business. The transaction closed
on 1 January 2012.

On closing, the assets of the full-service business were transferred including accounts receivable, client accounts,
certain contracts and goodwill. The assets, liabilities and profit relating to the business are 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. Assets and liabilities are included within ‘Other assets’ and ‘Other
liabilities’ respectively as follows:

2011
$m
Current assets
TTAAINE ASSELS 1..veuveueeeeienteetteitet ettt ettt et e et e te et e bt st e st e et sheese e e e s bt eseemee st e eneenteebeeseentenbeeneeneeneeeneenes 36
PrEPAYIMENLS ..ottt ettt ettt ettt 5
ONET ASSELS ..ttt ettt ettt et e et s bt e bt et s bt e st ea b e s bt es e em b e s bt eatente bt eaeeat et e ebe et e naeeneenee 17
58
Non-current assets
Goodwill and INtANZIDIC ASSELS ......eeveeiiiieieieiieeiee ettt ettt ettt eee e 3
INCIUAEA 1N OtHET ASSELS ...veuteetieiieiieti ettt ettt ettt ettt e et e st e s be e st et e s teese et esbeeseeneesaeeneaneenseeneenes 61
Current liabilities
Trading HADIIILIES ....eouveiietieiieieeit ettt sttt ettt et st e st et e s s e e st ensesbeeseensesseeseensenseeseenes (310)
Accruals and deferred INCOME .........c.ooouiiiuiiiiiiie ettt et et eteeeae e e eeaaeennas 5)
Other HADIIIEICS. .. .oviiieiicie ettt ettt et e e e tb e et eete e beeeteesaseesseenseeseesseesaseenneas A3)
Included in Other THADIIEIES ......ccviiiieeieieiecti ettt ettt ettt sbeese s e beessenaesseeseenes (318)
INEt AISPOSAL ZIOUP ..ttt ettt sttt eb e e et sbeett et e ebeebt et e sbeebeenaenbeeaean (257)

In 2011, $14m of charges were incurred relating to this transaction. A gain relating to the sale will be recorded in the
first quarter of 2012. Trading liabilities represents customers’ deposits in their broker trading accounts. On closing, cash
representing these amounts was transferred to the purchaser.
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The following table provides an analysis of the interest rate sensitivity position based on contractual repricing dates

of assets and liabilities.
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15

Transfers of financial assets not qualifying for derecognition

The bank enters into transactions in the normal course of business by which it transfers recognized financial assets

directly to third parties or to SPEs.

Derecognition occurs when the bank transfers its contractual right to receive cash flows from the financial assets, or
retains the right but assumes an obligation to pass on the cash flows from the asset, and transfers substantially all the
risks and rewards of ownership. The risks typically include credit, interest rate, prepayment and other price risks.

The following table analyzes the carrying amount of financial assets as at 31 December that did not qualify for

derecognition during the year and their associated financial liabilities:

Financial assets and associated liabilities not qualifying for derecognition

2011 2010
Carrying Carrying
Carrying amount of Carrying amount of
amount of associated amount of associated
assets liabilities assets liabilities
$m $m $m $m
Nature of transaction
ASSEt SCCUTHZE ..o 7,838 7,989 7,939 8,110
Mortgages sold with recourse ..........cccoevrveriennne. 1,487 1,487 1,186 1,185
Repurchase agreements..........cccoeeveerienireeniennenne. 515 516 299 301
Securities lending agreements..............cccceeveruennene 25 25 119 119
9,865 10,017 9,543 9,715
16 Property, plant and equipment
Freehold Leasehold Equipment,
land and improve- fixtures
buildings ments  and fittings Total
$m $m $m $m
Cost or fair value
At 1 January 2011 ..o 2 148 133 283
Additions at COSt ...evvrveiieeieieieeieeieie et 1 27 18 46
DiSPOSALS ... - 31 (18) 49)
ORET .o - - (6) (6)
At 31 December 2011 .........cccoooovviiiiiieieieeeee 3 144 127 274
Accumulated depreciation and impairment
At 1 January 2011 ..o - (79) (81) (160)
Depreciation charge for the year...........c.ccevenne.e. - (18) (19) 37
DiSPOSALS .. - 28 17 45
OFRET .o 2) A3 6 1
At 31 December 2011 ........ccccoviiinieininiiiieene 2) (72) (77) (151)
Net carrying amount at 31 December 2011 ............ 1 72 50 123
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16 Property, plant and equipment (continued)
Freehold Leasehold  Equipment,
land and improve- fixtures
buildings ments and fittings Total
$m $m $m $m
Cost or fair value
At 1 January 2010 ..c.coooveiviinincieieccecce 20 155 127 302
Additions at COSt ...evvrureieriirieienecieiesec e - 13 23 36
DiSPOSaALS ..cueeieiieieiiceee (19) (20) (17) (56)
Other ..o 1 - - 1
At 31 December 2010 .....c.coeeiieineieincinecenecen 2 148 133 283
Accumulated depreciation and impairment
At 1 January 2010 ..c.coooveiviinincieieccecce 3) (78) 77) (158)
Depreciation charge for the year.........c.cccevennenne. - (20) (20) (40)
DiSPOSaALS ..cueiieiieieicee 5 19 15 39
Other ..o 2) - 1 @)
At 31 December 2010 ........ccveevieiriiiieeieeiecie s - (79) (81) (160)
Net carrying amount at 31 December 2010 ................ 2 69 52 123
17 Investments in subsidiaries
HSBC Bank Canada wholly-owns the following principal subsidiaries:
Subsidiary Place of incorporation Shareholders’ equity
HSBC South Point Investments (Barbados), LLP St. Michael, Barbados 1,061
HSBC Financial Corporation Limited Toronto, Ontario, Canada 368
HSBC Securities (Canada) Inc. Toronto, Ontario, Canada 195
HSBC Mortgage Corporation (Canada) Vancouver, British Columbia, Canada 132
HSBC Capital (Canada) Inc. Vancouver, British Columbia, Canada 83
HSBC Trust Company (Canada) Vancouver, British Columbia, Canada 66
Household Trust Company Toronto, Ontario, Canada 30
HSBC Loan Corporation (Canada) Vancouver, British Columbia, Canada 12
HSBC Global Asset Management (Canada) Limited =~ Vancouver, British Columbia, Canada 11
See also note 28(a) in respect of HSBC Canada Asset Trust.
18 Other assets
31 December 31 December 1 January
2011 2010 2010
$m $m $m
Accounts receivable and Other............coceveerinencinincncecee, 137 230 264
DEfRITEA taX ..vevenieiieiieieieieee e 139 133 166
CUITENE TAX ettt ettt sttt s 15 7 20
Other non-financial ASSELS ........ccoevreruirieiririneicreceeeeeeeee 131 181 6
Assets held for sale (NOte 13)....cueiiriiiiiiieieeceeee e 61 - -
INVeStMEnNts N ASSOCTIALES .....evveueerereieiieieeeeieee ettt 57 43 44
Due from clients, dealers and clearing corporations..............ccccceeeuee 11 6 66
FOrecloSed aSSELS......cvueruiiieiiriiiieiesit ettt 8 10 9
559 610 575
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Goodwill and intangible assets

GOOAWILL ..o
Internally generated computer SOftware............c.oceveeievieneeiecieeieenee

31 December 31 December 1 January
2011 2010 2010

$m $m $m

23 26 26

53 68 73

76 94 99

During 2011, no goodwill impairment was recognized (2010: $nil). Impairment testing in respect of goodwill is
performed annually. The review of goodwill impairment represents management’s best estimates. These values are
sensitive to the cash flows projected for the periods for which detailed forecasts are available, and to assumptions
regarding the long-term sustainable pattern of cash flows thereafter. While the acceptable range within which
underlying assumptions can be applied is governed by the requirement for resulting forecasts to be compared with
actual performance and verifiable economic data in future years, the cash flow forecasts necessarily and appropriately
reflect management’s view of future business prospects. The process of identifying and evaluating goodwill impairment
is inherently uncertain because it requires significant management judgment in making a series of estimations, the

results of which are highly sensitive to the assumptions used.

20 Trading liabilities
31 December 31 December 1 January
2011 2010 2010
$m $m $m
Other debt SECUTItIES N ISSUE ...vvvvivviiiieiieeeeiee ettt 175 98 56
Customer trading liabilitieS..........ceevevierieriiieiecieeieiee e 1,516 1,402 1,606
Other liabilities — net ShOrt POSTHONS ....c..evvveeveieriieiieieie e 1,305 1,264 1,150
2,996 2,764 2,812
21 Debt securities in issue

31 December 31 December 1 January
2011 2010 2010
$m $m $m
Bonds and medium term NOLES..........eeveiiiiiiieeiiiiieiee e 10,168 12,535 11,862
Money market INStIUMENLS ...c..ceverviririerieriiniieiese e 3,159 2,281 4,373
13,327 14,816 16,235

Debt securities are carried at cost
31 December 31 December 1 January
2011 2010 2010
$m $m $m

Term to maturity

Less than 1 Year ....cc.eiieiiiiiieieeeeee e 4,856 5,104 6,998
To5 WRATS .ttt 7,464 8,704 9,074
5710 YEATS .ttt ettt 1,007 1,008 163
13,327 14,816 16,235
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22 Financial liabilities designated at fair value

31 December 31 December 1 January

2011 2010 2010

$m $m $m

Debt securities in issue and medium term Notes...........c..ceeeeveeereeennnns 580 568 736
Subordinated debentures (NOte 24) .......ccecvvirverieirinenieieesesesieeenens 426 415 402
1,006 983 1,138

The carrying amount at 31 December 2011 of financial liabilities designated at fair value was $35m higher
(31 December 2010: $25m higher and 1 January 2010: $19m higher) than the contractual amount at maturity. At
31 December 2011, the cumulative amount of change in fair value attributable to changes in credit risk was a gain of
$22m (31 December 2010: $12m gain and 1 January 2010: $19m gain).

23 Other liabilities

31 December 31 December 1 January

2011 2010 2010

$m $m $m

Mortgages Sold With TECOUTSE ......ccueevieieriieiieieieeiieieieee e 1,487 1,185 915
AcCCOUNTS PAYADIC .....ovieiieiieiieiieiee e 178 151 (20)
Share based payment liability .........cccccoeeierierieiieninieiee e 16 27 28

DEfRITEd taX ...veviieiieiieieieee et 1 1 1
CUITENE TAX ettt ettt e 187 76 56
Liabilities held for sale (N0te 13) ....cccoooveieriiieieiieec e 318 — —
2,187 1,440 980

24 Subordinated liabilities

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

Foreign .
Year of Currency Carrying amount
Maturity Amount 2011 2010

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

8221 e 2094 US$85 86 84
Issued to third parties

BLOB e 2021 200 200

A80% s 2022 426 415

30 day bankers’ acceptance rate plus 0.50%......... 2083 40 40
Total debentures...........ccevveeireeinincireereccrecene 752 739

Less: designated at fair value (note 22) ................ (426) (415)
Debentures at amortized COSt.......ccevveerivenueriennennnn. 326 324

Effective 20 July 2010 and until it resets on 20 July 2015 the interest rate is fixed at 2.478% (previously 4.822%). These debentures are
in a fair value hedging relationship which is adjusted for the fair value of the hedged risk.

2 The interest rate is fixed at 4.94% until March 2016 and thereafter the rate reprices at the 90 day average bankers’ acceptance rate
plus 1%.

Interest rate is fixed at 4.8% until 10 April 2017 and thereafier interest is payable at an annual rate equal to the 90 day bankers’
acceptance rate plus 1%. These debentures are designated as held for trading under the fair value option.

W

108



25 Fair values of financial instruments

Control framework

Fair values are subject to a control framework designed to ensure that they are either determined, or validated, by
a function independent of the risk-taker. To this end, ultimate responsibility for the determination of fair values lies
with the bank’s finance department, (‘Finance’). Finance establishes the accounting policies and procedures governing
valuation, and is responsible for ensuring that they comply with all relevant accounting standards.

For all financial instruments where fair values are determined by reference to externally quoted prices or observable
pricing inputs to models, independent price determination or validation is utilized. In inactive markets, direct
observation of a traded price may not be possible. In these circumstances, the bank will source alternative market
information to validate the financial instrument’s fair value, with greater weight given to information that is considered
to be more relevant and reliable. The factors that are considered in this regard are, inter alia:

— the extent to which prices may be expected to represent genuine traded or tradable prices;

— the degree of similarity between financial instruments;

— the degree of consistency between different sources;

— the process followed by the pricing provider to derive the data;

— the elapsed time between the date to which the market data relates and the reporting date; and
— the manner in which the data was sourced.

Models provide a logical framework for the capture and processing of necessary valuation inputs. For fair values
determined using a valuation model, the control framework may include, as applicable, independent development or
validation of (i) the logic within valuation models; (ii) the inputs to those models; (iii) any adjustments required outside
the valuation models; and, (iv) where possible, model outputs. Valuation models are subject to a process of due diligence
and calibration before becoming operational and are calibrated against external market data on an ongoing basis.

Determination of fair value
Fair values are determined according to the following hierarchy:

(a) Level 1 — quoted market price: financial instruments with quoted prices for identical instruments in active
markets.

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

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

The best evidence of fair value is a quoted price in an actively traded market. In the event that the market for a financial
instrument is not active, a valuation technique is used. The judgement as to whether a market is active may include, but
is not restricted to, the consideration of factors such as the magnitude and frequency of trading activity, the availability
of prices and the size of bid/offer spreads. In inactive markets, obtaining assurance that the transaction price provides
evidence of fair value or determining the adjustments to transaction prices that are necessary to measure the fair value
of the instrument requires additional work during the valuation process.

The majority of valuation techniques employ only observable market data, and so the reliability of the fair value measurement
is high. However, certain financial instruments are valued on the basis of valuation techniques that feature one or more
significant market inputs that are unobservable, and for them, the derivation of fair value is more judgmental. An instrument
in its entirety is classified as valued using significant unobservable inputs if, in the opinion of management, a significant
proportion of the instrument’s carrying amount and/ or inception profit (‘day 1 gain and loss’) is driven by unobservable
inputs. ‘Unobservable’ in this context means that there is little or no current market data available from which to determine
the level at which an arm’s length transaction would be likely to occur. It generally does not mean that there is no market
data available at all upon which to base a determination of fair value (consensus pricing data may, for example, be used).
Furthermore, in some cases the majority of the fair value derived from a valuation technique with significant unobservable
inputs may be attributable to the observable inputs. Consequently, the effect of uncertainty in the determining unobservable
inputs will generally be restricted to uncertainty about the overall fair value of the financial instrument being measured.
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25 Fair value of financial instruments (continued)

Determination of fair value (continued)

In certain circumstances, primarily where debt is hedged with interest rate derivatives or structured notes issued, the
bank uses fair value to measure the carrying value of its own debt in issue. The bank records its own debt in issue at
fair value, based on quoted prices in an active market for the specific instrument concerned, if available. When quoted
market prices are unavailable, the own debt in issue is valued using valuation techniques, the inputs for which are either
based upon quoted prices in an inactive market for the instrument, or are estimated by comparison with quoted prices
in an active market for similar instruments. In both cases, the fair value includes the effect of applying the credit spread
which is appropriate to the bank’s liabilities. For all issued debt securities, discounted cash flow modelling is used to
separate the change in fair value that may be attributed to the bank’s credit spread movements from movements in other
market factors such as benchmark interest rates or foreign exchange rates. Specifically, the change in fair value of issued
debt securities attributable to the bank’s own credit spread is computed as follows: for each security at each reporting
date, an externally verifiable price is obtained or a price is derived using credit spreads for similar securities for the same
issuer. Then, using discounted cash flow, each security is valued using a risk-free discount curve. The difference in the
valuations is attributable to the bank’s own credit spread. This methodology is applied consistently across all securities.

Structured notes issued and certain other hybrid instrument liabilities are included within trading liabilities and are
measured at fair value. The credit spread applied to these instruments is derived from the spreads at which the bank
issues structured notes. These market spreads are significantly smaller than credit spreads observed for plain vanilla
debt or in the credit default swap markets.

Gains and losses arising from changes in the credit spread of liabilities issued by the bank reverse over the contractual
life of the debt, provided that the debt is not repaid early. All net positions in non-derivative financial instruments, and
all derivative portfolios, are valued at bid or offer prices as appropriate. Long positions are marked at bid prices; short
positions are marked at offer prices.

The fair value of a portfolio of financial instruments quoted in an active market is calculated as the product of the
number of units and its quoted price and no block discounts are made.

Transaction costs are not included in the fair value calculation, nor are the future costs of administering the over the
counter derivative portfolio. These, along with trade origination costs such as brokerage fees and post-trade costs, are
included either in ‘fee expense’ or in ‘total operating expenses’.

A detailed description of the valuation techniques applied to instruments of particular interest follows:
— Private equity

The bank’s private equity positions are generally classified as available-for-sale and are not traded in active
markets. In the absence of an active market, an investment’s fair value is estimated on the basis of an analysis of
the investee’s financial position and results, risk profile, prospects and other factors, as well as by reference to
market valuations for similar entities quoted in an active market, or the price at which similar companies have
changed ownership. The exercise of judgment is required because of uncertainties inherent in estimating fair value
for private equity investments.

— Debt securities, treasury and other eligible bills, and equities

The fair value of these instruments is based on quoted market prices from an exchange, dealer, broker, industry
group or pricing service, when available. When unavailable, the fair value is determined by reference to quoted
market prices for similar instruments, adjusted as appropriate for the specific circumstances of the instruments.

Iliquidity and a lack of transparency in the market for asset-backed securities has resulted in less observable data
being available. While quoted market prices are generally used to determine the fair value of these securities,
valuation models are used to substantiate the reliability of the limited market data available and to identify whether
any adjustments to quoted market prices are required.

In the absence of quoted market prices, fair value is determined using valuation techniques based on the calculation
of the present value of expected future cash flows of the assets. The inputs to these valuation techniques are derived
from observable market data and, where relevant, assumptions in respect of unobservable inputs. In respect of
asset-backed securities and mortgages, the assumptions may include prepayment speeds, default rates and loss
severity based on collateral type, and performance as appropriate. The valuation output is benchmarked for
consistency against observable data for securities of a similar nature.
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25 Fair value of financial instruments (continued)

Determination of fair value (continued)

Derivatives

Over-the-counter (i.e. non-exchange traded) derivatives are valued using valuation models. Valuation models
calculate the present value of expected future cash flows, based upon ‘no-arbitrage’ principles. For many vanilla
derivative products, such as interest rate swaps and European options, the modeling approaches used are standard
across the industry. For more complex derivative products, there may be some differences in market practice. Inputs
to valuation models are determined from observable market data wherever possible, including prices available from
exchanges, dealers, brokers or providers of consensus pricing. Certain inputs may not be observable in the market
directly, but can be determined from observable prices via model calibration procedures. Finally, some inputs are
not observable, but can generally be estimated from historical data or other sources. Examples of inputs that are
generally observable include foreign exchange spot and forward rates, benchmark interest rate curves and volatility
surfaces for commonly traded option products. Examples of inputs that may be unobservable include volatility
spreads, in whole or in part, for less commonly traded option products, and correlations between market factors
such as foreign exchange rates, interest rates and equity prices.

Structured notes

The fair value of structured notes is derived from the fair value of the underlying debt security as described above,
and the fair value of the embedded derivative is determined as described in the paragraph above on derivatives.

Bases of valuing financial assets and liabilities measured at fair value

The table below provides an analysis of the various bases described above which have been deployed for valuing
financial assets and financial liabilities measured at fair value in the consolidated financial statements.

Valuation techniques
Level Level 3 with

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

At 31 December 2011
Assets
Trading aSSELS......cevververieierieeieeieieeee e 2,240 2,347 - 4,587
DETIVALIVES ..ottt - 2,081 122 2,203
Financial investments: available-for-sale.................... 17,039 2,110 19 19,168
Liabilities
Trading lHabilities .......cccoeoeriririieenieeeccee e 2,523 465 8 2,996
Financial liabilities at fair value..........cccccoevveeeeveeenneen. - 426 580 1,006
DETIVALIVES ..t - 1,703 43 1,746
At 31 December 2010
Assets
Trading @SSELS......cvvirveeieieriieeieiesie et eee e 2,206 1,741 - 3,947
DETIVALIVES ..ttt - 1,285 78 1,363
Financial investments: available-for-sale.................... 14,397 1,732 20 16,149
Liabilities
Trading lHabilities .......ccecvrerierieininieieeeceeeeen 2,507 212 45 2,764
Financial liabilities at fair value...........cccceeevveeeveenens - 415 568 983
DETIVALIVES ..t - 1,161 - 1,161
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25 Fair value of financial instruments (continued)

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

Assets Liabilities
Available- Held for Held for  Designated
for-sale Trading Derivatives trading at fair value  Derivatives
Sm Sm Sm Sm $Sm $m

At 1 January 2011 ..... 20 - 78 45 568 -
Total gains or losses

recognized in

profit or loss ........ 6 - 44 a) 12 43
Purchases.................. - - - 13 - -
Settlements................. (@) - - ()] - -
Transfer out............... - - - 43) - -
Transfer in................. - - - 2 - -
At 31 December 2011 19 - 122 8 580 43
Total gains or losses

recognized in profit

or loss relating to

those assets and

liabilities held

at the end of the

reporting period.... 3 - 44 - 12 43

Assets Liabilities
Available- Held for Held for Designated
for-sale Trading  Derivatives trading at fair value ~ Derivatives
$m $m $m $m $m $m

At 1 January 2010..... 35 256 14 119 536 2
Total gains or losses

recognized in

profit or loss ........ 2) 21 64 ) 32 2)
Purchases.................. - - - 19 - -
Sales.....ccvvrierenienenn - (277) - (60) - -
Settlements................ (13) - - - - -
Transfer out............... - - - (31) - -
Transfer in................. — — — 7 — —
At 31 December 2010 20 — 78 45 568 —
Total gains or losses

recognized in profit

or loss relating to

those assets and

liabilities held

at the end of the

reporting period.... 6 - 64 2 32 -

During 2011 and 2010, there were no significant transfers between Level 1 and 2.

For assets and liabilities classified as held for trading, realized and unrealized gains and losses are presented in
the income statement under ‘Trading income excluding net interest income’. The income statement line item ‘Net
income from financial instruments designated at fair value’ captures fair value movements on all financial instruments
designated at fair value and related derivatives.
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25 Fair value of financial instruments (continued)

Reconciliation of fair value measurements in Level 3 of the fair value hierarchy (continued)

Realized gains and losses from available-for-sale securities are presented under ‘Gains less losses from financial
investments’ in the income statement while unrealized gains and losses are presented in ‘Fair value gains’ taken to
equity within ‘Available-for-sale investments’ in other comprehensive income.

Fair values of financial instruments not carried at fair value

Fair values at the balance sheet date of the assets and liabilities set out below are estimated for the purpose of disclosure
at follows:

i) Loans and advances to banks and customers

The fair value of loans and advances is based on observable market transactions, where available. In the absence
of observable market transactions, fair value is estimated using discounted cash flow models. Performing loans
are grouped, as far as possible, into homogeneous pools segregated by maturity and coupon rates. In general,
contractual cash flows are discounted using the bank’s estimate of the discount rate that a market participant would
use in valuing instruments with similar maturity, repricing and credit risk characteristics.

The fair value of a loan portfolio reflects both loan impairments at the reporting date and estimates of market
participants’ expectations of credit losses over the life of the loans. For impaired loans, fair value is estimated by
discounting the future cash flows over the time period in which they are expected to be recovered.

ii) Deposits by banks and customer accounts

For the purposes of estimating fair value, deposits by banks and customer accounts are grouped by residual
maturity. Fair values are estimated using discounted cash flows, applying current rates offered for deposits of
similar remaining maturities. The fair value of a deposit repayable on demand is assumed to be the amount payable
on demand at the reporting date.

iii) Debt securities in issue and subordinated liabilities

Fair values are determined using quoted market prices at the reporting date where available, or by reference to
quoted market prices for similar instruments.

The fair values in this note are stated at a specific date and may be significantly different from the amounts which
will actually be paid on the maturity or settlement dates of the instruments. In many cases, it would not be possible to
realize immediately the estimated fair values given the size of the portfolios measured. Accordingly, these fair values
do not represent the value of these financial instruments to the bank as a going concern.

For all classes of financial instruments, fair value represents the product of the value of a single instrument, multiplied
by the number of instruments held.

The following table lists financial instruments whose carrying amount is a reasonable approximation of fair value
because, for example, they are short-term in nature or reprice to current market rates frequently:

Assets Liabilities

Cash and balances at central bank Items in the course of transmission to other banks
Items in the course of collection from other banks Acceptances

Customers’ liability under acceptances Short-term payables within ‘Other liabilities’
Short-term receivables within ‘Other assets’ Accruals

Accrued income
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25 Fair value of financial instruments (continued)

Fair values of financial instruments which are not carried at fair value on the statement of financial position

31 December 2011

31 December 2010

Carrying
amount Fair value
$m $m
Assets

Loans and advances to banks..............cccccevveneen. 4,530 4,530
Loans and advances to customers...............cveeene. 44,284 44,534

Liabilities
Deposits by banks .........cccecveeveviieieieienieieieee 1,377 1,377
CuStOmEer aCCOUNTS ......vvvieeeeireeeeeeeireeeeeeeieeeeeeeenes 46,614 46,995
Debt securities in iSSUC........ccvvreevueeevvieeiieeeiieeenns 13,327 13,393
Subordinated liabilities ...........cccceevvrvieeiieieeneens 326 340

Carrying
amount
$m

5,792
45,218

967
45,492
14,816

324

Fair value
$m

5,792
45,605

967
46,016
14,829

310

Further discussion of the bank’s liquidity and funding management can be found in the audit sections of ‘Risk Management’ within the

Management s Discussion and Analysis on pages 32 to 54 of the Annual Report.

26 Assets charged as security for liabilities and collateral accepted as security for assets

a  Assets charged as security for liabilities and contingent obligations

In the ordinary course of business, we pledge assets recorded on our consolidated statement of financial position
in relation to securitization activity, mortgages sold with recourse, securities lending and securities sold under
repurchase agreements. These transactions are conducted under terms that are usual and customary to standard
securitization, mortgages sold with recourse, securities lending and repurchase agreements. In addition, we also
pledge assets to secure our obligations within payment and depository clearing systems.

Financial assets pledged to secure recognized liabilities and on the statement of financial position and obligations

within payment and depository clearing systems:

Residential MOTtZAZES ........oivieiiiieieeiieete ettt nbe e neens
DIEDt SECUITHIES. ...ttt ettt
EQUILY SECUTTEIES ...ttt ettt sttt st ebesaeeneens

2011 2010
$Sm $m

29 4
6,933 8,650
3,059 920
9 74
10,030 9,648

The bank is required to pledge assets to secure its obligations in the Large Value Transfer System (“LVTS”), which
processes electronically in real-time large value and time-critical payments in Canada. In the normal course of
business, pledged assets are released upon settlement of the bank’s obligations at the end of each business day.
Only in very rare circumstances are we required to borrow from the Bank of Canada to cover any settlement
obligations. Under those circumstances, the pledged assets would be used to secure the borrowing. No amounts
were outstanding under this arrangement at 31 December 2011, or 2010. Consequently, the assets pledged with

respect to the bank’s LVTS obligations have not been included in the table above.

b Collateral accepted as security for assets

The fair value of financial assets accepted as collateral that the bank is permitted to sell or repledge in the absence
of default is $2,856m (2010: $7,694m). The fair value of financial assets accepted as collateral that have been sold

or repledged is $164m (2010: $980m). The bank is obliged to return equivalent assets.

These transactions are conducted under terms that are usual and customary to standard securities borrowing and

reverse repurchase agreements.
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27 Share Capital

Authorized:

Preferred — Unlimited number of Class 1 preferred shares in one or more series and unlimited number of Class 2
preferred shares in one or more series. We may, from time to time, divide any unissued Class 1 preferred shares into
separate series and fix the number of shares in each series along with the associated rights, privileges, restrictions
and conditions.

Common — 993,677,000 shares.

Issued and fully paid:

2011 2010
Share Share
Number of capital Number of capital
shares $m shares $m
Preferred shares Class 1
Series Cl ..o 7,000,000 175 7,000,000 175
Series D2 ... 7,000,000 175 7,000,000 175
Series E? ..o 10,000,000 250 10,000,000 250
Preferred shares Class 2
Series B ....c.ooirieiecceen 86,450,000 346 86,450,000 346
110,450,000 946 110,450,000 946
Common Shares.........ccevverieieirenieieeeceeseeeeee e 498,668,000 1,225 498,668,000 1,225
1 The shares are non-voting, non-cumulative and redeemable. Each share yields 5.1%, payable quarterly, as and when declared. During

2011 and 2010, $9m in dividends were declared and paid. The shares were not redeemable by the bank prior to 30 June 2010. Subject to
regulatory approval, we may redeem the shares, in whole or in part, for cash commencing 30 June 2010, at a declining premium up to
30 June 2014, and at par thereafier. In each case, declared and unpaid dividends will also be paid thereon to the date fixed for redemption.
We may also, at any time, but only with the prior consent of the regulator, give shareholders notice that they have the right, at their option,
to convert their shares into a new series of Class 1 Preferred Shares on a share-for-share basis.

2 The shares are non-voting, non-cumulative and redeemable. Each share yields 5%, payable quarterly, as and when declared. During 2011

and 2010, $9m in dividends were declared and paid.

The shares were not redeemable by the bank prior to 31 December 2010. Subject to regulatory approval, we may redeem the shares, in

whole or in part, for cash commencing 31 December 2010 at a declining premium up to 31 December 2014, and at par thereafter. In each

case, declared and unpaid dividends will also be paid thereon to the date fixed for redemption.

We may also, at any time but only with the prior consent of the regulator, give shareholders notice that they have the right, at their option,

to convert their shares into a new series of Class 1 Preferred Shares on a share-for-share basis.

The shares are non-voting, non-cumulative and redeemable shares with a par value of $25 each. Each share yields 6.6%, payable

quarterly, as and when declared. During 2011 and 2010, $16m in dividends were declared and paid.

The shares are not redeemable by the bank prior to 30 June 2014. Subject to regulatory approval, we may redeem the shares, in whole or

in part, for cash commencing 30 June 2014 and on 30 June every five years thereafter at par. In each case, declared and unpaid dividends

will also be paid thereon to the date fixed for redemption.

We may also, at any time but only with the prior consent of the regulator, give shareholders notice that they have the right, at their option,

to convert their shares into a new Series of Class 1 Preferred Shares (Series F) on a share-for-share basis.

4 The shares are voting and non-cumulative. During 2011 and 2010, $27m in dividends were declared and paid. Each share yields 7.75%,
payable quarterly, as and when declared. Holders are entitled to one vote for each share held.

w

Dividend restrictions:

We have covenanted that if HSBC Canada Asset Trust (‘the Trust’) fails to pay the indicated yield in full on the HSBC
HaTS™, we will not declare dividends on any of our shares unless the Trust first pays the indicated yield (note 28(a)).
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28 Non-controlling interest in trust and subsidiary

Non-controlling interest in trust and subsidiary comprises:

2011 2010

Sm $m

HSBC Canada ASSEt TIUSE ....cc.eeieieeiieieieeit ettt nae s 200 200
HSBC Mortgage Corporation (Canada)...........cceeereeierereeienenieeiesie e 30 30
230 230

a

HSBC Canada Asset Trust

HSBC Canada Asset Trust (‘the Trust’) is a closed-end trust. The Trust was established by HSBC Trust Company
(Canada), our wholly-owned subsidiary, as trustee. The Trust’s objective is to hold qualifying assets which will
generate net income for distribution to holders of securities issued by the Trust (‘HSBC HaTS™). The Trust
assets are primarily undivided co-ownership interests in pools of Canada Mortgage and Housing Corporation and
Genworth Financial Mortgage Insurance Company Canada insured first mortgages originated by the bank, and
Trust deposits with the bank.

Unless we fail to declare dividends on our preferred shares, the Trust will make non-cumulative, semi-annual cash
distributions to the holders of the HSBC HaTS™. We have covenanted that if the Trust fails to pay the indicated
yield in full on the HSBC HaTS™, we will not declare dividends on any of our shares unless the Trust first pays
the indicated yield (note 27).

2011 2010
Units $m Units $m
HaTS™ — Series 2015 ..o 200,000 200 200,000 200

Each Series 2015 unit was issued at $1,000 per unit to provide an effective annual yield of 5.149% to 30 June
2015 and the six month bankers’ acceptance rate plus 1.5% thereafter. The units are not redeemable by the holders.
The Trust may redeem the units on 30 June 2010 and on any distribution date thereafter, subject to payment of a
premium in certain circumstances and regulatory approval.

b
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HSBC Mortgage Corporation (Canada)

The bank holds $30m, a 100% interest, of class B perpetual preferred shares issued by HSBC Mortgage Corporation
(Canada) (“HMC”), a wholly-owned subsidiary. No dividends were paid or payable on these perpetual preferred
shares for the years ended 31 December 2011 and 2010. Dividends may be declared at the discretion of the directors
of HMC.



29 Notes on the statement of cash flows

Non-cash items included in profit before tax

Depreciation and amortiZation...........c.co.eeeveueerieueinieenieteineeeeieeeeete et
Share-based PaymMeNt EXPENSE ........ccuerueeererierierietirteeesietesterteeeteetesseeeseesessesseseesessesaenes
Loan impairment charges and other credit risk provisions...........c.cceeeeeeveriereeieriennns
Charge for defined benefit pension plans..........coceeieierienieieiieseeiee e

Change in operating assets

Change in prepayment and accrued INCOME ..........ecveveeiririerieirireieeeeete e
Change in net trading securities and net derivatives...........cocecvvererenieenenenieeeesens

Change in loans

and advances t0 CUSTOIMETS ... ....ovverieeieeeeieeeeeieeeeeeeteeeereeeeereeeeereee e

Change 1N OthET @SSEES.......ieveieeiieieieeiieteie st etteteste et etesteeseesaesteeseessesseeseessesseeseensenseas

Change in operating liabilities

Change in accruals and deferred INCOME ..........ccovirieieiiiiiiieiieeeeeeee e
Change in deposits DY DaANKS.........coerieiririiriiieireiee e
Change N CUSLOMET ACCOUNTS.........eevervierieierteerteiesteeseetesteeseesesseeseensesseeseessessesseessessens
Change in debt SECUTTLIES TN ISSUEC ......eevievieieriieeieieeteeeieie et eeesieeseeeesteeseesaesseeseeneenaeas
Change in financial liabilities designated at fair value ............ccooceeeiecieniniecieneeieieee
Change in other HabIlIties .......couiiieieieieee et

Cash and cash equivalents

Cash and balances at central bank ............cccoccvevieviiiieieiiiiieieeeeee e
Items in the course of collection from/(to) other banks, net...........ccceveeieviereeieinnnns
Loans and advances to banks of one month or 1€sS ..........ccceeevevierieiecienieeieee e
T-Bills and certificates of deposits — three months or 1€8S.........cccevveieiirieciereeieieee

Interest

Interest paid.......

Interest received

2011 2010
$m $m
77 59
24 21
197 359
14 12
312 451
2011 2010
$m $m
39 (3)
(1,000) 757
737 2,972
364 559
62 4,280
2011 2010
$m $m
31) 24
410 (1,529)
1,122 2,313
(1,489) (1,419)
23 (155)
398 (313)
433 (1,079)
2011 2010
$m $m
77 79
(184) (94)
4,530 5,792
276 826
4,699 6,603
2011 2010
$m $m
(834) (775)
2,321 2,360
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30 Contingent liabilities, contractual commitments and guarantees

2011 2010
Sm $m

Guarantees and other contingent liabilities
Guarantees and irrevocable letters of credit pledged as collateral security ............. 2,641 2,337
2,641 2,337

Commitments

Documentary credits and short-term trade-related transactions ................ccecvevnnen. 294 352
Undrawn formal standby facilities, credit lines and other commitments to lend' ... 37,417 34,298
37,711 34,650
Credit and yield enhanCement..........c.eoueviriieririeiereeieeee e - 15

1 Based on original contractual maturity.

The table above discloses the nominal principal amounts of commitments, guarantees and other contingent liabilities.
They are mainly credit-related instruments which include both financial and non-financial guarantees and commitments
to extend credit. Nominal principal amounts represent the amounts at risk should contracts be fully drawn upon and
clients default. As a significant portion of guarantees and commitments is expected to expire without being drawn
upon, the total of these nominal principal amounts is not representative of future liquidity requirements.

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 result of operations.

Guarantees

The bank provides guarantees and similar undertakings on behalf of both third party customers and other entities within
the bank. These guarantees are generally provided in the normal course of the bank’s banking business. The principal
types of guarantees provided, and the maximum potential amount of future payments which the bank could be required
to make at 31 December, were as follows:

2011 2010

Guarantees in favour of third parties $m $m
Guarantee type

Financial guarantee CONIACES ..........ccueviiieiieriiiieieie ettt 1,976 1,840

Performance DOndS>............coviiiiiiiiiiiceceee e 665 497

TOAL .ottt ettt ettt e et e e te e et e et e eteeteeeteeeaeas 2,641 2,337

1 Financial guarantees contracts require the issuer to make specified payments to reimburse the holder for a loss incurred because a
specified debtor fails to make payment when due in accordance with the original or modified terms of a debt instrument. The amounts in
the above table are nominal principal amounts.

2 Performance bonds, bid bonds, standby letters of credit and other transaction-related guarantees are undertakings by which the obligation
on the bank and/or the bank to make payment depends on the outcome of a future event.

The amounts disclosed in the above table reflect the bank’s maximum exposure under a large number of individual
guarantee undertakings. The risks and exposures arising from guarantees are captured and managed in accordance with
the bank’s overall credit risk management policies and procedures. Guarantees with terms of more than one year are
subject to the bank’s annual credit review process.
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30 Contingent liabilities, contractual commitments and guarantees (continued)

Backstop liquidity facilities

Backstop liquidity facilities are provided to asset-backed commercial paper conduit programs (‘programs’)
administered by the bank and third parties, as an alternate source of financing in the event that such programs are
unable to access commercial paper markets, or in limited circumstances, when predetermined performance measures
of the financial assets owned by these programs are not met. Generally, these facilities have a term for up to one year.
The terms of the backstop liquidity facilities do not require us to advance money to these programs in the event of
bankruptcy or to purchase non-performing or defaulted assets. None of the backstop liquidity facilities provided to
programs administered by the bank have been drawn upon. No amounts were drawn on liquidity facilities provided to
programs administered by third parties at 31 December 2011 or 2010. Undrawn commitments in respect of backstop
liquidity facilities are included in the amounts above.

Credit enhancements

The bank provides partial program-wide credit enhancements to the multi-seller conduit program administered by
it to protect commercial paper investors in the event that the collections on the underlying assets and any draws on
the transaction specific credit enhancement and liquidity backstop facilities are insufficient to repay the maturing
asset-backed commercial paper issued by such multi-seller conduit program. Each of the assets pools funded by this
multi-seller conduit program is structured to achieve a high investment grade credit profile through the provision of
transaction specific credit enhancement provided by the seller of each asset pool to this multi-seller conduit program.
The term of this program-wide credit enhancement is 12 months.

31 Lease commitments

Operating lease commitments

At 31 December 2011, the bank was obligated under a number of non-cancellable operating leases for land and
buildings for which the future minimum lease payments extend over a number of years, with an option to renew after
that period. Base rents are increased as according to the terms stated in the lease.

Land and buildings

2011 2010
$Sm $m

Future minimum lease payments under non-cancellable operating leases expiring
NO 1ater than ONE YEAT .......c.iivirieieiiitirieieiieteet ettt ns 57 57
Later than one year and no later than five years ..........ccocevvvveieneiieienieceeieieene 183 185
Later than fiVe YEAIS.....cciiiiieiieie ettt ese e 89 113
329 355

In 2011, $78m (2010: $78m) was charged to ‘General and administrative expenses’in respect of lease and sublease agreements, all of which
related to minimum lease payments.
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31

Lease commitments (continued)

32

Finance lease receivables

The bank leases a variety of assets to third parties under finance leases, including transport assets (such as aircraft),
property and general plant and machinery. At the end of the lease terms, assets may be sold to third parties or leased for
further terms. Lessees may participate in any sales proceeds achieved. Lease rentals arising during the lease terms will
either be fixed in quantum or be varied to reflect changes in, for example, tax or interest rates. Rentals are calculated
to recover the cost of assets less their residual value, and earn finance income.

2011 2010
Total future Unearned Total future Unearned
minimum finance Present minimum finance Present
payment income value payment income value
$m $m $m $m $m $m
Lease receivables:
No later than
one year......... 607 (72) 535 567 (68) 499
Later than one year
and no later
than five years 1,264 (100) 1,164 1,033 (93) 940
Later than five years 65 A3) 62 93 (6) 87
1,936 175) 1,761 1,693 (167) 1,526

At 31 December 2011, unguaranteed residual values of $8m (2010: $1m) had been accrued, and the accumulated
allowance for uncollectible minimum lease payments is included in loan loss allowances.

During the year, no contingent rents were received (2010: $nil) and recognized in the income statement.

Related party transactions

The ultimate parent company of the bank is HSBC Holdings, which is incorporated in England. The bank’s related
parties include the parent, fellow subsidiaries, and Key Management Personnel.

a  Transactions with Key Management Personnel

Key Management Personnel are defined as those persons having authority and responsibility for planning, directing
and controlling the activities of the bank and includes members of the Board of HSBC Bank Canada.

Compensation of Key Management Personnel

The following represents the compensation paid to the Key Management Personnel of the bank in exchange for

services rendered to the bank.

Short-term employee benefits.............
Post-employment benefits..................
Share-based payments........................
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2011 2010

$m $m

...................................................................... 8 7
...................................................................... 1 1
...................................................................... 3 2
12 10




32 Related party transactions (continued)

a  Transactions with Key Management Personnel (continued)

Shareholdings and options of Key Management Personnel

Number of share options held over HSBC Holdings ordinary shares under

employee share plans..........ccocceeveievieneeeennnne.
Number of HSBC Holdings ordinary shares held

Balance at
31 December

2011

87,322

496,310

Other transactions, arrangements and agreements involving Key Management Personnel

Balance at
31 December
2010

134,352
1,006,199

The disclosure of the year end balance and the highest balance during the year is considered the most meaningful
information to represent transactions during the year. The transactions below were made in the ordinary course of
business and on substantially the same terms, including interest rates and security, as for comparable transactions
with persons of a similar standing or, where applicable, with other employees. The transactions did not involve
more than the normal risk of repayment or present other unfavourable features.

2011 2010

Highest Highest
balance Balance balance Balance
during at 31 during at 31
the year December the year December
$m $m $m $m

Key Management Personnel'

L0ANS ...t 8.7 8.0 6.2 6.2
Credit cards .....coeeveeererenieinereceeeee 0.1 0.1 0.1 0.1

1 Includes Key Management Personnel, close family members of Key Management Personnel and entities which are controlled, jointly
controlled or significantly influenced, or for which significant voting power is held, by Key Management Personnel or their close

family member.
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32 Related party transactions (continued)

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

Transactions detailed below include amounts due to/from the bank and HSBC Holdings including fellow
subsidiaries of HSBC Holdings. The disclosure of the year end balance and the highest balance during the year is
considered the most meaningful information to represent transactions during the year. The transactions below were
made in the ordinary course of business and on substantially the same terms, including interest rates and security,

as for comparable transactions with third party counterparties.

2011 2010
Highest Highest
balance Balance at balance
during the year during Balance at
the year end the year  the year end
$m $m $m $m
Assets
Derivatives ......coveeveeeeeeeeeeeeeeeeeeee e 900 858 554 495
Loans and advances to banks..........c...cceeeune. 2,848 1,455 1,778 868
Loans and advances to customers................... 2,006 - 1,322 184
Financial investments.............cccccovvevveeiennenns - - 14 10
Other aSSELS ....vevuvieiiiiieriieeiie et eeee s 66 54 109 58
Liabilities
Deposits by banks ..........ccccvevvevieienienieieninne. 581 563 730 326
CUustomer aCCOUNTS .......c.eeeeveeereveeecireeenreeeaneenn 2,087 578 487 301
Derivatives ....ceeeueeeeeieieieeeeeeeeeeeeeeee s 1,060 829 629 616
Other liabilities.......c..coeevieeiiiiieiecrecceei 144 44 131 60
Subordinated liabilities .............cccceeveeveeenennen. 89 86 91 85
2011 2010
Sm $m
Income Statement
INEEIESt INCOMIE ... .cviiiiiieiieiie ettt ettt e beere et saaeenseenseennas 18 3
INEEIEST EXPEIISE.c.euveeientitieiieieete ettt ettt sttt ettt et e st entetesbeeneenaesbeeneenes ?2) )
FEE INCOME ...ooviiiiiiiiicicce et 17 32
F@ EXPEOIISE ...ttt et Q) ®)
Other Operating INCOMIE. ........coueruirieieriirieeieie ettt 132 168
General and adminiStrative EXPENSES........evverurereerierreereeienreereesessesreeeesesseeseens (113) (167)

33 Events after the reporting period

There have been no material events after the reporting period which would require disclosure or adjustment to the
31 December 2011 financial statements.

These accounts were approved by the Board on 24 February 2012 and authorized for issue.
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34 Transition to IFRS

As stated in note la, these are the bank’s first consolidated financial statements prepared in accordance with IFRS.

The accounting policies set out in note 2 have been applied in preparing the financial statements for the year
ended 31 December 2011, the comparative information presented in these financial statements for the year ended
31 December 2010 and in the preparation of an opening IFRS statement of financial position at 1 January 2010 (the
bank’s date of transition).

In preparing its opening IFRS statement of financial position, the bank has adjusted certain amounts and classifications
previously reported in its financial statements prepared under Canadian GAAP. The transition has not affected the
bank’s net cash flows or the underlying economics of its business, though the recognition and classification of certain
items in the statement of financial position and income statement are now changed. An explanation of how the
transition to IFRS has affected the bank’s financial position, financial performance and cash flows is set out below.

The bank has changed its reporting format to be similar to other entities reporting under IFRS within the HSBC Group.
These changes are referenced as ‘presentational re-classifications’ in (c¢) and (d) below.

a  Transitional exemptions

In preparing these consolidated financial statements, the bank has elected to take advantage of certain transitional
provisions within IFRS 1 First-time Adoption of IFRS.

HSBC Holdings, our ultimate Parent, adopted IFRS in 2005. Accordingly for a number of years, we have reported
our results on an IFRS basis for inclusion in the HSBC Group’s consolidated financial results.

As we have become a first time adopter of IFRS later than our Parent, we have elected to measure our assets and
liabilities at the carrying amounts that were included in our Parent’s consolidated financial statements, based on
our Parent’s date of transition to IFRS, however excluding adjustments made by our Parent for its consolidation
procedures and for the effects of the business combination in which our Parent acquired the bank.

Based on electing this optional exemption, the following exemptions under IFRS 1 were applied at the date of our
Parent’s date of transition to IFRS being 1 January 2004:

i) Business combinations

The HSBC Group has elected not to restate business combinations that took place prior to 1 January 2004, the
transition date of its Parent.

On 30 November 2008 the bank acquired HSBC Financial Corporation Limited from an entity under common
control. Under Canadian GAAP, the acquisition represented a transfer of equity interests between entities under
common control and the acquisition was accounted for using the continuity of interest’s method. Acquisitions
from entities under common control are excluded from the scope of IFRS 3. Accordingly, the bank applied
book value (carry-over basis) accounting under IFRS to account for this acquisition. As such, under IFRS the
acquisition was accounted for on the same basis as Canadian GAAP.

ii) Fair value or revaluation as deemed cost

The HSBC Group has elected to measure individual items of property at fair value at the date of transition to
IFRS and use that fair value as deemed cost at that date. The bank has included in its financial statements the
fair value at 1 January 2004, the transition date of its Parent. The impact of this election at 1 January 2010 is an
increase in property, plant and equipment of $2m and a corresponding increase to shareholders’ equity.

iii) Employee benefits

The HSBC Group has elected to apply the employee benefits exemption and has, therefore, recognized in equity
at 1 January 2004 all cumulative actuarial gains and losses on retirement benefit plans (note 4).
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34 Transition to IFRS (continued)

b Reconciliations of net income, total comprehensive income and total equity under Canadian GAAP to IFRS

The bank previously prepared its primary financial statements under Canadian GAAP, which differs in certain
significant respects from IFRS.

Reconciliation of net income as previously reported under Canadian GAAP to profit reported under IFRS for the
year ended 31 December 2010
31 December

2010

Ref $m

Net income under Canadian GAAP ..............cocooiiiiiiiiiiiccceee 490

Adjustments to net income:

Derecognition of securitized financial @SSEtS..........ccvvvvevieriiiierieriiieierie i i 160
Employee defined benefit plans ...........c.cceveeiiieiiiniiieiee e il 9
Treatment of foreign exchange on available-for-sale securities ........................ il (12)
Hedge aCCOUNTING......c.eoiiiiiieeee e et v 1
X ettt ettt ettt ettt ettt h ettt h e sttt heen e et e eheententeeneeneenes vi 47)
OLNET .ottt ettt ettt nt et bttt beeneenes vii )
NON-CoNtrolling INEETESE' ........eevueriiiieieri et 26
Total adjustments t0 NEt INCOME .......eevevereieiieieeeieieieeee ettt eae e eneenes 128
Profit under IFRS ... 618

1 Under Canadian GAAP, non-controlling interest distributions are an expense through the consolidated income statement; however
under IFRS, non-controlling interest is a component of equity.

Reconciliation of total comprehensive income as previously reported under Canadian GAAP to total
comprehensive income reported under IFRS for the year ended 31 December 2010
31 December

2010

Ref $m

Total comprehensive income under Canadian GAAP ... 479

Difference in net inCOME...............cccoociiiiiiiiiiiiniiieceec e 128

Adjustments to other comprehensive income:

Derecognition of securitized financial @sSets..........coceveerierereeienineeieneneeens i )
Employee defined benefit plans i (58)

Treatment of foreign exchange on available-for-sale securities ...............c...... il 12
Designation of debt securities held with other financial institutions.................. iv 7
Hedge aCCOUNTING......ceiiiieiiiieieeit ettt esaens v (1)

TX ettt bt h bttt b ettt enes vi 16
(7331 S SRS vii (1)
Total adjustments to other comprehensive income..................c.occcoeeiiiiininnnn. (40)

Total comprehensive income under IFRS ...............ocoiiiiiiiii 567
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34 Transition to IFRS (continued)

Reconciliation of total shareholders’ equity as previously reported under Canadian GAAP to total equity

under IFRS
At At
31 December 1 January
2010 2010
Ref $m $m
Total shareholders’ equity under Canadian GAAP ................... 4,507 4,364
Adjustments to shareholders’ equity:
Derecognition of securitized financial assets............c.ccoevueneenee. i 53 (106)
Employee defined benefit plans ...........ccoceeveviiieniniiieeeee il (231) (183)
Treatment of foreign exchange on available-for-sale securities' iii - -
Designation of debt securities held with other financial institutions iv 6 13
Hedge accounting.........ccovveieriiniiieienieeesc e \ - -
TAX et vi 60 92
OBhET ..ottt vii 31 38
Total adjustments to shareholders’ equity ... (81) (146)
Non-controlling interests”................c.ccoooiiiiiininiiiieeeeee 230 430
Total equity under IFRS ... 4,656 4,648

1 Reclassification entry between retained earnings and other comprehensive income.

2 Under Canadian GAAP, non-controlling interests is not presented as a component of total shareholders’ equity; however, under IFRS
non-controlling interests is presented as a component of total equity.

i) Derecognition of securitized financial assets (IAS 39 Financial instruments)

The bank securitizes National Housing Act — mortgage backed securities (‘MBS’) through programs sponsored
by the CMHC. The programs involve a two step process through which insured mortgages are converted into
MBS and thereafter sold.

The bank sells the MBS to the Canada Housing Trust (‘CHT’) through the Canada Mortgage Bond (‘CMB”)
and Insured Mortgage Purchase Program. Under Canadian GAAP, the features of the transaction meet the
derecognition criteria included within AcG-12 Transfer of Receivables. Therefore, the transaction is accounted
for as a sale with derecognition of the MBS from the statement of financial position and the recognition of a gain
or loss in the income statement. Under I[FRS, the terms of the transaction do not meet the derecognition criteria
included within IAS 39 because the pass-through test is not met. The pass-through test requires that the bank has
no obligation to pay amounts to the transferee unless the transferor collects equivalent amounts from the original
assets. Therefore, the transaction is accounted for as a secured borrowing with the underlying mortgages of the
securitized MBS on the statement of financial position and a liability is recognized for the funding received with
no recognition of gains or losses on transfer.

As part of the securitization of MBS as mentioned above, the bank is obligated to enter into certain derivative
transactions to isolate the CHT from prepayment risk on mortgages in the program. The derivatives represent
a contractual obligation to pay a coupon to the CMB holders and right to collect the MBS cash flows and are
classified as swaps. Under Canadian GAAP, the derivatives are recognized and classified as held for trading with
fair value adjustments recognized in the income statement. Under IFRS, the derivatives are not required to be
recognized to avoid double-counting with the securitized assets that are not derecognized.

Under Canadian GAAP the bank recognizes a servicing liability and related income in respect of retained
interests. The liability represents future costs of fulfilling our servicing obligation relating to securitized and sold
MBS. Under IFRS, the bank continues to recognize a full interest in the underlying securitized mortgages and
therefore does not recognize the servicing liability and related income.

In addition to the above programs, the bank also securitizes mortgages to a third party. The same accounting
treatment applies to these transactions as for the sale of MBS.
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34 Transition to IFRS (continued)

Reconciliation of total shareholders’ equity as previously reported under Canadian GAAP to total equity
under IFRS (continued)

126

i)

ii)

Derecognition of securitized financial assets (IAS 39 Financial instruments) (continued)

The net effect of these securitization transactions on transition to IFRS is a decrease to Canadian GAAP
shareholders’ equity which represents the elimination of life-to-date securitization gains and losses subsequent
to 1 January 2004 and servicing income realized under Canadian GAAP, less an adjustment for interest income
and expense that would have otherwise been recognized under IFRS and the elimination of mark-to-market
adjustments on the related derivatives. In addition, it includes the impact of the elimination of fair value
revaluations adjustments on the recognized MBS classified as available-for-sale securities under Canadian
GAAP, which are excluded from other comprehensive income (‘OCI’) under IFRS.

Employee defined benefit plans (IAS 19 Employee benefits)

On transition from Canadian GAAP to IFRS on 1 January 2010 the bank has recognized a reduction in Canadian
GAAP retained earnings due to differences in accounting treatment of defined benefit plans between Canadian
GAAP and IFRS. The most significant portion of this reduction in shareholders’ equity is due to a change in the
way the bank has recognized actuarial gains and losses.

Under Canadian GAAP, the bank deferred the recognition of actuarial gains and losses to future years. Previously
actuarial gains and losses outside a 10% corridor were recognized in the income statement over the effective
average remaining service lives of employees using the ‘corridor method’. The bank has aligned its accounting
policy with that of its Parent and the ‘corridor method” has not been used and the bank has chosen an accounting
policy to recognize all actuarial gains and losses immediately in OCI. Therefore all previously net unrecognized
actuarial gains at 1 January 2010 on transition to IFRS have been recognized through retained earnings via the
statement of comprehensive income, which has the effect of aligning the bank’s accounting policy to that of its
Parent from 1 January 2004 to date. Profit under IFRS has increased as a result of reversing amortization of net
actuarial losses and past vested service costs previously recorded under Canadian GAAP.

A number of additional differences between Canadian GAAP and IFRS exist relating to the accounting for
defined benefit plans. The areas of difference which impacted the bank on transition included the calculation
and treatment of the valuation allowance, the treatment of the transitional obligation recognized under Canadian
GAAP, and the treatment of amendments to benefits and settlements. In addition, the bank utilized a 30 September
measurement date under Canadian GAAP, however under IFRS the bank utilized a 31 December measurement
date in accordance with IFRS.

iii) Treatment of foreign exchange on available-for-sale debt securities (IAS 39 Financial instruments)

The bank owns certain foreign currency denominated available-for-sale debt securities. Under Canadian GAAP,
foreign exchange gains or losses on these debt securities are recognized in OCI, whereas under IFRS foreign
exchange adjustments to these debt securities are recognized in the income statement. Due to the recognition of
foreign exchange losses, profit under IFRS decreased relative to profit under Canadian GAAP. There is no impact
on shareholders’ equity as the adjustments to cumulative foreign exchange losses of $111m at 31 December
2010 (1 January 2010: $99m) result in an adjustment to retained earnings, offset by a corresponding adjustment
to OCI. Profit under IFRS has decreased as a result of recording foreign exchange losses in profit that were
previously reported in OCI under Canadian GAAP.

iv) Designation of debt securities held with other financial institutions (IAS 39 Financial instruments)

The bank classified certain debt securities held with other financial institutions as loans and receivables which
are measured at amortized cost under Canadian GAAP. Under IFRS, the debt securities are designated as
available-for-sale and measured at fair value, with changes in fair value recorded in OCI. The recognition of
interest income has not changed, and accordingly for the year ended 31 December 2010, there was no difference
in profit under IFRS and Canadian GAAP relating to this adjustment.



34 Transition to IFRS (continued)

Reconciliation of total shareholders’ equity as previously reported under Canadian GAAP to total equity
under IFRS (continued)

v) Hedge accounting (IAS 39 Financial instruments)

The bank has designated and formally documented hedging relationships under both Canadian GAAP and
IFRS individually. Although the vast majority of hedging relationships qualify under both Canadian GAAP
and IFRS, certain Canadian GAAP hedging relationships are not allowed under IFRS and vice versa. Therefore
in the transition to IFRS, certain hedging relationships designated under Canadian GAAP will no longer
qualify for hedge accounting under IFRS, while certain hedging relationships that will no longer qualify under
Canadian GAAP, can be accounted for as hedges under IFRS. In addition, different risks are being hedged in the
documented cash flow hedging relationships under both Canadian GAAP and IFRS resulting in different levels
of hedge ineffectiveness.

The net effect of these changes is to increase OCI with a corresponding decrease to retained earnings reflects
the net additional hedging relationships established under IFRS and ineffectiveness adjustments. There is no
impact on total shareholders’ equity. The impact on profits for the periods presented relate to the recording of
differences in measuring hedge ineffectiveness and the recording of the effective portion of fair value changes
relating to net additional hedging relationship established under IFRS.

vi) Tax (IAS 12 Income taxes)

Deferred tax liabilities and assets are generally recognized in respect of all temporary differences except where
expressly prohibited, subject to an assessment of the recoverability of deferred tax assets. Deferred tax assets
are recognized to the extent that it is probable that taxable profit will be available against which the deductible
temporary differences can be utilized. The tax adjustments to profit and OCI reflect the tax impact of the IFRS
transitional adjustments.

vii) Other

In addition to the above noted differences, we have identified other less significant differences relating to
goodwill, share-based payments and other insignificant items. The net impact of these adjustments is an increase
to Canadian GAAP shareholders’ equity as at 1 January 2010.

¢ Reconciliation of the bank's income statement
i) Change in reporting format:

The bank has changed its reporting format to be consistent with other entities reporting under IFRS within the
HSBC Group. In general, the revised reporting format consolidates line items that were previously presented as
individual line items.

‘Fee income’ summarizes certain fee income items which were previously individually presented. ‘Trading
income excluding net interest revenue’ includes ‘Foreign exchange’, ‘Trading revenue’ and ‘Other mark-
to-market non-interest revenue’ which were presented as individual line items under Canadian GAAP. ‘Net
interest income on trading activities’ was previously included within ‘Net interest income’. For a more detailed
description of the nature of the above line items refer to note 2b.

Certain expense line items which were formerly presented under ‘Non-interest expenses’ have been
re-categorized and reclassified within ‘Total operating expenses’. Certain fee expenses previously included
under ‘Non-interest expenses’ have been reclassified to ‘Fee expense’.

Distributions to unit holders of non-controlling interests

Under IFRS, non-controlling interests is presented as a component of total shareholders’ equity; however, under
Canadian GAAP non-controlling interests is presented outside of shareholders’ equity. Therefore under IFRS,
distributions to unit holders of non-controlling interests are distributed directly out of retained earnings and are
not recognized in the consolidated income statement as under Canadian GAAP.
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34 Transition to IFRS (continued)

¢ Reconciliation of the bank's income statement (continued)

Consolidated income statement for the year ended 31 December 2010

Canadian GAAP numbers in Canadian GAAP numbers in IFRS
Canadian GAAP format $m Reclass $m format
Interest incCome.......c..cceveeeveennne.. 2,147 (52) 2,095 Interest income
Interest eXpense........ceeeeevervennnnne 590 (35) 555 Interest expense
Net interest income ...................... 1,557 (17) 1,540  Net interest income
Deposit and payment service fees 111 (111)
Credit feeS...covvveieveiiieieieeieene 194 (194)
Capital market fees ..........cce....... 119 (119)
Investment administration fees .... 143 (143)

709 709  Fee income

71 71 Fee expense

638 Net fee income
Trading income excluding net interest
(50) (50)  income
18 18 Net interest income on trading activities
(32) Net trading income
Net income/(expense) from financial

2) (2)  instruments designated at fair value
Gains less losses from financial
8 8 investments
Foreign exchange..........cccccevuenn. 48 (48)
Trade finance.........c.cccceevvveveeennnne 24 (24)
Trading revenue ...........c.cceevenenne. 104 (104)
Gain on available-for-sale and
SCCUITLIES . 14 (14)
Securitization income................... 83 (83)
Other ..cceevevirenicienenece 292 (28) 264  Other operating income
Other mark-to-market .................. (196) 196
Non-interest revenue.................... 936 (60) 876
Net operating income before loan
impairment charges and other credit
Total revenue 2,493 77) 2,416 risk provisions
Loan impairment charges and other
335 335 credit risk provisions
2,081 Net operating income
Salaries and employee benefits..... 753 5 758 Employee compensation and benefits
548 548  General and administrative expenses
Premises and equipment .............. 175 (175)
Depreciation of property, plant and
40 40 equipment
Other ...coevveeeiiiiccicerccee 504 (504)
16 16  Amortization of intangible assets
Non-interest expenses ................ 1,432 (70) 1,362 Total operating expenses
Net operating income before
provision for credit losses ....... 1,061 (342) 719  Operating profit
Provision for credit losses............ 335 (335)
7 7  Share of profit in associates
Income before provision for taxes 726 - 726 Profit before income tax expense
Provision for income tax.............. 210 - 210 Income tax expense
Non-controlling interest in income 26 (26)
Netincome ............ccooeeevirriennn. 490 26 516 Profit for the year

26  Distribution to non-controlling interests
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34 Transition to IFRS (continued)

¢ Reconciliation of the bank's income statement (continued)

ii) Reconciliation of Canadian GAAP and IFRS

Adjustments to conform the bank’s Canadian GAAP income statement to its accounting policies under IFRS are

set out below:

Consolidated income statement for the year ended 31 December 2010

Treatment
Derecog- of foreign
nition of Employee exchange
securitized defined  available- Hedge
Canadian financial benefit for-sale account-
GAAP assets plans  securities ing Tax' Other IFRS
$m $m $m $m $m $m $m $m
Interest income................ 2,095 244 - - - - 34 2,373
Interest expense............... (555) (197) - - ®) - %) (765)
Net interest income.......... 1,540 47 — - ®) - 29 1,608
Fee income........ccccoueenee. 709 — - - - - 18 727
Fee expense.......ccccoeenuee. (71) - - - - - (18) (89)
Net fee income................ 638 — - - - - - 638
Trading income excluding
net interest income......... (50) 196 - (12) 9 - ®) 135
Net interest income on
trading activities............ 18 - - - - - - 18
Net trading income.......... (32) 196 - (12) 9 - ®) 153
Net income/(expense) from
financial instruments
designated at fair value ... 2) - - - - - - 2)
Gains less losses from
financial investments..... 8 — - - - - - 8
Other operating income... 264 (83) - - - - - 181
Net operating income
before loan impairment
charges and other credit
risk provisions.............. 2,416 160 - (12) 1 - 21 2,586
Loan impairment charges
and other credit risk
PIOVISIONS ...cc.veveeeennene (335) - - - - - (24) (359)
Net operating income.... 2,081 160 — (12) 1 — 3) 2,227
Employee compensation
and benefits................... (758) - 9 - - - ) (750)
General and
administrative expenses (548) — - - - - - (548)
Depreciation of property,
plant and equipment..... (40) - - - - - - (40)
Amortization of intangibles (16) - - - - - 3) (19)
Total operating expenses (1,362) — 9 — — — @ (1,357
Operating profit ............ 719 160 9 (12) 1 - @) 870
Share of profit in associates 7 - - - - - 2) 5
Profit before tax expense 726 160 9 (12) 1 - O] 875
Tax eXpense.........coevenee.. (210) — - - - 47) - (257)
Profit for the year>......... 516 160 9 (12) 1 (47) ) 618

1 The tax effect of all adjustments are presented in the tax column.

2 Under Canadian GAAP, non-controlling interest distributions are an expense through the consolidated income statement; however, under

IFRS, non-controlling interest.
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34 Transition to IFRS (continued)

d Reconciliation of the bank s statements of financial position
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i) Change in reporting format:

The new statement of financial position presentation groups assets and liabilities together according to their
financial instrument classification under IAS39. For a more detailed description of the assets and liabilities
presented within the various line items within the statement of financial position refer to note 2.

Significant presentational reclassifications of line items include:
Assets

— Under the revised format ‘Trading assets’ include financial assets classified as held for trading through
the income statement that were previously presented as ‘Deposits with regulated Financial Institutions’,
‘Securities: Trading’, ‘Loans’ and ‘Other assets’.

— ‘Loans and advances to banks’ and ‘Loans and advances to customers’ include securities purchased under
reverse repurchase agreements which were previously presented under ‘Securities purchased under reverse
repurchase agreements’.

— ‘Financial Investments’ include financial assets classified as available-for-sale that were previously presented
as ‘Securities: Available-for-sale’ and includes certain items previous presented in ‘Deposits with regulated
financial institutions’.

Liabilities
— ‘Trading liabilities’ under the revised format include financial liabilities classified as held for trading that

were previously presented as ‘Deposits’, ‘Securities sold short’ and certain items presented in ‘Interest
bearing liabilities of subsidiaries, other than deposits’ and certain items presented in ‘Other liabilities’.

—  ‘Debt securities in issue’ include debts for which transferable certificates have been issued that were
previously presented as ‘Deposits’ and ‘Interest bearing liabilities of subsidiaries, other than deposits’.

— ‘Interest bearing liabilities of subsidiaries, other than deposits’ under the previous format has been
reclassified to ‘Trading liabilities’, ‘Financial liabilities designated at fair value’ or ‘Debt securities in issue’
as appropriate.

—  ‘Securities sold under repurchase agreements’ under the previous format have been presented as ‘Deposits
by banks’ where the counterparty is a financial institution and ‘Customer accounts’ where the counterparty
is a not a financial institution.

The reclassifications described below were made due to presentational requirements under IFRS:
Non-controlling interests

— Under IFRS, non-controlling interests is presented as a component of total shareholders’ equity; however,
under Canadian GAAP non-controlling interests was presented outside of shareholder’s equity.

Debt securities held with other financial institutions

— Certain debt securities held with other financial institutions were classified as loans and receivables and
formerly presented as ‘Deposits held with regulated financial institutions’ under Canadian GAAP. Under
IFRS, these securities are designated as available-for-sale and presented as ‘Financial investments’.



34 Transition to IFRS (continued)

d Reconciliation of the bank s statements of financial position (continued)

Consolidated statement of financial position at 1 January 2010

Canadian GAAP numbers in Canadian
GAAP format

ASSETS

Cash and non-interest deposits with
Bank of Canada and other banks.........

Deposits with regulated financial
INSHEUHIONS ...

Securities: Available-for-sale .................
Securities: Held-for-trading ...................
Securities: Other.........c..ccovvveeeveeeerveennen.

Securities purchased under reverse
repurchase agreements ........................

Customers’ liability under acceptances..
Derivatives .....ccueeeerereeeieiereeeeeeeeeeene
Land, buildings and equipment..............
Other assets .....cccecvvirerveieeneneieeeennens

Total assets.............ccceeeeeeinieeeeiiiiineen,

$m Reclass $m
652 (463) 189
1,245 (1,245)
88 88
12,682 (12,682)
1,986 (1,986)
41 (41)
4,042 4,042
1,100 1,100
8,496 (8,496)
5,862 5,862
38,104 2,213 40,317
13,598 13,598
4,966 (4,966)
1,100 (1,100)
142 (142)
1,923 (1,440) 483
465 465
4,966 4,966
142 142
85 85
71,337 - 71,337

Canadian GAAP numbers in
IFRS format

ASSETS

Cash and balances at central bank

Items in the course of collection
from other banks

Trading assets
Derivatives

Loans and advances to banks
Loans and advances to customers
Financial investments

Other assets

Prepayments and accrued income

Customers’ liability under
acceptances

Property, plant and equipment

Goodwill and intangibles

Total assets
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HSBC BANK CANADA

Notes on the Consolidated Financial Statements (continued)

34 Transition to IFRS (continued)

d Reconciliation of the bank s statements of financial position (continued)

Consolidated statement of financial position at 1 January 2010 (continued)

Canadian GAAP numbers in Canadian

Canadian GAAP numbers in

GAAP format $m Reclass $m IFRS format
LIABILITIES AND EQUITY LIABILITIES AND EQUITY
2,648 2,648 Deposits by banks
DePOsits....c.cevuiririeierecicieeeee 50,207 (6,425) 43,782  Customer accounts
Items in course of transmission to
284 284 other banks
2,812 2,812 Trading liabilities
Financial liabilities designated at
1,138 1,138 fair value
897 897 Derivatives
7,870 7,870  Debt securities in issue
1,019 1,019  Other liabilities
ACCEPLANCES ... 4,966 - 4,966  Acceptances
576 576  Accruals and deferred income
Interest bearing liabilities of subsidiaries,
other than deposits ..........ccccevereerenennen. 3,324 (3,324)
Derivatives .....c.eeeveeevieiieieecieeie e 897 (897)
Securities sold under repurchase
AGIECMENLS.......eeeeeieeieiieeiieenieeieeeaeeeean 2,517 (2,517)
Securities sold Short........c.cceveeeeiennnnnenn 1,148 (1,148)
Other liabilities.......cccceeveveereeicieieieeeeen 2,650 (2,650)
119 119  Retirement benefit liabilities
432 432  Subordinated liabilities
Non-controlling interest in trust and
SUDSIAIATY ..oovveeieieeeceeeeeee e 430 (430)
Total liabilities .....................ccoevviennn. 66,139 404 66,543 Total liabilities
Subordinated debentures......................... 834 (834)
Shareholders’ equity: Equity:
Preferred shares...........cceevevvieieieniennne. 946 - 946  Preferred shares
Common Shares..........ccoveeeeveeeecveeeeneeennns 1,225 - 1,225 Common shares
Contributed surplus.........ccoeeevecieriennrnenn 7 7
Retained earnings..........ccocevveevveienieennne. 2,113 7 2,120  Retained earnings
Accumulated other comprehensive income 73 - 73 Other reserves
430 430 Non-controlling interests
Total equity ........ccoooviiiiiiieieiee, 4,364 430 4,794 Total equity
Total equity and liabilities ................... 71,337 — 71,337 Total equity and liabilities
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34 Transition to IFRS (continued)

d Reconciliation of the bank s statements of financial position (continued)

Consolidated statement of financial position at 31 December 2010

Canadian GAAP numbers in Canadian Canadian GAAP numbers in
GAAP format $m Reclass $m  IFRS format
ASSETS ASSETS
Cash and non-interest deposits with
Bank of Canada and other banks.......... 513 (434) 79  Cash and balances at central bank
Deposits with regulated financial
INSHULIONS ..o 2,173 (2,173)
Items in the course of collection
84 84 from other banks
Securities: Available-for-sale................... 15,804 (15,804)
Securities: Held-for-trading .................... 2,254 (2,254)
Securities: Other..........cccoevvveviveneeniennne 40 (40)
3,947 3,974  Trading assets
1,365 1,365 Derivatives
Securities purchased under reverse
repurchase agreements ......................... 7,155 (7,155)
5,777 5,777 Loans and advances to banks
LOANS....coouiiiceieece e 35,969 1,554 37,523 Loans and advances to customers
17,137 17,137  Financial investments
Customers’ liability under acceptances... 4,372 (4,372)
DerivativesS .....eeeeveeeeeeeeeeeee e 1,364 (1,364)
Land, buildings and equipment............... 123 (123)
Other asSets ......ccveveeveveeciieiieniieereeeeeeees 1,729 (1,180) 549  Other assets
458 458  Prepayments and accrued income
Customers’ liability under
4,372 4,372 acceptances
122 122 Property, plant and equipment
83 83  Goodwill and intangibles
Total assets...........cccevevvveeeiveeeiieeeenieens 71,496 - 71,496 Total assets
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HSBC BANK CANADA

Notes on the Consolidated Financial Statements (continued)

34 Transition to IFRS (continued)

d Reconciliation of the bank s statements of financial position (continued)

Consolidated statement of financial position at 31 December 2010 (continued)

Canadian GAAP numbers in Canadian

Canadian GAAP numbers in

GAAP format $m Reclass $m IFRS format
LIABILITIES AND EQUITY LIABILITIES AND EQUITY
1,194 1,194  Deposits by banks
DEPOSItS...ccvveiiiieiieieseeeee e 52,055 (5,304) 46,751  Customer accounts
Items in course of transmission to
178 178 other banks
2,764 2,764  Trading liabilities
Financial liabilities designated at
983 983 fair value
1,330 1,330 Derivatives
6,459 6,459 Debt securities in issue
1,677 1,677  Other liabilities
ACCEPLANCES ..ot 4,372 - 4,372 Acceptances
599 599  Accruals and deferred income
Interest bearing liabilities of subsidiaries,
other than deposits .........ccccceeveeeriennrnnenn 2,363 (2,363)
Derivatives .....ocveeeeierieeieeeeeee e 1,329 (1,329)
Securities sold under repurchase
AGTECTNENLS . ...veevieeieieeeieeieieeee e eeeeeeas 1,560 (1,560)
Securities sold short.........ccccevvvvevveeenne.. 1,262 (1,262)
Other liabiliti€s.......ccoeevveieiieeeeeceieeens 3,079 (3,079)
128 128  Retirement benefit liabilities
324 324  Subordinated liabilities
Non-controlling interest in trust and
SUDSIAIATY ..o 230 (230)
Total liabilities ..................cccoeeeiieiinenn. 66,250 509 66,759 Total liabilities
Subordinated debentures......................... 739 (739)
Shareholders’ equity: Equity:
Preferred shares.........cocooevvevieeiiicieenin, 946 - 946  Preferred shares
Common Shares.........ccoevvveeeveeeeeeeecieeens 1,225 - 1,225 Common shares
Contributed sSurplus........cccoeeevecverenernenn 12 (12)
Retained earnings..........cceccevveevevenienenne. 2,262 12 2,274  Retained earnings
Accumulated other comprehensive income 62 - 62  Other reserves
230 230 Non-controlling interests
Total equity .........cccooviiiiiiiiiie. 4,507 230 4,737 Total equity
Total equity and liabilities .................... 71,496 - 71,496 Total equity and liabilities
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34 Transition to IFRS (continued)

d Reconciliation of the bank s statements of financial position (continued)

ii) Reconciliation of Canadian GAAP and IFRS

Adjustments to conform the bank’s Canadian GAAP statement of financial position to its accounting policies

under IFRS are set out below:

Consolidated statement of financial position at 1 January 2010

“UWN]0d Xv] Y] Ul pajuasaid aip spuauiIsnlpn 1jp fo 192ffa xvp 2y |

08L°8L Ie 6 - €l - (88) S6¢€°L LEETL
66 14! - - - - - - ¢8
124! [4 - - - - - - il
996 - - - - - - - 996
8LI ) - - - - (88) (Lo1) S9¥
SLS ! 6 - - - - () €87
€0l 1 - - €l - - (6L5) 86S°€l
6vS 8y 91 - - - - - 91Z'8 L1 OV
798 - - - - - - - 798°S
ssor (1) - - - - - (rp) 001°1
o'y - - - - - - - o'y
88 - - - - - - - 88
681 - - - - - - - 681
g urg wrg wg wg wg wg wrg wg
SUAIL PPO (XL, Supunodde  suopmpsur  SANLINXAS  sueld S)asse dVVvO
aBpoH [euRUy  J[es-I0) Jyoudq [elduRUy  ueBIpEUR)

1o -3[qe[IleAR  pIuyaIp PIZDLINDAS

PIM PPy AGueydxd  dLoidwy  Jo uopru

SANLINYIS  USI.I0J JO -30%3.19(

Iq3p JUdUBILY,

Jo uon

-BusIsaq

............................................. $39sS€ [E30],

......................... mO_O—MMQNHﬂ: @ﬁ—.m :AB@OOO
............... juowdmbs pue juerd Kiedoig

sooueydodoe 1opun AjifIqer] SIowoisn))
QuwIooul pantooe pue sjuowAedard

............................................ 19888 1910
............................. wuﬁ®§m®>ﬁ_ ﬁmmoﬁmﬁ—_l
........... SIOWOISND 0) SAIUBAPE pUR SUBO]
.................. Syueq 0} SAJUBAPE PUR SUBO|
.............................................. SOAIBALIO(]
.......................................... sjosse wn_—uw.ﬂ.—k
........................................... syueq 1910

WOIJ UONII[[0 JO ASINOD I} UI SW)]

.......... Jueq [eNUID J8 SOOUB[RQ PUE [SE))

SLASSV

135



HSBC BANK CANADA
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34 Transition to IFRS (continued)

d Reconciliation of the bank s statements of financial position (continued)

ii) Reconciliation of Canadian GAAP and IFRS (continued)

tion at 1 January 2010 (continued)

i
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34 Transition to IFRS (continued)

d Reconciliation of the bank s statements of financial position (continued)

Consolidated statement of financial position at 31 December 2010
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HSBC BANK CANADA

Notes on the Consolidated Financial Statements (continued)

34 Transition to IFRS (continued)

d Reconciliation of the bank s statements of financial position (continued)

Consolidated statement of financial position at 31 December 2010 (continued)

UWNJ0D XD] Y} Ul pajudsaid aiv spuauiIsnipy 1pp Jo 10afJ2 xv1 2y |

L10°8L 6T 09 - 9 - (z6) 8159 967 1L
959y 1€ 09 - 9 - (1€2) €S LELY
0€T - - - - - - - 0€T
9Ty 1€ 09 - 9 - (1€2) €S LOSY
80T LT a8 (59) - - (o) €s VLT
L6l 4 (1) $9 9 11 - - (&
sccr - - - - - - - Tl
916 - - - - - - - 96
o¢'cL (@ - - - - 6€1 S9%°9 6SL°99
vTe - - - - - - - <43
L9T - - - - - 6€1 - 8TI
L6S ) - - - - - - 665
TLEY - - - - - - - TLEY
oryrT  (9) - - - - - (z€2) LLY'T
918'¢1 (1) - - - - - 86¢‘8 6579
191°1 9 - - - - - (sL1) 0€€°T
€86 - - - - - - - €86
¥9L°C - - - - - - - ¥9L°C
LI - - - - - - - LI
wr'sy - - - - - - (65T°1) 1SL°9%
L96 - - - - - - (LTD) v61°1
wg wg wg wg w§ w§ wg wg wg
SUAL YO | Xe[, Supunode suopmpsul  SIPLINIAS  suepd S)asse dVVD
owﬁom [enueUYy dJes-10) Jgaudq [eueuy ueipeue)

JY)o -d[qe[ieAe  pauydp PIzZNLINIDS

YPIM PPRY  dSueydxd  Aojdwy  jo uonru

SINLINDIS  USI.I0J JO -30%3.19(1

3q9p jusuneaay,

Jo uon

-eusdisoq

........................... mwﬁuﬁﬁﬁgmﬂﬁ ﬁcm \AHM—HU@ ﬁmu—o&
.................................................... \AH@S@O ﬁ@HO.H;

.............................. S)SoI0YUI MEE—O.DQOQ UON
.............................. %ﬁ:@o SIOp[OYaIeyS [BJ0],
s3urures pauredy
............................................ SOAIOSOI 1OYI0)
..... SaTeys uowuwo))
..... SOIRYS PALIRJAI]
Aymby

............................................... SOTI[IqEI] [B10]
................................ SOI[IqRI] PAIRUIPIOQNS
“** SONITIQRI] JYAUSQ JUSWAINY
QWOOUI PALIAJIP PUB S[ENIOIY
sooueydodoy
.............................................. SOUI[IqeI] Y0
................................ ONSSI UT SONLINGS 199
..................................................... SOARALIO]
an[eA Irejy Je pajeusIsap SANIIqeI] [RIOURUL]
soni[iqer] Suiper],
........................................ SyUeq 1930 0}
UOISSTWSURI) JO 9SINOD 3 UL SWII|
SJUNOJOE LAWO)SN))
syueq Aq sysodo
sapIIqery
ALINOA ANV SALLITIIVIT

138



34 Transition to IFRS (continued)

e Impact of transition to IFRS on the Statement of Cash Flows
Under Canadian GAAP, the bank defined cash and cash equivalents as cash and balances at central bank.

Under IFRS, the bank has aligned its policy with group and has defined cash and cash equivalents as cash and balances
at central bank, treasury bills and other eligible bills, loans and advances to banks, items in the course of collection
from or in transmission to other banks and certificates of deposit. As a result, the bank has included additional “cash
equivalents” which are defined as short term highly liquid investments, held for the purpose of meeting short-term
cash commitments rather than investment, that are both convertible to known amounts of cash, and so near their
maturity that they present an insignificant risk of changes in value. The inclusion of cash equivalents in the definition
of reported cash flows had no significant effect on the net cash flows for the reported period.
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HSBC BANK CANADA

HSBC Group International Network’

Services are provided by around 7,200 offices in 85 countries and territories:

Europe Offices Asia-Pacific Offices Americas Offices Middle East and Africa Offices
Armenia 7 Australia 35 Argentina 186 Algeria 2
Austria 1 Bangladesh 13 Bahamas 4 Angola 1
Belgium 2 Brunei Darussalam 11 Bermuda 11 Bahrain 6
Channel Islands 31 China 185  Brazil 1,344  Egypt 86
Czech Republic 2 Cook Islands 1 British Virgin Islands 2 Iraq 11
France 409  Hong Kong Special Canada 241 Israel 1
Germany 14 Administrative Region 261  Cayman Islands 8  Jordan 4
Greece 21 India 113 Chile 8  Kenya 1
Ireland 7  Indonesia 144 Colombia 23 Kuwait 1
Isle of Man 3 Japan 10 Costa Rica 33 Lebanon 5
Italy 2 Korea, Republic of 14 El Salvador 84  Libya 1
Kazakhstan 10 Macau Special Guatemala 1 Mauritius 12
Luxembourg 6 Administrative Region 7  Honduras 75 Nigeria 1
Malta 43 Malaysia 65 Mexico 1,071 Oman 5
Monaco 3 Maldives 1 Nicaragua 1 Palestinian Autonomous Area 1
Netherlands 1 New Zealand 11 Panama 69  Qatar 3
Poland 8  Pakistan 11 Paraguay 7  Saudi Arabia 83
Russia 3 Philippines 21 Peru 24 South Africa 5
Slovakia 2 Singapore 22 United States of America 481 United Arab Emirates 20
Spain 4 Sri Lanka 17 Uruguay 15

Sweden 2 Taiwan 52 Venezuela 1 Associated companies are included
Switzerland 17 Thailand 2 in the network of offices.

Turkey 333 Vietnam 20

United Kingdom 1,276

HSBC Bank Canada Bank Branches and Subsidiaries’

BANK BRANCHES IN CANADA®

British Columbia:
Abbotsford
Burnaby (3)
Campbell River
Chilliwack
Coquitlam
Cranbrook
Kamloops
Kelowna (2)
Langley

Maple Ridge
Nanaimo

New Westminster
North Vancouver (2)
Penticton

Port Coquitlam
Prince George
Richmond (4)
Surrey (4)
Vancouver (16)
Vernon

Victoria (4)

West Bank

West Vancouver
White Rock

Alberta:
Calgary (10)
Edmonton (6)
Lethbridge
Medicine Hat
Red Deer

St. Albert

Saskatchewan: Quebec:
Regina Boucherville (2)
Saskatoon Brossard
Chicoutimi
Manitoba: Laval

Winnipeg (2)

Montreal (4)

Pointe-Claire

Ontario: Quebec City
Aurora Saint Leonard
Barrie Sherbrooke
Brampton (2) Trois-Rivieres
Burlington

Hamilton New Brunswick:
Kanata Fredericton
Kingston Saint John
London

Markham (5) Newfoundland and
Milton Labrador:
Mississauga (4) St. John’s
Oakville

Oshawa Nova Scotia:
Ottawa Halifax

Richmond Hill (2)

St. Catharine

S

Sault Ste. Marie

Thunder Bay
Timmins
Toronto (17)
Unionville
Vaughan (3)
Waterloo
Windsor
Woodbridge

1 As at 27 February 2012

2 As at 1 March 2012

3 Does not include sub-branches
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SUBSIDIARIES:

HSBC Capital (Canada) Inc.

(604) 631-8089

www.hsbc.ca/capital

HSBC Financial Corporation Limited

1 (888) 318-0271

www.hsbcfinance.ca

HSBC Global Asset Management (Canada) Limited

1 (888) 390-3333
www.hsbc.ca

HSBC Investment Funds (Canada) Inc.

1 (800) 8308888

www.hsbe.ca/funds

HSBC Securities (Canada) Inc.

1 (800) 760-1180

www.hsbc.ca/securities

HSBC Trust Company (Canada)

1 (888) 887-3388

www.hsbc.ca/trust

For more information, or to find the HSBC Bank Canada branch
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