











HSBC BANK CANADA

Notes to Consolidated Financial Statements (continued)

26 Income taxes

a Components of the provision for income taxes reported in the consolidated statements of income are:

Current income taxes:
Federal
Provincial

Future income taxes:
Federal
Provincial

Total provision for income taxes

2008 2007
118 213
81 113
199 326
33 13
21 8
54 21
253 347

b The provision for income taxes shown in the consolidated statements of income is at a rate that is different than the

combined federal and provincial statutory income tax rate for the following reasons:

2008 (%) 2007 (%)
Combined federal and provincial income tax rate 32.7 34.8
Adjustments resulting from:
Adjustment for tax exempt income 0.3 1.2)
Substantively enacted tax rate changes 0.1 14
Other, net (2.6) 1.0
Effective tax rate 29.9 36.0
The components of the net future income tax asset reported in other assets (note 7) are as follows:
2008 2007
Future income tax assets:
Allowance for credit losses 87 86
Other available deductions 64 87
Buildings and equipment - 2
Other 27 13
178 188
Future income tax liabilities:
Leases 69 34
Deferred charges 45 42
Securitization related 29 15
Other 3 11
146 102
Net future income tax asset 32 86
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27 Capital management

a

Objectives, policies and processes

Our objectives 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 principals and related policies define the Internal Capital Adequacy Assessment
Process 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 ratio regulations

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 considers financial institutions to be well-capitalized if they maintain a Tier 1 capital ratio (as a percentage of
risk-weighted assets) of 7 per cent and a total regulatory capital ratio of 10 per cent. The bank maintained ratios that
exceeded these requirements in both 2008 and 2007.

In addition to regulatory capital ratios, banks are expected to meet an assets-to-capital multiple test. The assets-to-
capital multiple is calculated by dividing a bank’s total assets, including specified off-balance sheet items, by its total
capital. The bank met the assets-to-capital multiple test in both 2008 and 2007.

Revision of regulatory capital management framework

Effective January 1, 2008, the bank adopted and implemented a new regulatory capital management framework. The
new framework, Basel II, replaced Basel I, the framework in place for the past 20 years. Basel II is an improvement
over Basel I in that it aligns regulatory capital requirements more closely with the risk profile of the business.
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HSBC BANK CANADA

Notes to Consolidated Financial Statements (continued)

27 Capital management (continued)

d

Regulatory capital
2008 20070

(Basel I1) (Basel I)
Tier 1 capital
Common shares $ 1,225  § 1,225
Contributed surplus - 206
Retained earnings 1,950 1,462
Non-cumulative preferred shares 696 350
Non-controlling interests in trust and subsidiary® 430 430
Securitization-related deductions and other 89) -
Goodwill 15) (15)
Total Tier 1 capital $ 4197 $ 3,658
Tier 2 capital
Subordinated debentures $ 788 $ 801
Other 245 269
Securitization-related deductions (29) —
Total Tier 2 capital $ 1,004 $ 1,070
Total Tier 1 and Tier 2 capital $ 5201 $ 4,728
Securitization-related deductions - (50)
Total capital available for regulatory purposes $ 5201 § 4,678

(1) 2007 Basel I Tier 1 and Tier 2 capital have not been restated to reflect the acquisition of HSBC Financial as it is not meaningful to do
so (note 2).

(2) Includes $400 million of HSBC HaTS™ (2007 — $400 million).

28 Segmented information

a

90

Customer groups

We manage and report our operations according to our main customer groups. Various estimates and allocation
methodologies are used in the preparation of the customer groups’ financial information. We allocate expenses directly
related to earning revenue 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 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 Global Banking and Markets.

A description of each customer group is as follows:

Personal Financial Services 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.

Commercial Banking meets the needs of Canadian commercial and corporate clients by offering commercial and corporate
banking, asset management, mergers and acquisitions (“M&A”) advisory, merchant banking, treasury, and trade finance.

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, balance sheet 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, asset management, M&A advisory, treasury, and trade finance.

Consumer Finance provides Canadian consumers a wide range of consumer finance products including real estate secured
loans, unsecured personal loans, specialty insurance products and private label credit cards to retail merchants.

The accounting policies of the segments are generally consistent with those followed in the preparation of the
consolidated financial statements as disclosed in note 1.



28 Segmented information (continued)

a  Customer groups (continued)

In the current year, the bank acquired HSBC Financial from HSBC Finance Corporation (note 2). The results of
operations of HSBC Financial have been reported as the Consumer Finance customer group.

2008
Personal Global
Financial ~ Commercial — Banking and Consumer
Services Banking Markets Finance Total
Net interest income $ 395 § 694 $ 78 $ 477 1,644
Non-interest revenue 265 181 333 58 837
Total revenue 660 875 411 535 2,481
Non-interest expenses 569 317 122 222 1,230
Net operating income 91 558 289 313 1,251
Provision for credit losses 21 130 - 228 379
Income before undernoted 70 428 289 85 872
Provision for income taxes 19 118 82 34 253
Non-controlling interest in
income of trust 6 16 4 - 26
Net income $ 45 3 294 § 203 § 51 593
Preferred share dividends 4 11 3 2 20
Net income attributable to
common shares $ 41 3 283 § 200 $ 49 573
Average assets $ 19,401 §$ 26912 $ 22,759 $ 4,880 73,952
2007
Personal Global
Financial ~ Commercial — Banking and Consumer
Services Banking Markets Finance Total
Net interest income $ 402 % 704 $ 116 $ 496 1,718
Non-interest revenue 269 179 260 73 781
Total revenue 671 883 376 569 2,499
Non-interest expenses 536 329 132 274 1,271
Net operating income 135 554 244 295 1,228
Provision for credit losses 24 43 - 172 239
Income before undernoted 111 511 244 123 989
Provision for income taxes 36 173 83 55 347
Non-controlling interest in
income of trust 7 15 4 - 26
Net income $ 68 § 323 % 157 $ 68 616
Preferred share dividends 4 11 3 — 18
Net income attributable to
common shares $ 64 $ 312§ 154 $ 68 598
Average assets $ 19,528 $ 24232 § 19513  $ 4,921 68,194
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Notes to Consolidated Financial Statements (continued)

28 Segmented information (continued)

b Geographic

Assets are allocated on the basis of the location of ultimate risk. Liabilities are allocated on the basis of the
residence status of the bearer of the deposit, bankers’ acceptances or other liability.

2008
Assets Liabilities
Amount Percent Amount Percent
Canada $ 70,247 975 $ 63,011 92.8
United States 1,029 14 1,200 1.8
Other countries 773 1.1 3,685 54
Total $ 72,049 100.0 S 67,896 100.0
2007
Assets Liabilities
Amount Percent Amount Percent
Canada $ 65,483 9.1 $ 59,814 92.7
United States 1,266 1.9 1,204 1.9
Other countries 1,381 2.0 3,500 54
Total $ 68,130 1000 $ 64,518 100.0

29 Related party transactions

Fees are charged by HSBC Group companies with respect to guarantees of deposits and medium term notes, and
administrative and technical services provided to the bank. The total fees for the year amounted to $120 million (2007
— $98 million) and were recorded in non-interest expenses.

Included in non-interest revenue were fees of $16 million (2007 — $19 million) received from a HSBC group company
arising from the sale of credit life, accident, disability, health and unemployment insurance policies relating to customer
borrowings.

HSBC Group companies hold certain debentures and preferred shares (notes 12 and 13). See also note 19(b) relating to
derivative instruments.

A certain company within the HSBC Group has agreed to provide a standby borrowing facility of up to US $500 million to
the bank at market rates and conditions. Funds have not been drawn from the facility since entering into the agreement.

In addition to the above related party transactions, transactions of a routine nature are completed with the HSBC Group,
none of which are material to these financial statements.

30 Guarantees, commitments and contingent liabilities

a Credit-related

In the normal course of business, we enter into various off-balance sheet commitments and contingent liability
contracts. The primary purpose of these contracts is to make funds available for the financing needs of customers. The
policy for requiring collateral security with respect to these contracts and the types of collateral security held is generally
the same as those for loans advanced.

Financial and performance standby letters of credit represent irrevocable assurances that payments will be made in
the event that a customer cannot meet its obligations to third parties and they carry the same credit risk, recourse and
collateral security requirements as loans extended to customers. Documentary and commercial letters of credit are
instruments issued on behalf of a customer authorizing a third party to draw drafts on the bank up to a certain amount
subject to specific terms and conditions. We are at risk for any drafts drawn that are not ultimately settled by the
customer, and the amounts are collateralized by the goods to which they relate. Commitments to extend credit represent
unutilized portions of authorizations to extend credit in the form of loans and customers’ liability under acceptances.
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30 Guarantees, commitments and contingent liabilities (continued)

a  Credit-related (continued)

The credit instruments reported below represent the maximum amount of additional credit that we could be obligated
to extend should contracts be fully utilized.

2008 2007
Financial and performance standby letters of credit $ 2570 § 2,420
Documentary and commercial letters of credit 397 322
Commitments to extend credit 37,426 41,329
Credit and yield enhancement 14 50

$ 40,407 § 44,121

b Long-term lease commitments

Future minimum lease payments for all lease commitments under long-term leases of premises are as follows:

2009 $ 49
2010 41
2011 36
2012 27
2013 23
2014 (and thereafter) 55

$ 231

The total rental expense charged in respect of premises for 2008 was $63 million (2007 — $63 million).

¢ Litigation

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

d Contingent liabilities

During 2004, the Canada Revenue Agency issued Notices of Reassessments with respect to a specific material issue
relating to the 1996-2001 taxation years. We have filed Notices of Objections. The ultimate resolution of these issues
is indeterminate at this stage. However, we believe that adequate provisions to cover these matters are reflected in the
consolidated balance sheets at December 31, 2008 and 2007.

As part of the sale of an automobile loan portfolio, the bank has agreed, for a period of two years ending in July 2010,
to indemnify the acquirer for 80 per cent of any cumulative losses on the portfolio in excess of a certain limit, with a
maximum potential payment of $20 million. The bank does not anticipate any payment pursuant to this indemnity, as
its current estimate of losses is less than that limit.
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Notes to Consolidated Financial Statements (continued)

30 Guarantees, commitments and contingent liabilities (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 alternative 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 of up to one year. The terms of the backstop
liquidity facilities do not require the bank 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 backstop liquidity facilities provided to programs administered by third parties
at December 31, 2008 or 2007. Undrawn commitments in respect of backstop liquidity facilities are included in the amounts
in note 30(a) above.
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Credit enhancements

The bank provides partial program-wide credit enhancement 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 asset 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 16 months.



HSBC BANK CANADA

HSBC Group International Network*

Services are provided by around 9,500 offices in 86 countries and territories:

Europe Offices Asia-Pacific Offices Americas Offices Middle East and Africa Offices
Armenia 13 Australia 34 Argentina 226 Algeria 2
Austria 1 Bangladesh 10 Bahamas 8 Bahrain 9
Belgium 2 Brunei Darussalam 12 Bermuda 15 Egypt 76
Channel Islands 38 China 136 Brazil 1,889 Iran 1
Cyprus 1 Cook Islands 1 British Virgin Islands 3 Traq 15
Czech Republic 7 Hong Kong Special Canada 292 Israel 3
France 454 Administrative Region 325 Cayman Islands 13 Jordan 5
Georgia 1 India 155 Chile 2 Kuwait 1
Germany 13 Indonesia 114 Colombia 32 Lebanon 7
Greece 27 Japan 14 Costa Rica 46 Libya 2
Hungary 11 Kazakhstan 3 El Salvador 90 Mauritius 12
Ireland 7 Korea, Republic of 15 Honduras 87 Oman 9
Isle of Man 8 Macau Special Mexico 1,265 Palestinian Autonomous Area 1
Italy 3 Administrative Region 7 Nicaragua 3 Qatar 6
Luxembourg 4 Malaysia 49 Panama 83 Saudi Arabia 88
Malta 54 Maldives 1 Paraguay 6 South Africa 5
Monaco 2 New Zealand 11 Peru 17 United Arab Emirates 33
Netherlands 1 Pakistan 9 United States of America 1,584

Poland 24 Philippines 27 Uruguay 11 Associated companies are included
Russia 12 Singapore 27 Venezuela 1 in the network of offices.

Slovakia 4 Sri Lanka 15

Spain 4 Taiwan 43

Sweden 3 Thailand 1

Switzerland 17 Vietnam 4

Turkey 229

Ukraine 1

United Kingdom 1,618

HSBC Bank Canada Bank Branches and Subsidiaries**

British Columbia:
Abbotsford
Burnaby (2)
Campbell River
Chilliwack
Coquitlam (2)
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 Vancouver
‘White Rock

Alberta:
Calgary (8)
Edmonton (6)
Lethbridge
Medicine Hat
Red Deer

St. Albert

* At March 2, 2009

** At December 31, 2008

Saskatchewan: Quebec:
Regina Boucherville
Saskatoon Brossard
Chicoutimi
Manitoba: Laval
Winnipeg (2) Montreal (4)
Pointe-Claire
Ontario: Quebec City
Aurora Saint Leonard
Barrie Sherbrooke
Brampton (2) Trois-Rivieres
Burlington
Etobicoke New Brunswick:
Hamilton Fredericton
Kanata Saint John
Kingston
Kitchener Nova Scotia:
London Halifax
Markham (4)
Milton Newfoundland and
Mississauga (4) Labrador:
Oakville St. John’s
Oshawa
Ottawa
Richmond Hill (2)

St. Catharines

Sault Ste. Marie
Scarborough (3)

Thunder Bay
Timmins
Toronto (12)
Unionville
Vaughan (2)
Whitby
Willowdale
Windsor
Woodbridge

SUBSIDIARIES:

HSBC Capital (Canada) Inc.

(604) 631-8088
(416) 864-2897
hsbe.ca/capital

HSBC Financial Corporation Limited

1(888) 318-0271
hsbcfinance.ca

HSBC Global Asset Management (Canada) Limited

1 (888) 390-3333

hsbc.ca/hsbeinvestments

HSBC Insurance Agency (Canada) Inc.

1 (866) 899-4722
hsbc.ca/insurance

HSBC Investment Funds (Canada) Inc.

1 (800) 8308888
hsbe.ca/funds

HSBC Securities (Canada) Inc.

1(800) 332-1182
hsbc.ca/securities

HSBC Trust Company (Canada)

(604) 641-1122
1 (888) 887-3388
hsbe.ca/trust

For more information, or to find the HSBC Bank Canada branch nearest
you, call 1 (888) 310-4722 or visit our website at hsbc.ca
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HSBC BANK CANADA

Management*

EXECUTIVE COMMITTEE

Lindsay Gordon
President and

Chief Executive Officer
Vancouver

Matthew Bosrock
Deputy Chief Executive Officer
Vancouver

Jon Hountalas

Regional President,
Central and Eastern Canada and
Executive Vice President,
Commercial Banking

Toronto

Brad Meredith

Executive Vice President,
Global Banking and Markets

Toronto

Tracy Redies

Executive Vice President,
Personal Financial Services and
Wealth Management

Vancouver

Bob Anthony
Chief Risk Officer
Vancouver

Graham Mclsaac
Chief Financial Officer
Vancouver

Todd Skinner

President and Chief Executive
Officer

HSBC Financial Corporation
Limited

Toronto

Board of Directors*

Michael Geoghegan
Chairman

HSBC Bank Canada and
Group Chief Executive
HSBC Holdings plc

Caleb Chan
President and Chairman
Burrard International Holdings Inc

Lindsay Gordon
President and

Chief Executive Officer
HSBC Bank Canada

* At March 2, 2009
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REGIONAL EXECUTIVES:

Kenneth Li

Senior Vice President and Head of
Retail Branch Network — West

Vancouver

Blake Hellam

Senior Vice President and Head of
Branch Network — East

Toronto

Miguel Barrieras

Senior Vice President, National
Head of Business Banking and
Head of Quebec

Montreal

Mike Cepin

Senior Vice President and
Head of Commercial Banking —
BC Region

Vancouver

Caryn Lerner
President and

Chief Executive Officer
Holt Renfrew & Co. Limited

Brendan McDonagh

Chief Executive Officer

HSBC North America
Holdings Inc.

Samuel Minzberg

Senior Partner

Davies Ward Phillips
and Vineberg

Robin Penfold

Senior Vice President and
Head of Commercial Banking —
Western Region

Calgary

Dino Medves
Senior Vice President and
Head of Commercial Banking —
Central and Eastern Canada
Toronto

Timothy Price
Chairman
Brookfield Funds

Ross Smith
Corporate Director

SUBSIDIARY EXECUTIVES:

Marc Cevey

Chief Executive Officer

HSBC Global Asset Management
(Canada) Limited

Toronto

Lorne Harper

President and Chief Executive
Officer

HSBC Securities (Canada) Inc.

Toronto

David Mullen

Chief Executive Officer
HSBC Capital (Canada) Inc.
Vancouver

Todd Skinner

President and Chief Executive
Officer

HSBC Financial Corporation
Limited

Toronto

Glen Madore

Vice President, Trust Services
HSBC Trust Company (Canada)
Toronto

GLOBAL CORPORATE
BANKING:

Jim Mahaffy
Executive Vice President
Toronto



