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Part| FINANCIAL INFORMATION
Item 1. Consolidated Financial Statements

HSBC USA Inc.

CONSOLIDATED STATEMENT OF INCOME

Three monthsended March 31,
2006 2005

(in millions)
Interest income:

I =0 $ 1,286 $ 1,049
= ol ] (=S PPN 263 210
L= o 00 I =S £ PP 108 59
ShOrt-tEM INVESIMENTS. .. ..ot e et e e e aenees 126 49
(107 P PP UPS 14 6
TOtaAl INTEESE INCOME. .. 1.ttt tit it e et et et et e et e e s ee e ae e e e eaneee s 1,797 1,373
Interest expense:
D=0 01| £ PP 649 327
ShOrt-1ErM DO T OWINGS. . e e e et e e e e e e e et e e e e eaaaas 74 52
[0 010 T 1= 10 1 L= o) P 339 219
TO Al INTEIESE EXPENSE. .. .o et iet et et ettt et e e e e et e e e e et et e e e e e e aans 1,062 598
NEEINEEIESE INCOIME. .. .. et et e et e e e e e e et e e e een e 735 775
Provision fOr Credit IOSSES ... ... v e e 157 107
Net interest income after provision for credit 10SSeS.......vvuveiveiieieee e e, 578 668
Other revenues:
LTS ST 0 ToTo =T PP 22 23
= V0 X 7= o= 51 52
Other feesand COMMISSIONS. .. ... ...ttt e e et e e et e et e e 236 145
SECUNTIZALTON FEVENUE. .. ...ttt et et et et e et e e e e et et et e et e e e e e 17 44
(@107 g 19 Tee] 1 o1 X PP PRTPPS 26 72
Residential mortgage banking reVENUE. ...........oiviiiiiei e e e e e e e 23 23
I o (10 == 10T PN 279 96
L= ol L1 YA = 1 T = S 4 23
TOtAl OtNEr TEVENUES. .. ... .t ivt et et et e e et e e e e et e e et e e e e e e e asaee e 658 478
Operating expenses.
Salaries and employee beNEfits. .. ... 315 266
OCCUPANCY EXPENSE, NEL. .. ettt ittt et ettt et et e e et et e e et s e e e a e e e ann 51 42
Support services from HSBC affiliates.........oviviriie i e e 265 218
(01 9T=: =0 1= 1S P 154 128
TOtal OPErAtiNG EXPENSES. ... . vveiit it eit et et eee et e et e e e e et e e e e e et e e et aa e aeaee 785 654
INCOmMeE before INCOME taX EXPENSE. .. ... ittt e et et et e e e e e e e aaaaae s 451 492
10Tl o g = P 143 176
NEEINCOME. .. ..ot et e et et e e e et ernt e e e e e ee e $ 308 % 316

The accompanying notes are an integral part of the consolidated financial statements.



HSBC URAInc.

CONSOLIDATED BALANCE SHEET

March 31, December 31,
2006 2005
(in millions)
Assets
Cash and due from Banks. .. .........oeuiin i $ 3,377 $ 4,441
Interest bearing depositswith banks.......... ... 6,776 3,001
Federal funds sold and securities purchased under resale agreements..........c..ooeveevienennes 5,781 4,568
TrAOING BSSELS .. et ettt et ettt e et et e e et et et et et e et et e aae e 26,518 21,220
Securitiesavailable for SAle ... ..ot 18,387 17,764
Securities held to maturity (fair value $3,230 and $3,262)..........cccoeviiviiniiiiiieeieeeeeaan, 3,188 3,171
LOBINS. .. et e 88,651 90,342
Less- alowance for Credit I0SSES. ... ... vvu vttt et ettt 837 846
LOBNS, NEL. .. ..ot e e s 87,814 89,496
Properties and equipment, net 545 538
INEANGIDIE @SSELS. .. ... ettt et e e e e 508 463
GOOAWIIL ... e e 2,694 2,694
(0101 =SS (P TP P TPP PPN 6,481 6,503
TOtAl ASSELS. .. cv it it e e et e e e e $ 162,069 $ 153,859
Liabilities
Deposits in domestic offices:
NONINEErESt DEAINNG. .. ... et $ 8,444 $ 9,695
INEErESt DEAINNG. .. . .t e e e 62,787 57,911
Depositsin foreign offices:
NONINEErESt DEAINNG. .. ... et e e e 347 320
INEErESt DEAINNG. ... et e e e e e e e 21,726 23,889
Tota deposits 93,304 91,815
Trading account labilitiES. .. ....c.uu et e 14,183 10,710
Short-term borrowings 8,399 7,049
Interest, taxes and other [1ahilities. ..........ouiviii e 6,388 4,732
LONG-TOIM AL . .. et e e e e 27,996 27,959
Total [1abilities. .. ..o 150,270 142,265
Shareholders equity
PrEferred SLOCK. .. ... v ittt e e e e e e 1,316 1,316
Common sharehol der's equity:
Common stock ($5 par; 150,000,000 shares authorized;
706 ShareSiSSUEH)......ve e it eee e e e e et e e - -
Capital SUMPIUS. .. ... cee e et e et e e et e e et e 8,124 8,118
RELAINEA GAIMINGS ... ..t ettt et et et e e e et e e e e e e e aea e 2,460 2,172
Accumulated other compreheNSIVE10SS. ... ... ivuiiieiii e e (101) (12)
Total common shareholder's EQUILY.........vuieniiie et et e 10,483 10,278
Total shareholders equity..........ooooniii i 11,799 11,594
Total liabilities and shareholders equity.............cooviiiiiiiiiiiiiieeeeeee $ 162,069 $ 153,859

The accompanying notes are an integral part of the consolidated financial statements.
(1) Less than $500 thousand



HSBC USA Inc.

CONSOLIDATED

STATEMENT OF CHANGES

IN SHAREHOLDERS EQUITY

Three months ended March 31,

2006 2005
(in millions)

Preferred stock
Balance, January 1 and March 31,. ... ... uuniiniin ittt e et et e e e $ 1,316 $ 500
Common stock
Balance, January 1 and March 31,........oue ittt e e e e e e e - (D - D
Capital surplus
BalanCe, JANUBIY 1,... ..ottt e e e e 8,118 8,418
Capital contribution from Parent......... ...t 2 4
Employee benefit Plans ...... «o. e 4 (279)
Balance, MarCh 31,.......ooii i e e 8,124 8,143
Retained earnings
Balance, JANUAIY 1,......ouii it ittt et et e e e e e e 2,172 1,917
NEBEINCOMIE. .. ettt ettt e e e e et et et e e eneeeaee s 308 316
Cash dividends declared:

Preferred StOCK. ..o (16) (6)
Cumulative adjustment from adoption of new accounting pronouncement (see Note5) ......... (4) -
Balance, MarCh 31,......oo i e e e 2,460 2,227
Accumulated other comprehensive (loss) income
Balance, JANUEIY 1,.......uuui it ittt et e e e e (12) 31
Net change in unrealized 10SSES 0N SECUNTIES. .. .. ..ui et eit it et et e (207) (120)
Net change in unrealized gains on derivatives classified as cash flow hedges..................... 21 87
Net change in unrealized (losses) gains on interest only strip receivables................c.oceeeee ()] 18
Foreign currency trandlation adjuStments. .. .......oo et iiuiun e e e (1) (1)
Other comprehensive [0SS, NEE Of T8X. .. ... .uuiiit it et et e (89) (16)
Balance, MarCh 31, ... ..ttt e e e e et e e e e (101) 15
Total shareholders equity, March 3L,.......ccoo e e $ 11,799 $ 10,885
Comprehensive income
NEBEINCOMIE. .. ettt et et et e et et et et et et et e e e a e e aee s $ 308 $ 316
Other COMPIrENENSIVE L0SS...... ..ottt e e e et et e e e aaeee (89) (16)
Comprehensiveincome............ $ 219 $ 300

The accompanying notes are an integral part of the consolidated financial statements.

(1) Less than $500 thousand




HSBC USA Inc.

CONSOLIDATED STATEMENT OF CASH FLOWS

Three months ended March 31,
2006 2005

(in millions)
Cash flows from operating activities
Net income $ 308 $ 316

Adjustments to reconcile net income to net cash
provided by (used in) operating activities:

Depreciation, amortization and deferred taxes................c...ooeeeeeeivicneen.n.. 164 188
Provision for Credit I0SSES ..........ccevvveieeeeeec e et 157 107
Net change in other accrual @CCOUNS.............vvveeveeeeeieeeiee e e e, 1,607 444
Net change in loans held for sale to HSBC Markets (USA) Inc. (HMUS):
Loans acquired from third parties.............c.cc..veveeeeeieiieeeeee e (5,235) -
Sales of loansto HMUS, including premium.............ocooeeeeeeeeeeeee e, 3,691 -
Net changein other loans held for sale.................coovevurieeeiiiiiieeeee, 12 (205)
Net change in loans attributable to tax refund anticipation loans program:
OrgiNAHONS Of [08NS....... . vvvveeeeee e e, (27,300) (24,300)
Sales of |oans to HSBC Finance Corporation, including premium.............. 27,293 24,298
Net change in trading assets and liabilities................cccccovevieieeiiiieieeene, (1,667) 2,094
OHNE, MEL... ... et et et et ae e (236) (235)
Net cash (used in) provided by operating activities................c.cc.cocennnn. (1,206) 2,707
Cash flows from investing activities
Net change in interest bearing deposits with banks................cccccovvveeiiiiiii.s. (3,926) (430)
Net change in Short-term iNVESIMENES. .. .........eeeeeeee e e (1,213) 312
Net change in securities available for sale:
Purchases of securities available for sale.............ccovvvieivieeceiie e (2,064) (2,823)
Proceeds from sales of securities availablefor sale..............ccccccoveeiiiiinnnn. 1,188 1,659
Proceeds from maturities of securities available for sale...............ccocovvee... 602 1,030
Net change in securities held to maturity:
Purchases of securities held to MatUrity................coooeeeoveeeeeee e (380) (189)
Proceeds from maturities of securities held to maturity...................c.c..c..... 365 487
Net change in loans:
Originations, Net of COIECHONS. .......ccoveveeeee e ceee e e 7,805 3319
Loans purchased from HSBC Finance Corporation. ................c.ccoeveeeee... (4,909) (4,720)
Salesof 10anS and Other..............coiiei i, - 29
Net cash used for acquistions of properties and equipment.. (28) (11)
Net cash used for disposals of branches/subsidiaries................c....ccceeeenn... - (24)
OHNEE, ML et e e e oo e e e (244) (156)
Net cash used in investing actiVities..................ocoeviiivueeeeeeee e, (2,804) (1,517)
Cash flows from financing activities
Net Change iN GEPOSITS. .. ... veveeeee et et e e e e 1,489 2,990
Net change in ShOrt-term BOMTOWINGS. ... ... ..ot e eee e e 1,350 (2,762)
Net change in long-term debt:
IssuaNCe Of 1ONG-tEIM AEDE. .. ... v s e et e e e 615 345
Repayment of 1oNg-terM debt...........c....vvieee e ciie e (499) (166)
INCreases in Capital SUMPIUS. ..........oveiieee e 6 4
DIVIAENGAS PAIT. .. ... ee e et e e (15) (6)
Net cash provided by financing activities...................oooveviiiiiiiiieii, 2,946 405
Net change in cash and due from banks.............ccvveeveeiie e e (1,064) 1,595
Cash and due from banks at beginning of Period..................eveeveereeeeeereeeeeenn. 4,441 2,682
Cash and due from banks at end of period.............coeoviiiii i $ 3377 $ 4,217

The accompanying notes are an integral part of the consolidated financia statements.



Notesto Consolidated Financial Statements

Note 1. Organization and Basis of Presentation

HSBC USA Inc. is an indirect wholly owned subsidiary of HSBC North America Holdings Inc. (HNAH), which is
an indirect wholly owned subsidiary of HSBC Holdings plc (HSBC). The accompanying unaudited interim
consolidated financial statements of HSBC USA Inc. and its subsidiaries (collectively, HUSI), including its principal
subsidiary, HSBC Bank USA, National Association (HBUS), have been prepared in accordance with accounting
principles generally accepted in the United States of America (U.S. GAAP) for interim financial information, with
the instructions to Form 10-Q and with Article 10 of Regulation S-X, aswell asin accordance with predominant
practices within the banking industry. Accordingly, they do not include all of the information and footnotes required
by generally accepted accounting principles for complete financial statements. In the opinion of management, all
normal and recurring adjustments considered necessary for afair presentation of financial position, results of
operations and cash flows for the interim periods have been made. These unaudited interim financial statements
should be read in conjunction with HUSI's Annual Report on Form 10-K for the year ended December 31, 2005 (the
2005 Form 10-K). Certain reclassifications have been made to prior period amounts to conform to the current
period presentations. The accounting and reporting policies of HUSI are consistent, in al material respects, with
those used to prepare the 2005 Form 10-K, except for the impact of new accounting pronouncements summarized in
Note 15 of these unaudited interim consolidated financial statements.

The preparation of financial statementsin conformity with U.S. GAAP requires the use of estimates and
assumptions that affect reported amounts and disclosures. Actual results could differ from those estimates. Interim
results should not be considered indicative of resultsin future periods.



Note 2. Securities

At March 31, 2006 and December 31, 2005, HUSI held no securities of any single issuer (excluding the

U.S. Treasury, U.S. Government agencies and U.S. Government sponsored enterprises) with abook value that
exceeded 10% of shareholders' equity. The following tables provide a summary of the amortized cost and fair value
of the securities available for sale and securities held to maturity portfolios.

Gross Gross
Amortized Unrealized Unrealized Fair
March 31, 2006 Cost Gains L osses Value
(inmillions)
Securitiesavailablefor sale:
U.S. TIEASUMNY ..eveviiiiiiiiieiieeeie et $ 1075 $ - $ (15) $ 1,060
U.S. Government sponsored enterprises (1) ..... 10,315 12 (355) 9,972
U.S. Government agency issued or guaranteed 3,986 5 (106) 3,885
Obligations of U.S. states and political subdivisions ...... 487 - (6) 481
Asset backed SECUMTIES ... 741 1 (6) 736
Other domestic debt Securities ..o, 1574 10 (29) 1,555
Foreign debt securities ............... 639 8 5) 642
Equity securities 50 6 - 56
Securitiesavailablefor sale $ _ 18867 $ 42 $ 522 $ _ 18387
Securitiesheld to maturity:
U.S. TIEASUMNY ..eeeviiiiiieiieie ettt $ 129 $ - $ - $ 129
U.S. Government sponsored enterprises (1) 1,856 29 (28) 1,857
U.S. Government agency issued or guaranteed .............. 627 25 i) 650
Obligations of U.S. states and political subdivisions ...... 361 24 () 384
Other domestic debt SECUNtieS ........coovvvviveiiiieeiicnee 164 - 5) 159
Foreign debt SECUMties ........cceevviiiiieeiieeec e 51 - - 51
Securitiesheld toMaturity ........cccoceevveeivieeiieeiieeeee, $ 3188 $ 78 $ (36) $ 3230
Gross Gross
Amortized Unrealized Unrealized Fair
December 31, 2005 Cost Gains L osses Value
(inmillions)
Securitiesavailablefor sale:
U.S. TIESUIY ..ooviveieiceecieeete ettt $ 711 $ - $ 4 $ 707
U.S. Government sponsored enterprises (1) .......cco.e..... 10,850 25 (251) 10,624
U.S. Government agency issued or guaranteed .............. 2,466 10 (48) 2,428
Obligations of U.S. states and palitical subdivisions ...... 487 - 5) 482
Assat backed SECUNTIES .....ccvvevviiiiiecciieeciec e 1,165 2 4 1,163
Other domestic debt securities ... 1,700 6 (15) 1,691
Foreign debt SECUMTIES .......cccvevveeiveierecieeceeeeene 611 8 ©) 614
EQUItY SECUMLIES ..ovviviveeicieicvccieese e 49 6 - 55
Securitiesavailablefor sale ... $ 18,039 $ 57 $ (332 $ 17,764
Securitiesheld to maturity:
U.S. TIEESUINY oouveeeeeeieeeeeieneseeieteesesesiese s seseenenes $ 83 $ - $ - $ 83
U.S. Government sponsored enterprises (1) ......... 1,860 57 (21) 1,896
U.S. Government agency issued or guaranteed 644 31 @ 674
Obligations of U.S. states and political subdivisions ...... 369 25 - 394
Other domestic debt SECUNIES .......cvvvervreeeeeerieeeeee 164 1 (@3] 164
Foreign debt securities ............... 51 - - 51
Securities held to maturity $ 3171 $ 114 $ (23) $ 37262

(1) Includes primarily mortgage-backed securitiesissued by the Federal National Mortgage Association (FNMA) and the Federal Home Loan
Mortgage Corporation (FHLMC).

In March 2006, the Financial Accounting Standards Board (FASB) issued Statement of Financial Accounting
Standards No. 156, Accounting for Servicing of Financial Assets (SFAS 156). HUSI adopted this standard effective
January 1, 2006 (see Note 5 of these consolidated financial statements), electing to reclassify securities used to
offset changes in economic value of mortgage servicing rights (M SRs) from the available for sale portfolio to
trading assets at that date. At December 31, 2005, these securities had a book value of $115 million and afair value
of $111 million.



The following tables provide a summary of gross unrealized losses and related fair values, classified asto the length
of time the losses have existed.

OneYear or Less

Greater Than One Year

Number Gross Aggregate Number Gross Aggregate
of Unrealized Fair Value of Unrealized Fair Value
March 31, 2006 Securities Losses  of Investment Securities Losses  of Investment
(in millions)
Securitiesavailablefor sale:
U.S.Treasury .....ccceevrevreennne. 13 $ (15) $ 1,060 - $ - $ -
U.S. Government sponsored
enterpriseS (1) ..ooooeeevveennenn. 656 (260) 7,376 66 (95) 1,881
U.S. Government agency
issued or guaranteed 603 (69) 3,382 103 (37) 375
All other securities ................. 148 (40) 2,206 35 (6) 359
Securitiesavailablefor sale ..... 1,420 $ (389 $ 14024 204 $  (138) $ 2615
Securitiesheld to maturity:
U.S. Government sponsored
enterpriseS (1) ..ooooveeveeennenn. 42 $ (23) $ 645 4 $ ©)] $ 44
U.S. Government agency
issued or guaranteed 216 @] 87 - - -
All other securities ................. 11 (5 175 11 @) 8
Securities held to maturity ...... 269 $ (30) $ 907 15 $ (6) $ 52

@

Includes primarily mortgage-backed securities issued by FNMA and FHLMC.

OneYear or Less

Greater Than OneYear

Number Gross Aggregate Number Gross Aggregate
of Unrealized Fair Value of Unrealized Fair Value
December 31, 2005 Securities Losses  of Investment Securities L osses of I nvestment
(in millions)
Securitiesavailablefor sale:
U.S. Government sponsored
enterpriseS (1) .oovveevevenvennene. 560 $ (176) $ 7,313 46 $ (75) $ 1434
U.S. Government agency
issued or guaranteed ............. 288 (22) 1,346 82 (26) 434
All other securities ................. 113 (32) 2,944 39 (1) 82
Securitiesavailablefor sale ..... 961 $ (230 $ 11,603 167 $ (102 $ 1950
Securitiesheld to maturity:
U.S. Government sponsored
enterpriseS (1) .oovvevvevervennnn. 28 $ (14) $ 397 3 $ ) $ 41
U.S. Government agency
issued or guaranteed ............. 181 1) 34 - - -
All other securities ................. 11 - 167 12 (1) 9
Securities held to maturity ...... 220 $ (15) $ 598 15 $ (8) $ 50
(1) Includes primarily mortgage-backed securities issued by FNMA and FHLMC.

Gross unrealized |osses within the available for sale securities and held to maturity securities portfolios increased
during the three months ended March 31, 2006 due to rising short-term and medium-term interest rates. Since
substantially all of these securities are high credit grade (i.e., AAA or AA), and HUSI hasthe ability and intent to
hold these securities until maturity or amarket price recovery, they are not considered to be other than temporarily
impaired.

10



Note 3. Loans

The composition of HUSI' s loan portfolio is summarized in the following table.

March 31, 2006 December 31, 2005
Total Held for Sale Total Held for Sale
(in millions)

Commercial:

Construction and other real estate............cccooveeevernnenne $ 9,195 $ - $ 9,123 $

Other commercial ..........coevvvenieiiiiiiiieeeee e 17,609 - 18,598
Consumer:

Residential mortgage ........ 44,328 5,608 43,970 4,175

Credit card receivables 14,461 - 15,514 -

Other consumer loans 3,058 427 3,137 390
TOtA 10NS .. $ 88,651 $ _6,035 $ 90,342 $ 4565

L oans pledged as collateral are summarized in Note 10 on page 17 of this Form 10-Q.
LoansHeld for Sale

Loans held for sale are recorded at the lower of aggregate cost or market value. Aggregate cost exceeded market
value at March 31, 2006 and Decenber 31, 2005, resulting in recorded valuation allowance of $70 million and $26
million respectively.

In June 2005, HUSI began acquiring residential mortgage |oans from unaffiliated third parties, with the intent of
selling the loans to an HSBC affiliate, HSBC Markets (USA) Inc. (HMUS). Theincreasein held for sale loans
during 2006 directly resulted from this activity. Further information regarding loans held for saleto HMUS is
provided on page 25 of this Form 10-Q.

Concentrations of Credit Risk

Certain residential mortgage loans have high loan-to-value (LTV) ratios and no mortgage insurance, which could
result in failure to recover the entire investment in loans involving foreclosed or damaged properties.

HUSI also offersinterest-only residential mortgage loans. Theseinterest-only loans allow customersto pay only the
accruing interest for a period of time, which resultsin lower payments during the initial loan period. Depending on
acustomer’ s financial situation, the subsequent increase in the required payment attributable to loan principal could
affect acustomer’ s ability to repay the loan at some future date when the interest rate resets and/or principal

payments are required.

Aswith any non-conforming and non-prime loan products, HUSI utilizes high underwriting standards and prices
these loans in amanner that is appropriate to compensate for higher risk.

Outstanding balances of high LTV and interest-only loans are summarized in the following table.

March 31, December 31,
2006 2005

(in millions)
Residential mortgage loans with high LTV and no mortgage inSurance ............ccooeecveeeenveneens $ 3,338 $ 3510
Interest-only residential MOMGAgE 08NS .........oeiiiiiiiie e 8,396 8,713
B o= [ o =T SRR $ 11,734 $ 12223

11



Credit Quality Statistics

An analysis of credit quality is provided beginning on page 44 of this Form 10-Q.

The following table provides a summary of credit quality statistics.

March 31, December 31, September 30, June30, March 31,
2006 2005 2005 2005 2005
(in millions)
Nonaccruing loans
Balance at end of period:
Commercial:
Congtruction and other redl estate ..  $ 21 $ 15 $ 32 $ 29 $ 28
Other commercial .........ccccceeevueeen. 64 70 77 81 99
Totd commercial ..........cceeeeveennene. 85 85 109 110 127
Consumer:
Residential mortgages .................. 160 156 126 115 116
Credit card receivables .. - - - - -
Other consumer loans ... - - - - -
Tota consumer loans ................... 160 156 126 115 116
Tota nonaccruing 10ans ..........cccvevevennene. $ 245 $ 241 $ 23 $ 225 $ 243
Asapercent of loans:
Commercial:
Construction and other real estate .. 23 % 16 % 36 % 33 % 33 %
Other commercial .36 .38 48 .53 .66
Tota commercia .... 32 31 43 46 54
Consumer:
Residential mortgages .................. .36 35 27 .24 .24
Credit card receivables .. - - - - -
Other consumer [0ans ................... - - - - -
Tota consumer loans ................... 26 25 .20 .18 .18
TOtAl oo 28 % 27 % 26 % 26 % 28 %
Interest income on nonaccruing loans
(quarterly total):
Amount which would have been recordec
had the associated loans been current in
accordance with their original terms ......... $ 5 $ 8 $ 5 $ 7 $ 5
Amount actually recorded ............ccocceenee. 1 5 3 1 3
Accruing loans contractually past due 90 day«
or more asto principal or interest:
Total commercial ........ccoceeeeeevceriieeeeen $ 6 $ 19 $ 4 $ 7 $ 13
Residential mortgages - 27 1 - 1
Credit card receivables 244 248 237 206 210
Other consumer 10ans .........ccovvveerveerineene 17 17 15 14 15
Tota consumer loans ..........ccceeveeneee. 261 292 253 220 226
Total accruing loans contractually past
due 90 daySOr MOre .......ccceevvveeeeeeueenennen $ 267 $ 311 $ 257 $ 227 $ 239
Criticized assets (balance at end of period):
Specia Mention .........cceeeeverereeieeienienn $ 648 $ 706 $ 735 $ 706 $ 728
Substandard .........ccceeveeiieie e 858 721 736 761 535
Doubtful 20 25 29 28 34
TOtal oo $ 1526 $ 1452 $ 1,500 $ 1,495 $ 1,297
Impaired loans:
Balanceat end of period ..........ccoeevveiennens $ 85 $ 20 $ 115 $ 102 $ 119
Amount with impairment reserve................ 23 27 51 79 96
Impairment reServe ........cccoeeveeeieeeiieeeene. 7 10 8 19 21
Other real estate and owned assets:
Balance at end of period ..........ccooevevennens $ 40 $ 35 $ 31 $ 25 $ 20
Ratio of total nonaccruing loans, other real
estate and owned assets to total assets ...... 18 % 18 % 18 % 17 % 19 %



Note 4. Allowancefor Credit Losses

Changesin the allowance for credit losses are summarized in the following table.

Quarter ended March 31 2006 2005
(inmillions)

Balance at beginning Of QUAIEN ..........coiriieiee e $ 846 $ 788
Allowance related to disposition of certain private label credit card relationships ............c........ (6) -
(@1 0T 0 T=Y o) £ ST ROTRTSPRPTRRPRN 230 199
RECOVENIES .....viiiiieeiecee e 70 77

NEL ChAIrGEOMTS ..t 160 122
Provision charged tO INCOME ........uiiiiiiiiie ettt ettt 157 107
Balance a end Of QUAITES .......ooiiiiiiieiie e $ 837 $ 773

Further analysis of credit quality and the allowance for credit losses is presented on pages 44-46 of this Form 10-Q.
Credit quality statistics are provided in Note 3, beginning on page 11.

Note 5. I ntangible Assets

The composition of intangible assets is summarized in the following table.

March 31, December 31,
2006 2005

(in millions)
MOrtgage SEVICING TIGNES ..ec.viiiiiiieiieiie ettt ettt $ 465 $ 418
OLNEE ..o 43 45
INEANGIDIEASSELS .....eveeeieieeie et ettt e e te e e sneesreesseesteesneeteeseenteeneeeneeereenn $ 508 $ 463

Mortgage Servicing Rights (M SRs)

HUSI recognizes the right to service mortgage loans as a separate and distinct asset at the time the |oans are sold.
HUSI receives afee for servicing the related residential mortgage loans. HUSI has one class of MSRs arising from
sales of mortgage loans.

In March 2006, the Financial Accounting Standards Board (FASB) issued Statement of Financial Accounting
Standards No. 156, Accounting for Servicing of Financial Assets (SFAS 156). HUSI adopted this standard effective
January 1, 2006, electing to measure its one class of MSRs at fair value. Upon adoption, HUSI recorded a
cumulative effect adjustment to beginning retained earnings of less than $1 million, representing the difference
between the fair value and the carrying amount of M SRs as of the date of adoption.

MSRs are subject to interest rate risk, in that their value will fluctuate as aresult of changesin the interest rate
environment. Interest rate risk is mitigated through an active hedging program that uses securities and derivatives to
offset changes in the economic value of MSRs. Since the hedging program involves trading activity, risk is
quantified and managed using a number of risk assessment techniques, which are addressed in more detail beginning
on page 53 of this Form 10-Q.

With the adoption of SFAS 156, HUSI also made an irrevocable election to reclassify securities used to offset
changes in economic value of MSRs from available for sale to trading assets, effective January 1, 2006. At
December 31, 2005, these securities had a book value of $115 million and afair value of $111 million. The
accumulated unrealized | oss recorded in accumulated other comprehensive income of $4 million was reversed
effective January 1, 2006, with the offsetting amount recorded as a cumulative effect adjustment to beginning
retained earnings.

MSRs areinitially measured at fair value at the time that the related loans are sold, and periodically re-measured
using the fair value measurement method. This method requires that M SRs be measured at fair value at each
reporting date with changesin fair value of the asset reflected in earnings in the period that the changes occur. Fair
value is determined based upon the application of valuation models and other inputs. The valuation models
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incorporate assumptions market participants would use in estimating future cash flows. These assumptions include
expected prepayments, default rates and market-based option adjusted spreads. The reasonableness of these pricing
modelsis periodically validated by reference to external independent broker valuations and industry surveys.

Fair value of MSRsis cal culated using the following critical assumptions.

March 31, December 31,

2006 2005
Annualized constant prepayment rate (CPR) .......ooiieeeiiieiiie e 17.20% 16.30%
CONSEANE ISCOUNE FAEE ...t itieiee ettt sttt et ettt esbe e bt e nbeeteens 12.21% 12.07%
Weighted @VErage [ITE ......eieiie ettt sabe e e s 5.6years 5.5years

The following table summarizes M SRs activity for the three months ended March 31, 2006, the first reporting period
since adoption of SFAS 156.

Threemonthsended March 31 2006
(in millions)
Fair vdue of MSRs:
BegINNING DAIBNCE ... .ottt bt e et e e e ab e e s st e e eabe e e e bt e e eabeeenbeeeenbeesnbeeeteeenns $ 418
AdditioNSTElEEA tO 10BN SAIES .......eeieiiieeie ettt b et b bt b e bt e e bb e e e bt e e be e e na e e b e nne e e anes 23
Changesin fair value due to:
Changein valuation inputs or assumptions used in the valuation MOEIS ..........ccceiieiiiiiiiiii e 45
ReAliZAtioN Of CASN FIOWS ...ttt et e e ab e e st e e e be e e sabeesmbeeeabteesnbeaaneeans (21)
ENAING DAIBNCE ...ttt b et e bt e e ab e e s b e e e be e e e Rb e e et e e ebe e e e nbeeebeeereeenns $ 465

The following table summarizes activity for MSRs and the related valuation allowance for the three months ended
March 31, 2005, which was prior to adoption of SFAS 156.

Threemonthsended March 31 2005
(in millions)

MSRs, net of accumulated amortization:
BEGINNING BAIENCE ... .ottt ettt ekt e e bt e et e e e e st e e e abeeaabeeaasbeeenbeeenbeaeanbeesnbeeanteaanns $ 416

Additionsrelated to loan sales 13
Permanent impairment charges 9)
AITIONEIZALION ...ttt ettt bbb bbb et e a e b e b e s bt e b e e b e bt ke e bt e e e s e e e bt eb e eb e e b e e bbb e r e r b s (19)
ENAING DAIBNCE ...ttt b bbbttt ettt h ettt e bt en 401
Valuation allowancefor MSRs:
BEGINNING DAIBNCE ... .ottt et e ettt eeab e e s abe e e abe e e ebb e e eabeeenbeeeanbeesnbeeeteeenns (207)
Temporary impairment recovery .... 17
Permanent impaimMENt ChEIGES .........oiiiiiiiiee e et b e b bbbt bt sae e e 9
ENAING DAIBNCE ...ttt b bbbttt ettt h ettt e bt en (81)
MSRs, net of accumulated amortization and valuation AllOWANCE .........ccuveieiiiieie et $ 320

Note 6. Goodwill

During the second quarter of 2005, HUSI completed its annual impairment test of goodwill and determined that the
fair value of each of the reporting units exceeded its carrying value. Asaresult, no impairment loss was required to
be recognized. During thefirst quarter of 2006, there were no events or transactions which warrant consideration
for their impact on recorded book val ues assigned to goodwiill.

Note 7. Income Taxes

The following table presents HUSI’ s effective tax rates.

Threemonthsended March 31 2006 2005
EffECHIVETAX TAEE ....eee ettt et e et e e et e e e s e bt e e e e s enabeeeeeeabaeeeesnanes 3.7 % 358 %
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In the first quarter of 2006, approximately $17 million of income tax liability, related mainly to the completion of
ongoing tax audits, was released against tax expense, thereby reducing the effective tax rate by 3.8% for the first
three months of 2006. The effective tax rate was further reduced due to an increase in available low income housing
tax credits and a decrease in state and local income tax liabilities.

In thefirst quarter of 2005, HUSI finalized certain prior year state and local tax returns and recorded a $20 million
reduction of income tax expense, reducing the effective tax rate by 4.1% for the first three months of 2005. This
reduction represented the difference between its previous estimate of tax liability and the liability per the tax returns.

Note 8. Long-Term Debt

Long-term debt is summarized in the following table.

March 31, December 31,
2006 2005

(inmillions)
S S Lo e < o ST SU TSRS $ 22377 $ 22218
ST lo (o197 (S0 Ko = o (RSP 5,601 5,722
2N L1 1= RSP RRSPSRRN 18 19
TOtal [ONG-LEM TEDE ...ttt nes $ 27,996 $ 27,959

Information regarding the material components of long-term debt is provided in Note 14 of the consolidated
financial statements, beginning on page 112 of the 2005 Form 10-K.

Note 9. Related Party Transactions

In the normal course of business, HUSI conducts transactions with HSBC and its subsidiaries (HSBC affiliates).
These transactions occur at prevailing market rates and terms. All extensions of credit by HUSI to other HSBC
affiliates are legally required to be secured by eligible collateral. The following table presents related party balances
and the income and expense generated by related party transactions.

March 31, December 31,
2006 2005
(in millions)
Assets:
Cash and dUE FIOM DEANKS .......eveeiiiie ittt et e e st e e s e e s st e e sareesraeaas $ 138 $ 121
Interest bearing deposits With Danks ..........cocuiiiiiiiiiiie e 548 67
Federa funds sold and securities purchased under resale agreements ...........ccoceeeveieinenene 122 111
TrAOING @SSELS ....veieiiiieeiie ettt ettt ettt et et e b e e e ab e e ea bt e e sbe e e ssbeeanbeeeabbeesnteeanneas 5,787 5,386
LLOBINS .ttt e e e e e e b E e e e e e e n e e e e e b e e e e e e bnre e e e nreee s 1,154 1,901
(0107 S T TSSO P PP PP PR UPUPORPR 129 78
TOLAl BSSELS ...tttk ettt bbb $ 7,878 $ 7,664
Liabilities:
DIEPOSIES .euveueeseestesteeteeteeteeseeseeeestestesteaseaseasease e st et et e nae et e e beeReereese et e tetenbeeteeneeneeneenean $ 8,349 $ 10131
Trading account HDITTIES .......c.uviiiiieiiie e 4,806 4,545
ShOrt-tErM BOITOWINGS ...ttt e e st e e 1,727 698
(0107 S T TP TSP PP PP PR UPUPORPRO 91 106
TOtAl 1IBDIHITIES ...ttt $ _ 14973 $ 15480
Threemonthsended March 31 2006 2005
(in millions)
INEEIESE INCOMIE ...ttt ettt ettt et e e e et e e e st e saeeeeeeeaeeeaeeeteseeeabesaeesaeesaessnneies $ 11 $ 9
INEEIESE EXPENSE ... 100 64
TrAOING TOSSES ...ttt ettt ettt nb et (363) (321)
OLNEY TEVENUES ...ttt ettt sttt st st enr e sneen e s 55 40
Support services from HSBC ffiliates:
Feespaid to HSBC FiNance COrPOration ............ceeereeerueeriieeenieeenieesiee e svee e 116 106
Treasury and traded markets services and Other fEeS .........covveveinienieniciecec e 92 64
Fees paid to HSBC Technology & Services (USA) Inc. (HTSU) for technology services ... 57 48
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The following business transactions conducted with HSBC Finance Corporation impacted operations during the first
quarter of 2006.

Credit Card Receivables and Other Loan Transactions

In December 2004, HUSI acquired a private label receivable portfolio from HSBC Finance Corporation, which
primarily included credit card receivables and retained interests associated with securitized credit card
receivables. HSBC Finance Corporation retained and continues to service the customer relationships, for which
they charged HUSI servicing fees of $98 million and $92 million for the three months ended March 31, 2006
and 2005 respectively. In July 2004, HUSI sold certain MasterCard®/Visa credit card relationships to HSBC
Finance Corporation, but retained the receivabl e balances associated with these relationships. By agreement,
HUSI is purchasing receivables generated by these private label and MasterCard/Visa customer relationships at
fair value on adaily basis. Premiums paid are being amortized to interest income over the estimated life of the
receivables purchased. Sincethe original private label receivables acquisition and MasterCard/Visarel ationship
sale, the underlying customer balances included within these portfolios have revolved, and new private label
relationships have been added. Activity related to these portfoliosis summarized in the following table.

Private L abel Master Card/Visa
Quarter ended March 31 2006 2005 2006 2005
(in millions)
Receivable balances at beginning of period ............... $ 1435 $ 10,936 $ 1,159 $ 1142
Receivable balances at end of period ...........ccceveenee 13,332 10,892 1129 1,109
Premium paid to HSBC Finance Corporation
during the period ... 77 103 8 8

During the quarter ended March 31, 2006, HUSI purchased approximately $186 million of consumer loans at
fair value from originating lenders pursuant to HSBC Finance Corporation correspondent |oan programs.

Other Transactions

Support services from HSBC affiliates includes charges by HSBC Finance Corporation under various service
level agreements for loan origination and servicing as well as other operational and administrative support.

HBUS isthe originating lender for afederal income tax refund anticipation loan program for clients of various
third party tax preparers, which is managed by HSBC Finance Corporation. By agreement, HBUS processes
applications, funds and subsequently sells these |loans to HSBC Finance Corporation. During the quarter ended
March 31, 2006, approximately $27 billion of loans were originated by HBUS and sold to HSBC Finance
Corporation, resulting in gains of approximately $19 million and fees paid to HSBC Finance Corporation of

$3 million. For the same 2005 quarter, $24 billion of loans were sold to HSBC Finance Corporation, resulting
in gains of $17 million and fees paid of $3 million.

At March 31, 2006, HUSI had a $2 billion unused line of credit with HSBC Finance Corporation. The interest
rate is comparable to third party rates for aline of credit with similar terms.

Trading losses primarily represent the mark to market of the intercompany components of interest rate and
foreign currency derivative swap transactions entered into with HSBC Finance Corporation. Specifically,
HSBC Finance Corporation enters into these swap contracts with HUSI in order to hedge its interest rate
positions. HUSI, within its Corporate, Investment Banking and Markets business, accounts for these
transactions on a mark to market basis, with the change in value on the intercompany component substantially
offset by the mark to market of related contracts entered into with HSBC affiliates and third parties.

! MasterCard is aregistered trademark of MasterCard International, Incorporated.
2 Visaisaregistered trademark of Visa USA, Inc.
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The following business transactions were conducted with HMUS during the first quarter of 2006.

HUSI utilizes HMUS for broker dealer, debt underwriting, customer referrals and for other treasury and traded
markets related services, pursuant to service level agreements. Debt underwriting fees charged by HMUS are
deferred as areduction of long-term debt and amortized to interest expense over the life of the related debt.
Customer referral fees paid to HMUS are netted against customer fee income, which isincluded in other fees
and commissions. All other fees charged by HMUS areincluded in support services from HSBC affiliates.

In June 2005, HUSI began acquiring residential mortgage loans, excluding servicing, from unaffiliated third
parties and subsequently selling these acquired loansto HMUS. HUSI maintains no ownership interest in the
residential mortgage loans after sale. During the first quarter of 2006, HUSI sold $4 hillion of loansto HMUS

for total gains on sale of $17 million, which are included in other revenues.

At March 31, 2006, HUSI had an unused line of credit with HSBC of $2 billion. Theinterest rate is comparableto

third party rates for aline of credit with similar terms.

HUSI has extended loans and lines of credit to various other HSBC affiliates totaling $1.4 billion, of which $180
million was outstanding at March 31, 2006. Interest rates are comparable to third party rates for aline of credit with

similar terms.

At March 31, 2006 and December 31, 2005, the aggregate notional amounts of all derivative contracts with other
HSBC affiliates were approximately $644 billion and $570 billion respectively. The net credit risk exposure related
to these contracts was approximately $5 billion at both March 31, 2006 and December 31, 2005.

Domestic employees of HUSI participate in a defined benefit pension plan sponsored by HNAH. Additional
information regarding pensionsis provided in Note 11 of these consolidated financial statements.

Employees of HUSI participate in one or more stock compensation plans sponsored by HSBC. HUSI' s share of the
expense of these plans on a pre-tax basis for the first three months of 2006 and 2005 was approximately $11 million
and $9 million respectively. Asof March 31, 2006, HUSI had approximately $79 million of compensation cost
related to nonvested stock compensation plans, which is expected to be recognized over a weighted-average period
of 1.9 years. A description of these stock compensation plans begins on page 125 of HUSI’s 2005 Form 10-K.

Note 10. Pledged Assets

The following table presents pledged assets included in the consolidated balance sheet.

March 31, December 31,
2006 2005
(inmillions)

Interest bearing deposits with banks $ 1,751 1,170
Trading @SSELS ......coueeiieieiesie e 2,745 1452
Securitiesavailablefor sale ..., 5,595 6,369
Securitiesheld to MatUrity .........ccooceerierienieieecceeeceeee 467 47
LOBNS .oeeeieeee et 8,387 8,204
TOLAl ettt r et e Re e Ee e Ee Rt Rt e Rt et et e b e be bt nreeneeneenes $ _ 18945 $ 17642

Securities available for sale are primarily pledged against various short-term borrowings. Loans are primarily
residential mortgage loans pledged against long-term borrowings from the Federal Home Loan Bank and private

label receivables pledged against long-term secured borrowings.
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Note 11. Pensions and Other Postretirement Benefits

In November 2004, sponsorship of the U.S. defined benefit pension plans and the health and life insurance plan of
HUSI and HSBC Finance Corporation were transferred to HNAH. Effective January 1, 2005, the separate U.S.
defined benefit pension plans were merged into a single defined benefit pension plan, which facilitated the
development of aunified employee benefit policy and unified employee benefit plan administration for HSBC
affiliates operating in the U.S. Asaresult, HUSI’ s prepaid pension asset of $482 million, and arelated deferred tax
liability of $203 million, were transferred to HNAH. The net transfer amount of $279 million isreflected asa
reduction of capital surplusfor 2005 on the consolidated statement of changesin shareholders' equity.

The following table presents the components of net periodic benefit cost as allocated to HUSI from HNAH.

Other
Pension Benefits Postretirement Benefits
Threemonthsended March 31 2006 2005 2006 2005
(in millions)

Net periodic benefit cost:

Service cost — benefits earned during the period ............c......... $ 8 $ 11 $ - $ 1

Interest cost on projected benefit obligation ............ccceveeenene 17 17 2 2

Expected return on plan @Ssets .........oooeeveerieeieinieiiienieieseee (22) (25)

RECOgNIZEA 1OSSES ......veieiiiieiiie et 3 1

Transition amount amortization ............cccceeeevcieeeeeiiineeeesinns - 1 1

Net periodic benefit COSt ......cccevvrervrirrieieeere e $ 6 $ 4 $ 3 $ 4

During 2006 HUSI expects to make no contribution for pension benefits and to pay postretirement benefits of
approximately $9 million.
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Note 12. Business Segments

HUSI has five distinct business segments that it utilizes for management reporting and analysis purposes. The
business segments are based upon customer groupings, aswell as products and services offered. The business
segments are described in the following paragraphs.

The Personal Financial Services (PFS) Segment

This segment provides a broad range of financial products and servicesincluding installment and revolving term
loans, deposits, branch services, mutual funds, investments and insurance. These products are marketed to
individuals primarily through the branch banking network and increasingly through e-banking channels. Residential
mortgage lending provides | oan financing through direct retail and wholesale origination channels. Mortgage loans
are originated through a network of brokers, wholesale agents and retail origination offices. Servicing is performed
for the individual mortgage holder or on a contractual basis for mortgages owned by third parties.

The PFS segment continues to include MasterCard/Visa credit card receivables acquired on adaily basis, related to
account relationships which HUSI sold to HSBC Finance Corporation in 2004.

The Consumer Finance (CF) Segment

Effective for the first quarter of 2005, HUSI formed a new business segment, Consumer Finance (CF), which was
reported as a component of PFSin prior periods. The CF segment includes point of sale and other lending activities
primarily to meet the financial needs of individuals. Specifically, operating activity within the CF segment relates to
various consumer loans, private label credit card receivables, and retained interests in securitized receivable trusts
purchased from HSBC Finance Corporation, as well as consumer loans purchased from originating lenders pursuant
to HSBC Finance Corporation correspondent loan programs.

The Commercial Banking (CMB) Segment

This segment provides loan and deposit products to small businesses and middle-market corporationsincluding
specialized products such as real estate financing. Various credit and trade related products such as standby
facilities, performance guarantees and acceptances are also offered. These products and services are offered through
multiple delivery systems, including the branch banking network.

Effective January 1, 2006, the CMB segment also includes activity related to an equity investment in Wells Fargo
HSBC Trade Bank N.A., which was previously reported in the Other segment. For comparability purposes, 2005
segment results have been revised to reflect this change.

The Corporate, | nvestment Banking and Markets (CIBM) Segment

This segment is comprised of Corporate/Institutional Banking (CIB) and Investment Banking and Markets (IBM).
CIB provides deposit and lending products to large and multi-national corporations and banks. U.S. dollar clearing
services are offered for domestic and international wire transfer transactions. Credit and trade related products such
as standby facilities, performance guarantees and acceptances are also provided by CIB to large corporate entities.
The IBM component includes treasury and traded markets. The treasury function maintains overall responsibility
for the investment and borrowing of funds to ensure liquidity, manage interest rate risk and capital at risk. Traded
markets encompasses structured transactions as well as the trading and sal e of foreign exchange, banknotes,
derivatives, precious metals, securities and emerging markets instruments, both domestically and internationally.

The Private Banking (PB) Segment

This segment offers afull range of services for high net worth domestic and foreign individuals including deposit,
lending, trading, trust, branch services, mutual funds, insurance and investment management.
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Other Segment

This segment includes an equity investment in HSBC Republic Bank (Suisse) S.A. and certain corporate expenses
not allocated to other business segments.

The following table summarizes the results for each segment. The net interest income component in the table
reflects actual interest earned, net of cost of funds as determined by corporate transfer pricing methodology.

Analysis of operating results for each segment begins on page 39 of this Form 10-Q.

PES CF CMB CIBM PB Other Total
(in millions)
Threemonthsended
March 31:
2006
Net interest income (1) ...... $ 309 $ 153 $ 178 $ 53 $ 48 $ ® $ 735
Other revenues ................. 135 119 49 273 76 6 658
Totd revenues 444 272 227 326 124 - 1,393
Operating expenses (2) ..... 291 110 110 183 75 16 785
Working contribution ........ 153 162 117 143 49 (16) 608
Provision for credit
IS (<) J 16 135 4 2 - - 157
Income (loss) before
income tax expense ........ $ 137 $ 27 $ 113 $ 141 $ 49 $ (16) $ 451
Averageassets ................. $ 44,070 $ 20544 $ 16,734 $ 71321 % 5,473 $ 336 $ 158,478
Average liabilities/
equity (4) «ooeveveeiiee 47,094 1,684 19,928 79,252 10,520 - 158,478
Goodwill at March 31 ....... 1,169 - 467 630 428 - 2,694
2005
Net interest income (1) ...... $ 300 $ 130 $ 154 $ 154 % 40 3 ® $ 775
Other revenues ................. 128 80 38 167 58 7 478
Totd revenues ................. 428 210 192 321 98 4 1,253
Operating expenses (2) ..... 251 107 98 134 64 - 654
Working contribution ........ 177 103 94 187 34 4 599
Provision for credit
10SES (3) wevvvveeiienaiiens 22 109 (5) (18) (1) - 107
Income before income
taX EXPENSE ...cveveveine $ 155 $ ® % 99 $ 205 % 35 $ 4 $ 492
Averageassets ... $ 50,752 $ 18282 $ 14,920 $ 53101 $ 4,720 $ 309 $ 142,084
Average liabilities/
EQUILY (4) vvoereeeerrerenn. 43,733 533 16,176 72,243 9,399 - 142,084
Goodwill & March 31 ....... 1,169 - 468 631 428 - 2,696

(1) Netinterest income of each segment represents the difference between actual interest earned on assets and interest paid on liabilities of the
segment adjusted for afunding charge or credit. Segments are charged a cost to fund assets (e.g. customer loans) and receive afunding
credit for funds provided (e.g. customer deposits) based on equivalent market rates.

(2) Expensesfor the ssgmentsinclude apportioned corporate overhead expenses. For thefirst quarter of 2006, expensesincluded within the
Other business segment include certain corporate charges.

(3) The provision apportioned to the segments is based on the segments' net charge offs and the change in alowance for credit losses.

(4) Common shareholder's equity and earnings on common shareholder's equity are allocated back to the segments based on the percentage of
capital assigned to the business.



Note 13. Regulatory Capital

The following table presents the capital ratios of HUSI and HBUS cal culated in accordance with banking
regulations. To be categorized as "well-capitalized" under the Federal Reserve Board, Federal Deposit Insurance
Corporation and the Office of the Comptroller of the Currency guidelines, a banking institution must have the
minimum ratios reflected in the table, and must not be subject to adirective, order, or written agreement to meet and
maintain specific capital levels.

Well-Capitalized March 31, December 31,
Minimum Ratio 2006 2005
Total capita (to risk weighted assets)
HUSI et 1000 % 1210 % 1253 %
HBUS ..ot 10.00 11.98 1232
Tier 1 capital (to risk weighted assets)
HUSI et 6.00 8.10 8.25
HBUS ..ot 6.00 8.15 8.29
Tier 1 capital (to average assets)
HUSI et 3.00 6.44 6.51
HBUS ..ot 5.00 6.56 6.61
Tangible common equity (to risk weighted assets)
HUSI ettt 6.34 6.40
HBUS ..ot 8.19 8.33

Note 14. Variable I nterest Entities (VIEs)

HUSI, in the ordinary course of business, makes use of VIE structuresin avariety of business activities, primarily to
facilitate client needs. VIE structures are utilized after careful consideration of the most appropriate structure
needed to achieve HUSI’ s control and risk management objectives and to help ensure an efficient structure from a
taxation and regulatory perspective.

Consolidated VIEs

During the first quarter of 2006, HUSI entered into a series of transactions with VIEs organized by HSBC affiliates
and unrelated third parties. These VIEswere structured as trusts or corporations that issue fixed or floating rate
instruments backed by the assets of the issuing entities. HUSI sold trading assets to the VIEs and subsequently
entered into total return swaps with the VIEs whereby HUSI receives the total return on the transferred assets and, in
return, pays amarket rate of return to its counterparties. HUSI has determined that it is the primary beneficiary of
these VIEs under the applicable accounting literature and, accordingly, consolidated $2,383 million in trading assets
at March 31, 2006. These assets are pledged as collateral for obligations of the VIES. The holders of the
instrumentsissued by the VIEs have no recourse to the general credit of HUSI beyond the assets sold to the VIES
and pledged as collateral.

Unconsolidated VIEs

HUSI aso holds variable interestsin various other VIEs which are not consolidated at March 31, 2006. HUSI is not
the primary beneficiary of these VIE structures. Information for unconsolidated VIEsis presented in the following

table and commentary. Descriptions of these VIE relationships are included in pages 136-137 of HUSI’ s 2005 Form
10-K.

March 31, 2006 December 31, 2005
Maximum Maximum
Total Exposure Total Exposure
Assets to Loss Assets to Loss

(in millions)

Asset backed commercia paper conduits ............ccccveenee. $ 9823 $ 8237 $ 10,183 $ 7423
Securitization VENICleS ........cccveieiniciececeeee e 1,750 558 1,774 565
Investment funds .........cooceeiiiiiie 2,735 - 2,513 -
Capital funding vehicles ...........cccvviiiiiiiniece 1,114 32 1,093 32
Low income housing tax Credits ...........ceeveeveeeeneeneennnn, 1,286 229 1,080 165
TOAl oo $ _ 16,708 $ _ 9056 $ 16643 $ 8185
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Asset Backed Commercial Paper Conduits

HUSI provides aliquidity facility to an asset backed commercial paper conduit sponsored by an unrelated third
party. HUSI does not transfer its own receivablesinto the financing entity, has no ownership interest in, no
administrative duties, and does not service any assets of these conduits. The only interest HUSI hasin these entities
areliquidity facilitiesin the amount of approximately $1.7 billion at March 31, 2006. Thesefacilities are excluded
from the table summarizing HUSI’ s involvement in VIEs.

Note 15. New Accounting Pronouncements

Effective January 1, 2006, HUSI adopted Statement of Financial Accounting StandardsNo. 123 (Revised), Share-
Based Payment, (SFAS 123R). The adoption of SFAS 123R did not have a material impact on HUSI’ s financial
position or results of operations. Substantially all of the disclosure requirements of SFAS 123R that are applicable
to HUSI wereincluded in HUSI’s 2005 Form 10-K. Certain disclosure requirements of SFAS 123R that were not
included in the 2005 Form 10-K are included in Note 9 of these consolidated financial statements, beginning on
page 15 of this Form 10-Q.

Effective January 1, 2006, HUSI adopted Statement of Financial Accounting StandardsNo. 154, Accounting
Changes and Error Corrections: areplacement of APB Opinion No. 20 and FASB Statement No. 3 (SFAS 154).
The adoption of SFAS 154 did not have any impact on HUSI' s financial position or results of operations.

Effective January 1, 2006, HUSI adopted FASB Staff Position Nos. FAS 115-1 and FAS 124-1, The Meaning of
Other-Than-Temporary Impairment and Its Application to Certain Investments, (FSP 115-1 and FSP 124-1), in
response to Emerging Issues Task Force 03-1, The Meaning of Other-Than-Temporary Impairment and Its
Application to Certain Investments. The adoption of the impairment guidance contained in FSP 115-1 and FSP
124-1 did not have a material impact on HUSI’ sfinancial position or results of operations.

In February 2006, the FASB issued Statement of Financial Accounting Standards No. 155, Accounting for Certain
Hybrid Financial Instruments (SFAS 155). SFAS 155 permits companies to elect to measure at fair value entire
financial instruments containing embedded derivatives that would otherwise have to be bifurcated and accounted for
separately. SFAS 155 also requires companiesto identify interestsin securitized financial assetsthat are free
standing derivatives or contain embedded derivatives that would have to be accounted for separately, clarifies which
interest-only and principal-only strip receivables are subject to Statement of Financial Accounting Standards No.
133, Accounting for Derivative Instruments and Hedging Activities (SFAS 133), and amends Statement of Financial
Accounting Standards No. 140, Accounting for Transfers and Servicing of Financial Assets and Extinguishments of
Liabilities (SFAS 140) to revise the conditions of a qualifying special purpose entity. SFAS 155 is effective for all
financial instruments acquired or issued after the beginning of a company’ sfirst fiscal year that begins after
September 15, 2006. Early adoption is permitted as of the beginning of acompany’sfiscal year, provided the
company has not yet issued financial statementsfor that fiscal year. HUSI elected to early adopt SFAS 155 effective
January 1, 2006. The adoption of SFAS 155 did not have a material impact on HUSI's financial position or results
of operations.

In March 2006, the FASB issued Statement of Financial Accounting Standards No. 156, Accounting for Servicing of
Financial Assets (SFAS 156). SFAS 156 amends previously issued guidance with respect to accounting for
separately recognized loan servicing rights. HUSI early adopted this standard as of January 1, 2006 and elected to
account for residential mortgage servicing rights at fair value prospectively. Refer to Note 5 of the consolidated
financial statements, beginning on page 13 of this Form 10-Q, for information relating to the adoption of SFAS 156.



Item 2. Management's Discussion and Analysis of Financial Condition and Results of Operations (MD&A)

HSBC USA Inc.

CONSOLIDATED AVERAGE BALANCESAND INTEREST RATES

The following table shows the quarterly average balances of the principal components of assets, liabilities and shareholders’ equity, together with their respective interest

amounts and rates earned or paid, presented on a taxable equivalent basis.

Three Months Ended March 31,

2006 2005
Balance Interest Rate* Balance Interest Rate*
Assets (in millions)
Interest bearing deposits with banks.............oovivvviiiiiiiieines $ 4710 $ 52 450 % $ 3850 $ 25 261 %
Federal funds sold and securities purchased under resale agreements. 6,683 74 4.47 3,639 24 2.66
Trading assets . 10,096 108 433 6,623 59 3.61
SECUIMIES. .. 1ttt ettt ettt e et et e 21,313 270 5.14 18,318 214 473
Loans
COMMENCIAL ...ttt e e e e e 26,351 385 5.92 22,503 250 451
Consumer:
Residential mortgages. 43,870 569 5.19 47,463 579 4.88
Credit cards. 15,160 267 7.16 12,169 158 5.26
Other consumer 3,241 65 8.16 3,645 62 6.93
Total consumer 62,271 901 5.87 63,277 799 5.12
Total loans. 88,622 1,286 5.89 85,780 1,049 4.96
Other..... . 652 14 8.41 583 6 4.40
Total earning assets...... 132,076 $ 1,804 554 % 118,793 $ 1,377 470 %
Allowance for credit |osses. (935) (894)
4,148 4,013
23,189 20,172
$ 158478 $ 142,084
Liabilitiesand Shareholders Equity
Deposits in domestic offices
SAVINGS AEPOSIES. .. ... ettt e ettt ettt e $ 32,819 $ 153 1.90 % $ 27565 $ 51 075 %
Other time dEPOSITS. .. ...ttt e e e 27,754 281 411 23,003 148 2.61
Depositsin foreign offices
Foreign banks deposits. 7,186 7 4.33 8,048 45 224
Other time and savings.... 14,813 138 3.78 15,397 83 2.20
Total interest bearing depOSItS...........cvvvivviviiiiniiininns 82,572 649 3.19 74,013 327 1.79
ShOrt-terM DOMTOWINGS. .. ... et et et et e e et e e 10,757 74 2.78 8,896 52 2.40
Long-term debt 28,195 339 4.87 23,870 219 3.72
Total interest bearing l1abilities. ............couuviiiiiniiiii 121,524 1,062 3.54 106,779 598 2.27
Net interest income / Interest rate SPread. .. ... ...veeeeveeviiieeeieeieee e ciieee e $ 742 2.00 % $ 779 243 %
Noninterest bearing deposits. 10,165 9,766
Other liabilities. 15,077 14,596
Total shareholders' equity 11,712 10,943
Total liabilities and shareholders' equity. $ 158478 $ 142,084
Net interest margin on average earning assets 228 % 2.66 %
Net interest margin on average total assets.... 1.90 % 222 %

* Rates are calculated on unrounded numbers.

Total weighted average rate earned on earning assets is interest and fee earnings divided by daily average amounts of total interest earning assets, including the daily
average amount on nonperforming loans. Loan interest for the first three months of 2006 and 2005 included fees of $12 million and $8 million respectively.

Certain reclassifications have been made to prior period amounts to conform to the current period presentations.
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FORWARD-LOOKING STATEMENTS

The MD& A should be read in conjunction with the consolidated financial statements, notes and tables included
elsewherein this Form 10-Q and with HUSI's 2005 Form 10-K. The MD& A may contain certain statements that
may be forward-looking in nature within the meaning of the Private Securities Litigation Reform Act of 1995.
HUSI's results may differ materially from those noted in the forward-looking statements. Words such as "believe",
"expects’, "estimates’, "targeted", "anticipates’, "goal" and similar expressions are intended to identify forward-
looking statements but should not be considered as the only means through which these statements may be made.
Statements that are not historical facts, including statements about management's beliefs and expectations, are
forward-l1ooking statements that involve inherent risks and uncertainties and are based on current views and
assumptions. A number of factors could cause actual results to differ materially from those contained in any
forward-looking statements. For alist of important risk factors that may affect HUSI's actual results, see Cautionary
Statement on Forward-L ooking Statements and Risk Factorsin Part | of HUSI's 2005 Form 10-K and Risk Factors
in Part 11 of this Form 10-Q.

EXECUTIVE OVERVIEW

Income before income tax expense decreased $41 million (8%) in the first quarter of 2006, as compared with the
same 2005 period, primarily due to the following factors:

decreased net interest income resulting from continued increases in short-term interest rates and flattening of the
yield curve, particularly affecting balance sheet management income within the CIBM business segment; and
increased operating expenses within the PFS, CMB and PB business segments associated with expansion of the
core banking network and rollout of the online savings product, and within the CIBM business segment due to
the impact of the buildout of the business platform.

The items noted above were partially offset by improved resultsin the following areas:

increased income before income tax expense for the private label credit card receivable portfolio, included
within the CF business segment, primarily due to decreased amortization of premiums paid for credit card
receivables acquired from HSBC Finance Corporation;

increased other revenues within the CIBM business segment attributable to improved trading results and to the
recognition of income relating to certain derivative contracts that was deferred at December 31, 2005;

increased income before income tax expense in the CM B business segment resulting from product and business
expansion initiatives in 2005 and 2006; and

increased income before income tax expense within the PB business segment, due to increased revenues from
advisory services offered to clients, and to higher earnings on aforeign equity investment.

Income tax expense decreased $33 million (19%) in the first quarter of 2006, as compared with the same 2005
period, due partially to decreased income before income tax expense, and partially to arelease of $17 million of
income tax liability related to completion of ongoing audits. Refer to Note 7 of the consolidated financial statements
on page 14 of this Form 10-Q for additional information.

Private Label Loan Portfolio

In December of 2004, HUSI acquired approximately $12 billion of loans, primarily private label credit card
receivables, from HSBC Finance Corporation at fair value, without recourse. During 2005, interest income was
significantly reduced by amortization of theinitial premium paid for the portfolio, which was heavily front-loaded
into 2005 in relation to expected runoff of the receivable balances. During the first quarter of 2006, total premium
amortization associated with the portfolio decreased $47 million in comparison to the same 2005 period, primarily
due to reduced amortization of the initial premium paid.
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By agreement, HUSI is purchasing additional private label credit card receivables from HSBC Finance Corporation
at fair value on adaily basis. Sincethe original acquisition, the underlying private label customer balances have
revolved, and new relationships have been added, resulting in increased receivable balances. Refer to Note 9 of the
consolidated financial statements, beginning on page 15 of this Form 10-Q for further discussion of receivables
acquired from HSBC Finance Corporation.

Residual interestsin securitized credit card receivable pools were also acquired from HSBC Finance Corporation.
Securitization revenue from these securitized trusts decreased $27 million in the first quarter of 2006, as compared
with the same 2005 period, due to significantly reduced receivable balances maintained in the trusts. Asthe balance
requirements of these trusts decrease, receivables maintained on the balance sheet increase, resulting in increased net
interest income. Refer to the Other Revenues commentary beginning on page 33 of this Form 10-Q for further
discussion of securitization revenue.

Residential Mortgage Loans Held for Saleto an HSBC Affiliate

In June 2005, HUSI began acquiring residential mortgage |oans from unaffiliated third parties with the intent of
selling these loans to an HSBC affiliate, HSBC Markets (USA) Inc. (HMUS). HMUS in turnis selling these loans
to securitization vehicles. Theseloans are recorded by HUSI at the lower of their aggregate cost or market value,
with adjustments to market value being recorded in avaluation reserve. Theloans are generally held on HUSI’s
balance sheet for 30-90 days, resulting in activity that affects various balance sheet and income statement line items.
HUSI maintains a portfolio of derivatives and securities which are used as economic hedges to offset changesin
market values of the loans held for saleto HMUS. Gains on sales of loans result from incremental value realized on
pools of loans actually sold to HMUS for securitization. During the first quarter of 2006, the following activity was
recorded as aresult of acquiring, holding and selling these loans.

Threemonthsended March 31 2006
(in millions)

Residential mortgage loans held for saleto HMUS:

Balance at beginning Of PO ........c.uii ittt b et e e e hb e e st e e ebeeesnbeesabeesteeenns $ 2879
Loansacquired from third PArTIES ............eiiiiiiii ettt ettt e e e e sr et 5,235
LOBNSSOIATO HMUS ... bbbt b e bbb bbb (3,675)
BalanCe @ €0 OF PENTOU .....oviiiieiieite ettt et h bbbttt et ettt he et b et e b e et en $ 4439

Valuation reserve for adjustments to market value:

Balance at beginning Of PO ........c.eiiiiii ittt ettt b e et e esbb e e st e e ebeeesnbeesabeeeteeenns $ (12)
Additional valuation reserves for reductionsin Market ValUe ..............cooviiiiiiiiciiiccc (79)
Releases of valuation reserves for 10ans SOId tO HMUS ........ooiiiiiiiiiiec e 40
BalanCe @ €N OF PEMTOU ......eeieiiiiet ettt h e b e bbbttt h et enneereen $ (50)
Increases (decreases) to income before income taxes:

Increased net interest income associated with loans held for SAIEtO HMUS .....ooeviiviiiiiiiieeeeee e $ 20
Gains on sale of residential mortgage loans sold to HMUS, recorded in Other reVeNUES ..........ccooveveeiiieiesieeie s, 17
Cumulative valuation reserve adjustments for reductions in market value of loans held for saleto HMUS,

reCcOrded iN OthEr TEVENUES ........ccvouiiiiiiiccc bbb (79)
Trading revenues recognized from economic hedges held to offset changesin market values of loans held for

SACTIOHMUS ..ot h bt e e b ekt e bt e et et ea et ee e R bt e he bt bt r e n e 64
Underwriting and other program costsincluded in Other EXPENSES ........eiiiiiiiiie i (6)
Net impact 0N iNCOME BEfOrE INCOMETAXES ......o.viiiiiie ittt et e st e e b e e sb e e ebeeenas $ 16
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Balance Sheet Review

HUSI utilizes borrowings from various sources to fund bal ance sheet growth, to meet cash and capital needs, and to
fund investmentsin subsidiaries. Balance sheet growth and funding sources are summarized in the following table.

I ncrease (Decr ease)
During the Period
Threemonthsended March 31, 2006 Amount %
(in millions)
Balance sheet growth:
LOBNS(L) o $ (1,691) 7]
Short-term investments (2) .... 3,924 33
Trading aSsetS ......oovvvvvevineenne 5,298 25
SECUNTIES AN OLNEN BSSELS ......vveeiiiie ettt e et sbe e st e e snbeesnbeeanteaeas 679 2
$__8210 5
Funding sources:
TOtAl DEPOSIES ..o s $ 1,489 2
Trading account liabilities ..... 3473 32
All other liaghilities ............... 3,006 26
Long-term debt .......... 37 -
ShAENOIAESS EOUILY ....eeeeieeiiiee ettt e 205 2
$ 8210 5

(1) Thedecreaseinloanswas principaly in residential mortgage loans due to balance sheet management strategy. See Note 3, beginning on
page 11 of this Form 10-Q for asummary of specific |oan categories.

(2) Includes cash and due from banks, interest bearing deposits with banks and Federal funds sold and securities purchased under resale
agreements.

Trading Assetsand Liabilities

Trading assets and liabilities are summarized in the following table.

March 31, December 31,
2006 2005
(in millions)
Trading assets:
SECUMTIES (L) vttt ettt ettt etttk r e n e renr et ens $ 11,760 $ 10,779
Precious metals 3,186 2,286
Fair value of derivatives 11572 8,155
$ _ 26518 $ 21220
Trading liabilities:
Securities sold, NOt Y&t PUICHESED ..........coocuiiiiiciceecieeete ettt ettt eveneaeas $ 1,764 $ 1,808
Payablesfor precious metals 874 1,161
Fair value of derivatives ........... 11,545 7,741
$ 14183 $ 10710

(1) Includes U.S. Treasury, U.S. Government agency, U.S. Government sponsored enterprises, asset backed, corporate bonds and ather
securities.

Increased trading assets and liabilities were generally due to increased volume of activity resulting from business
growth initiatives within the CIBM business segment. Improved market prices and conditions also contributed to
increased precious metals and securities trading assets bal ances.

Deposit Strategy and Growth

Beginning in 2004, HUSI implemented a strategy for its core banking network, which includes building deposits
over athreeto five year period, across multiple markets and segments, and utilizing multiple delivery systems.
During 2005, and through the first three months of 2006, the strategy included various initiatives, including:

full deployment of new personal and business checking and savings products, particularly relationship based
products;

emphasis on more competitive pricing with the introduction of high yielding products, including online savings
accounts, which have grown significantly beginning in late 2005;
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retail branch expansion into new geographic markets;

improving delivery systems, including use of internet capabilities;
refined targeting of the affluent consumer population;

mai ntai ning strong customer rel ationships; and

increasing deposits from, and improving retention of, existing customers.

HUSI’srollout of its deposit strategy continues to be successful. Deposit growth of $12 billion during calendar year
2005 has been followed by growth of $1.5 billion in the first quarter of 2006. Included in overall deposit growth are
new internet savings deposits of $1 billion for calendar year 2005 and $2.8 billion for the first quarter of 2006.

Selected Financial Data

The following tables present a summary of selected financial information.

I ncrease (Decr ease)
Threemonthsended March 31 2006 2005 Amount %
(in millions)
NEL INEETESt INCOME ..ot $ 735 $ 775 $ (40) (5)
Trading revenues 279 96 183 191
Residential mortgage banking revenue ............ccccoveeeiieen. 23 23 - -
SECUNtIES GaNS, NEL .....cvvevieiieicee e 4 23 (19 (83)
Other income 352 336 16 5
Total Other revenUES .........occeevieiiei e 658 478 180 38
OpErating EXPENSES ...cc.vveerireeiieeeireeseeeaeeeasireesaeeeseeeseeas 785 654 131 20
Provision for credit |osses 157 107 50 47
Income before income tax eXpense ............ccceeverieiiiininnne 451 492 (412) 8
INCOMETAX EXPENSE ...ttt 143 176 (33) (19)
NELINCOME ...ttt ettt ene e $ 308 $ 316 $ (8) ©)
Balancesat period end:
Loans:
Commercial [0aNS ......cveuerveireeiiieere e $ 26804 $ 23484 $ 3320 14
Residential mortgages 44,328 47,610 (3.282) ]
Credit card receivables 14,461 12,001 2,460 20
Other consumer loans 3,058 3,152 (94) )
Totd loans - 88,651 86,247 2,404 3
Allowancefor credit [0SSes ..o (837) (773) (64) (8)
Loans, net of AlowanCe ..........cccceeveiieiiieeciee e 87,814 85,474 2,340 3
Total aSSetS ...oovvvvvreerierierieeiens 162,069 141,605 20,464 14
Totd tangible assets ... - - 159,331 138,866 20,465 15
Total deposits ................ 93,304 82,994 10,310 12
Short-term borrowings ... 8,399 7,152 1,247 17
Long-term debt .......cocveeiiiiiiee e 27,996 23,925 4,071 17
Common shareholder’ SeqUILY .........cccceverenininiiieiene 10,483 10,385 98 1
Tangible common shareholder’s equity ... 7,856 7,646 210 3
Total shareholders equity ........cccovveeriieeiiiieeiiee e 11,799 10,885 914 8
Sdlected financial ratios:
Total shareholders' equity to total assets, at periodend ........ 728 % 769 %
Tangible common shareholder’ s equity to total
tangible assets, at period end ..........ccceevviiiiniiiien e 4.93 5.51
Rate of return on average (1):
Total @SSEtS ...vvvvvveeeiieeeeee .79 .90
Total common shareholder’s equity 11.34 12.05
Net interest margin to average (1):
Earning assets 2.28 2.66
TOLAl ASSELS ..vvevviveeeiesieitieieeee et 1.90 222
Averagetotal shareholders' equity to averagetotal
BSSELS (L) vonvereereeieei e 7.39 7.70
CoStiNCOMEatio (1) .veveeveeieeiiiie e 56.38 52.17

(1) Selected financia ratios are defined in the Glossary of Terms beginning on page 78 of the 2005 Form 10-K.
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BASIS OF REPORTING

HUSI' s consolidated financial statements are prepared in accordance with accounting principles generally accepted
in the United States (U.S. GAAP).

International Financial Reporting Standards (I FRSs)

Because HSBC reports results in accordance with |IFRSs and | FRS results are used by HSBC in measuring and
rewarding performance of employees, HUSI management also separately monitors net income under IFRSs (a non-
U.S. GAAP financial measure). The following table reconciles HUSI' s net income on aU.S. GAAP basis to net
income on an IFRS basis.

Threemonthsended March 31 2006
(in millions)
NELINCOME — U.S. GAAP DASIS ...eiiiiiiiiiiie ittt ettt e et e e et e e e be e e bt e e ebbeesabeeeateeesabeesateeenseeesnbeesnteaanseas $ 308
Adjustments, net of tax:
Fair VEIUB OPEION ....oeciiiccicee e e bbb (24)
(@17 1= S T T PP P PR TRTPPRUPRN 3
NELINCOME = IFRSDASIS ...ttt ettt e s e st e e e hb e e sabe e e teeeesbe e eabeeeateeeesbeeaabeeeateeesnbeesateeanseeeanbeesnteaenseas $ 287

Differences between U.S. GAAP and IFRSs are as follows:

Fair Value Option

IFRSs
- Under IAS 39, afinancial instrument, other than one held for trading, is classified in this category if it meetsthe
criteria set out below, and is so designated by management. An entity may designate financial instruments at
fair value where the designation;

— eliminates or significantly reduces a measurement or recognition inconsistency that would otherwise arise
from measuring financial assets or financial liabilities or recognizing the gains and losses on them on
different bases; or

— appliesto agroup of financial assets, financial liabilities or both that is managed and its performance
evaluated on afair value basis, in accordance with a documented risk management or investment strategy,
and where information about that group of financial instrumentsis provided internally on that basis to
management; or

— relatesto financial instruments containing one or more embedded derivatives that significantly modify the
cash flows resulting from those financial instruments.

Financial assets and financial liabilities so designated are recognized initially at fair value, with transaction

costs taken directly to the income statement, and are subsequently remeasured at fair value. This designation,

once made, isirrevocablein respect of the financial instruments to which it is made. Financial assets and
financial liabilities are recognized using trade date accounting.

Gains and losses from changes in the fair value of such assets and liabilities are recognized in the income

statement as they arise, together with related interest income and expense and dividends.

U.S. GAAP

- Thereare no provisionsto make such an electionin U.S. GAAP similar to that in IAS 39.
Generally, for financial assets to be measured at fair value with gains and |osses recognized immediately in the
income statement under U.S. GAAP, they must meet the definition of trading securitiesin SFAS 115
"Accounting for Certain Investmentsin Debt and Equity Securities®. Financial liabilities are generally reported
at amortized cost under U.S. GAAP.
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Impact
HUSI has used the fair value designation for certain fixed rate long-term debt i ssues whose interest rate
characteristic has been changed to floating through interest rate swaps as part of adocumented interest rate
management strategy. Approximately $2 billion of HUSI’ s debt issues have been accounted for using the
option. The movement in fair value of these debt issues includes the effect of changes in the credit spread and
any ineffectiveness in the economic relationship between the related swaps and this debt. Such ineffectiveness
arises from the different credit characteristics of the swap and the debt coupled with the sensitivity of the
floating leg of the swap to changes in short-term interest rates. In addition, the economic relationship between
the swap and the debt can be affected by relative movements in market factors, such as bond and swap rates,
and the relative bond and swap rates at inception. The size and direction of the accounting consequences of
changesin credit spread and i neffectiveness can be volatile from period to period, but do not alter the cash
flows anticipated as part of the documented interest rate management strategy.
Under U.S. GAAP, debt issues are reported at amortized cost. An offsetting derivative providing an economic
hedge for an asset or liability results in asymmetrical accounting, whichin U.S. GAAP isreflected in net
income except where the relationship is elected as afair value hedge under SFAS 133.

Other

Other includes the net impact of differences relating to various adjustments none of which were individually
material at March 31, 2006, and which are described on pages 18-22 of HUSI's 2005 Form 10-K.

RESULTS OF OPERATIONS

Net I nterest I ncome

A summary of net interest income is presented in the following table.

Increase (Decrease)
Threemonthsended March 31 2006 2005 Amount %
(in millions)
Interest income:
[ SR , $ 1,049 $ 237 23
Securities ............... 210 53 25
Trading assets 59 49 83
Short-term investments ..........ccccveeeevcveeeeceeneen. 49 77 157
(@1 1= USROS 6 8 133
Totd interest income 1,373 424 31
Interest expense:
DEPOSIES ..o 327 322 98
Short-term borrowings ... 52 22 42
Long-term debt ..........ccocieiiiiiiiiiic 219 120 55
Totd interest expense 598 464 78
NEL INErESt INCOME ....cvvieeveeee ettt $ 735 $ 775 $ (40) (5




Fluctuationsin the components of net interest income, summarized according to the impacts of "volume" changes
and "rate" changes associated with various interest earning assets and interest bearing liabilities, are presented in the
following table.

Incr ease/(Decr ease)
Threemonthsended March 31 2006 Volume Rate 2005
(in millions)
Interestincome:
Interest bearing deposits With banks............coceveveveereeciceceeieee $ 52 $ 6 $ 21 $ 25
Federal funds sold and securities purchased under resale
AOMEEIMENES ...ttt 74 28 22 24
Trading @SSELS .....eeevveeiiee ittt 108 36 13 59
SECUMTIES ..ottt 270 37 19 214
Loans:
COMMENCIA ..ot 385 48 87 250
Consumer:
Residential MOMgages .........coooverererinieiieiie e 569 (45) 35 579
Credit cards 267 44 65 158
Other CONSUMEY .......coeiiiiiiiiii 65 (7 10 62
Total CONSUMEY ... 901 (8) 110 799
Other interest (1) 14 1 7 6
Total INtEreStiNCOME ...oeieeiiiie et 1,804 148 279 1,377
Interest expense:
Deposits in domestic offices:
SAVINGS AEPOSIES ....vveiiiiieiiiee et 153 11 91 51
Other time dePOSITS ......veeiiieeiiee e 281 35 98 148
Depositsin foreign offices:
Foreign banks deposits ..........ccociiiiiiiiiiiiici s 77 ®) 37 45
Other timeand SAVINGS ........ccocvvveviiiriieiese e 138 ©) 58 83
Short-term borrowings 74 13 9 52
LONG-TErM dEDE ... 339 44 76 219
Total INTEreSt EXPENSE ....veiiiiieiiee et 1,062 95 369 598
Net interest income —taxable equivalent basis ...........ccccceeveeneene 742 $ 53 $ (90) 779
Tax equivaent adjuStMment ..........cocoevieiniei e ) (4)
Net interest income —non taxable equivalent basis .............ccccceeee $ 735 $ 775

(1) Other interest relatesto interest earned on Federal Reserve Bank and Federal Home Loan Bank stock.
Overview

Net interest incomeisthe total interest income on earning assets less the total interest expense on deposits and
borrowed funds. In the discussion that follows, interest income and rates are presented and analyzed on ataxable
equivalent basisto permit comparisons of yields on tax-exempt and taxable assets. An analysis of consolidated
average balances and interest rates on ataxable equivalent basisis presented on page 23 of this Form 10-Q.

Net interest income decreased $40 million (5%) in the first quarter of 2006, as compared with the same 2005 period.
Interest rate spread (see page 23 of this Form 10-Q) declined to 2.00% in the first quarter of 2006 from 2.43% in the
same 2005 quarter. The following factors contributed to the overall decreasein interest rate spread in the first
quarter of 2006, as compared with the same 2005 period:

reduced balance sheet management income within the CIBM business segment, due largely to increasing short-
term interest rates and to aflat yield curve; and

reduced net interest income associated with trading assets within the CIBM business segment, which was more
than offset by a significant increase in trading revenues (refer to page 36 of this Form 10-Q).

Analysis of various components of net interest income follows. All increases and decreases noted for the first
quarter of 2006 represent comparisons with the same 2005 period.



Commercial Loans

Interest income from commercial loans increased $135 million (54%) in the first quarter of 2006. Average
commercial loan balances increased by 17% during the quarter. The average yield earned on commercial loans
increased 141 basis points (31%) dueto increasesin HBUS' s prime lending rate during 2006 and 2005.

Significant resources have been dedicated to expansion of various commercial lending businesses and regional
offices. Targeted growth in small business, middle market and real estate lending portfolios, which began in 2004,
continued to increase |oan balances in 2005 and 2006.

Residential Mortgage Loans

Interest income earned from residential mortgage loans decreased $10 million (2%) in the first quarter of 2006.
Average residential mortgage |oans decreased 8% in the first quarter of 2006, due to the following balance sheet
management initiatives and other factors:

in 2005, HUSI decided to decrease the volumes generated through HSBC Finance Corporation’ s network of
residential mortgage loan correspondents. Purchases from correspondents were therefore discontinued effective
September 1, 2005;

HUSI sold a higher proportion of adjustable rate residential mortgage loansin 2005 and 2006 compared with
prior years, which previously would have been held on the balance sheet. Residential mortgage loans originated
with the intention to sell increased 28% in the first quarter of 2006; and

originations of residential mortgage loans decreased in the first quarter of 2006, due to the national originations
market decreasing in size.

The average yield earned on residential mortgage loans increased 31 basis points (6%) due to agenerally increasing
residential mortgage interest rate environment.

Credit Card Receivables

Interest earned from credit card receivables increased $109 million (69%) in the first quarter of 2006. Average
credit card receivable balances were 25% higher for the quarter. The average rate earned increased 190 basis points
(36%) for the quarter.

In December 2004, HUSI acquired $12 billion of private label receivables and other loans from HSBC Finance
Corporation. Total premiums paid for these receivables, which are being amortized against interest income over the
estimated life of the related receivables, totaled $639 million. Amortization of the initial premium was heavily
front-loaded into 2005, resulting in a significant reduction of interest income and the average yield during the year.
Amortization of theinitial premium decreased $121 million (73%) to $45 million for the first quarter of 2006.

By agreement, new receivables generated from these private label credit card relationships are being acquired from
HSBC Finance Corporation on adaily basis, at fair value. Total amortization of premiums paid for these ongoing
receivable purchases increased $83 million to $113 million for the first quarter of 2006, due to a higher level of
premiums associated with new receivables acquired.

During 2004, HUSI sold certain MasterCard/Visa credit card relationships to HSBC Finance Corporation. HUSI
purchases receivabl es associated with these MasterCard/Visa rel ationships from HSBC Finance Corporation on a
daily basis, at fair value. Total amortization of premiums paid for these receivablesincreased $1 million to $8
million for the first quarter of 2006.
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Thetotal impact of premium amortization on interest income and average yields for credit card receivables and total
loans are summarized in the following table.

Three Months Ended Three Months Ended
March 31, 2006 March 31, 2005
Amount Rate Amount Rate
(in millions)

Credit card receivables:

Interest income, before premium amortization ............. $ 433 1185 % $ 361 1267 %

Premium amortization ............c.cceceeeiiiiiicicnnieee (166) (4.69) (203) (7.41)

Interest income, adjusted for premium amortization ..... $ 267 716 % $ 158 526 %
Total loans:

Interest income, before premium amortization ............. $ 1452 6.67 % $ 1252 596 %

Premium amortization ............c.cceceeveeiiiiniccnnienene, (166) (.78) (203) (1.00)

Interest income, adjusted for premium amortization ..... $ 1286 5.80 % $ 1,049 496 %

I nterest Income — Trading Assets

Interest income from trading assets increased $49 million (83%), primarily as aresult of increased trading assets
balances. Average trading assetsincreased 52% in the quarter. Average rates earned on trading assets increased 72
basis points (20%) dueto arising interest rate environment.

I nterest ncome — Short-Term | nvestments

Short-term investments include interest bearing deposits with banks and Federal funds sold and securities purchased
under resale agreements. Fluctuationsin short-term investments directly result from the relationship between
HUSI" s excess liquidity position and its funding needs at any given point in time.

Interest income from short-term investments increased $77 million (157%) in the first quarter of 2006. Average
short-term investment balances grew by 52% in the quarter, while average rates earned al so increased significantly,
primarily due to increases in the federal funds rate throughout 2005 and 2006.

I nterest Expense - Deposits

Total interest expense on interest bearing deposits increased $322 million (98%) in the first quarter of 2006. Interest
expense increased for both domestic and foreign deposits. Average interest bearing depositsincreased by 12% in
the quarter. Deposits have been a major source of funding for balance sheet growth since 2004. Specific strategic
initiatives targeted deposit growth in various business units.

Average interest rates paid to deposit customers increased 140 basis points (78%), due to increases in short-term
interest rates and the introduction of more competitively priced consumer and commercial products during 2005,
particularly internet savings accounts. Deposits outstanding associated with these new products have grown steadily
since their introduction.

An overview of deposit growth initiativesis provided on pages 26-27 of this Form 10-Q.

I nterest Expense — Short-Term Borrowings

Interest expense on short-term borrowings increased $22 million (42%) in the first quarter of 2006. Average short-
term borrowings balances increased by 21% in the quarter. The average interest rate paid increased 38 basis points

(16%), due primarily to increases in the federal funds rate throughout 2005 and 2006, which were partially offset by
ashift in the funding mix toward lower interest rate borrowings.
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I nterest Expense — Long-Term Debt

Interest expense on long-term debt increased $120 million (55%) in the first quarter of 2006. Average long-term
debt balances increased by 18% in the quarter, due to new debt issued during the last nine months of 2005 to fund
balance sheet growth. The average rate paid increased 115 basis points (31%) in the quarter, due to increasesin the
underlying reference interest rates in 2005 and 2006.

Other Revenues

The following table presents the components of other revenues.

I ncrease (Decr ease)
Threemonthsended March 31 2006 2005 Amount %
(inmillions)
TIUSEINCOME ..ottt ettt ettt s v sbeneas $ 22 $ 23 $ ) )
Servicecharges:
HSBC affiliat@iNnCome ......ccovvviiiiieiiii e 4 4 - -
Other ServiCe Charges ......ooveieeriieriieie et 47 48 D 2
Total SEVICEChAIGES ..vvcvveceeeciie e 51 52 (D 2
Other fees and commissions:
Letter of Credit fees ......coovviiieicee e 18 17 1 6
Credit Card fEES ...iiviiiiiieciie et 122 57 65 114
Wealth and tax adviSory SErVICES ........cceveeneeniiiieeieniesee e 26 13 13 100
HSBC &ffiliaf@iNCome .......coovveiiiiieiecee e 12 16 4 (25)
Other fee-based income, net of referral fees .......c.occvvvvveieennn. 58 42 16 38
Total other feesand COMMISSIONS .........ccocoeveevieiiiiieece e 236 145 91 63
SeCUNtIZatiON FEVENUE .........ocuiiiiiiiiicieece e 17 44 (27) (61)
Other income:
INSUFANCE ..ot 13 16 ) (129)
HSBC affilia@inCome .......coovieiiiieiiieniee e 39 20 19 95
Gains on property and other financial @ssets ............cccocvevveneenen. 6 14 8 (57)
OthEr e (32) 22 (54) (245)
Total Other INCOME .......cccviiiiiieeee e 26 72 (46) (64)
Residential mortgage banking revenue ............ccccooveeiiniciicnee 23 23 - -
TradiNg FEVENUES .....c.eveiiiiiieiteeiee et 279 96 183 101
SECUNTIES QAINS, NEL ....ovveeeeeieeieeie et nees 4 23 (19 (83)
TOtal OtNEN FEVENUES ..ot $ _658 $ _ 478 $ _180 38

Other Fees and Commissions

Theincrease in credit card feesin the first quarter of 2006 resulted from activity generated by the private label credit
card receivable portfolio. Total number of accounts and average total receivable balances have increased for the
portfolio, resulting in increased fees. In addition, there were lower payments to merchant partnersin the first quarter
of 2006 due to terminations and revisions to certain merchant agreements.

Theincrease in wealth and tax advisory servicesis attributabl e to specific growth initiatives intended to expand
servicesto high net worth individual s within the PB business segment.

Theincrease in other fee-based incomeis due to:

new service fees recorded within the CIBM business segment generated by a subsidiary transferred to HUSI
from HSBC in March 2005, which provides accounting and valuation services for hedge fund clients; and
various growth initiatives undertaken in 2005 and 2006, which resulted in general increasesin fee income
recorded within the PFS, CMB and CIBM business segments.



Securitization Revenue

Securitization revenue is comprised of servicing revenue and excess servicing spread from residual interestsin
securitized private label credit card receivables. EXxisting securitized trusts reguire replenishments of receivablesto
support previously issued securities. Receivableswill continue to be sold to these trusts until their revolving periods
end, the last of which is expected to occur in 2007. All collateralized funding transactions have been structured as
secured financings since the third quarter of 2004. Therefore, there were no new securitization transactions during
2005 or during the first quarter of 2006.

The decrease in securitization revenue is primarily attributable to decreased levels of receivables maintained within
existing securitized trusts. Asthe balance requirements of these trusts decrease, receivables maintained on the
bal ance sheet increase, resulting in increased net interest income.

Other Income
Increased HSBC affiliate income resulted from gains realized on sales of residential mortgage loans to HMUS.
Additional information regarding these loan salesis provided in the Executive Overview beginning on page 24 of
this Form 10-Q.

The decrease in other resulted primarily from the net impact of the following:

losses of $79 million due to market valuation adjustments required on residential mortgage loans held for sale to
HMUS; and
increased earnings of $14 million from various equity investments.



Residential Mortgage Banking Revenue

The following table presents the components of residential mortgage banking revenue. Net interest income includes
interest earned/paid on assets and liabilities of the residential mortgage banking business as well as an allocation of
the funding cost or benefit associated with these balances. The net interest income component in the tableis
included in net interest income in the consolidated statement of income and reflects actual interest earned, net of cost
of funds, and adjusted for corporate transfer pricing.

Increase (Decrease)
Threemonthsended March 31 2006 2005 Amount %
(in millions)
Net interest iNCOME ..........ccovevrimiriiieieeec e, $__ 95 $ 129 $ (34 (26)

Servicing related income:
Servicing fEEINCOME .....ooiviiiiiii e 23 19 4 21
Changesin fair value of MSRs dueto (1):
Changes in vauation inputs or assumptions used in

valuation MOdel ........c.oooiiiiiiie e 45 - 45 -
Realization of cash flows .........ccoooeviiiiiiiis (22) - (21) -
MSRs amortization (2) s - (19) 19 100
M SRs temporary impairment reCovery (2) .......ocoeerveriieeenenanns - 17 a7 (100)
Trading — Derivative instruments used to offset changesin
VAUBOF MSRS .....ooiiiiiiicc (34) (6) (28) (467)
Total net servicing related iNCOME .........cocvevveiiinieiie e 13 11 2 18
Originations and sales related income:
Gainson salesof MOrtgages .........cvevveeeniieiieece e 3 3 - -
Trading and fair value hedge activity (3) ......c.ccocvvveiiveiviiiininnns 1 5 4 (80)
Tota net originations and salesrelated income.............cccceeveneee 4 8 (4) (50)
Other MOrtgage iNCOME .......coiiueieiiie ettt 6 4 2 50
Total residentia mortgage banking revenue included in other
TEVENUES .....eviiiiiiiiiiie ettt s e e 23 23 - -
Total residential mortgage banking related revenue ............cccccceeeeee. $ _118 $ 152 $_ (34 (22)

(1) Based upon adoption of SFAS 156 effective January 1, 2006. Refer to Note 5 of the consolidated financia statements, beginning on page
13 of this Form 10-Q for further discussion.
(2) Based upon methodology existing prior to adoption of SFAS 156.

(3) Includes SFAS 133 qualifying fair value adjustments related to residential mortgage banking warehouse fair value hedging activity, which
was discontinued in 2005, and other immateria activity.

All increases and decreases referenced below for the first quarter of 2006 represent comparisons with the same 2005
period.

Net I nterest Income

Decreased net interest income for the first quarter of 2006 resulted from a decrease in average residential mortgage
loan outstandings as well as a slight narrowing of interest rate spreads. 1n 2005, HUSI commenced a strategic
balance sheet initiative to sell the majority of new loan production to government sponsored enterprises and private
investors, which continued into the first quarter of 2006. The held loan portfolio is expected to continue to decline
for the remainder of 2006 as aresult of thisinitiative.

Overall yields earned on residential mortgage loans increased 31 basis points (6%) in the first quarter of 2006 due to
agenerally increasing residential mortgage interest rate environment.

Additional commentary regarding residential mortgage interest income is provided on page 31 of this Form 10-Q.



Servicing Related | ncome

Increased net servicing related income for the first three months of 2006 was primarily attributable to increased
volume of loans included within the average serviced loans portfolio, which increased 24% in the quarter. The
average serviced loans portfolio increase was attributabl e to the following factors:

HUSI sold a higher proportion of adjustable rate loans in 2005 and 2006, which previously would have been
held on the bal ance sheet;

in the fourth quarter of 2005, HUSI commenced servicing a portfolio of loans previously serviced by athird

party; and

also in the fourth quarter of 2005, HUSI completed a securitization sale of loans previously held in portfolio.

The increased serviced loans portfolio, and its positive impact on servicing fee income, was partially offset by a
slight decrease in the hedged M SRs portfolio for the first quarter of 2006, compared with the same 2005 period.

Additional commentary regarding risk management associated with the M SRs hedging program is provided on
pages 53-54 of this Form 10-Q.

Trading Revenues

Trading revenues are generated by HUSI's participation in foreign exchange, credit derivative and precious metals
markets; from trading derivative contracts, including interest rate swaps and options; and from trading securities.
During 2005, HUSI's CIBM business segment expanded operations and products offered to clients, which resulted
inincreased trading activity and improved trading resultsin 2005 and 2006. Decreased net interest income for the
first quarter of 2006, when compared with the same 2005 period, was primarily due to steadily rising short-term
interest rates during 2005 and 2006, which had an adverse impact on interest rate spreads.

Trading related revenues generated by the CIBM business segment, summarized by type of business, are provided in
the following table. The datain the table includes interest income earned on trading instruments, net of allocated
funding cost associated with the trading positions. The net interest income component isincluded in net interest
income on the consolidated statement of income. Trading revenues related to the residential mortgage banking
business are included in residential mortgage banking revenue.

I ncrease (Decr ease)
Threemonthsended March 31 2006 2005 Amount %
(in millions)

Trading FEVENUES ......oveuiitiieiiriee sttt $ 279 $ 96 $ 183 191
Net iNtErest INCOIME ......ccviiiiiiiiiieie e (13) 17 (30) (176)
Trading related rFEVENUES .........ccooveiieeiiecieeceeceecie et $ 266 $ 113 $ 153 135
Business:

DerivativVESINSIIUMENES ......ccveieieieiesiesie e $ 90 $ 41 $ 49 120

Economic hedges of loans held for sdleto HMUS ...................... 84 - 84 -

Treasury (primarily SECUNtIES) ......cccuvevvieiiiieiii e 5 14 ©) (64)

Foreign exchange and banknotes ............ccoceeveeneeiennccciecen 44 37 7 19

Precious MEtalS ......cooveiiiiiiie e 35 17 18 106

Other trading ......ccovveeveeiieieee e 8 4 4 100
Trading related FeVENUES ........ccoveieieieie e $ 266 $ 113 $ 153 135




Derivative | nstruments

Net interest income related to derivatives businesses decreased $24 million in the first quarter of 2006, as compared
with the same 2005 quarter, due to the rising short-term interest rate environment.

HUSI recognizes gain or loss at the inception of derivative transactions only when the fair value of the transaction
can be verified to market transactions or if all significant pricing model assumptions can be verified to observable
market data. Gain or loss not recognized at inception isrecorded in trading liabilities and recognized over the term
of the derivative contract in correlation with outstanding risk and valuation characteristics. Asaresult of
observability being established during the first quarter, $28 million of previously deferred revenue was recognized.

In addition, derivatives trading revenues increased as aresult of the following activity:

increased revenue from the credit derivatives trading and structured transactions businesses, which were
significantly expanded during 2005; and
improved trading results from the interest rate derivatives desk.

Economic Hedges of LoansHeld for Saleto HMUS

Effective in the third quarter of 2005, HUSI maintains a portfolio of derivative instruments that are utilized as
economic hedges to offset changesin market values of loans held for saleto HMUS. During thefirst quarter of
2006, HUSI realized $64 million of trading revenues and $20 million of net interest income related to this portfolio.
Further analysis and commentary regarding these loans and the associated hedgesis provided on page 25 of this
Form 10-Q.

Precious Metals
Precious metals trading income increased due to increased client and proprietary trading activity from both domestic

and foreign trading desks, which resulted from higher precious metals prices. Partially offsetting increased trading
revenues was decreased net interest income resulting from rising short-term interest rates.

Securities Gains, Net

The following table provides a summary of realized securities gains and | osses.

2006 2005
Gross Gross Net Gross Gross Net
Realized Realized Realized Realized Realized Realized
Threemonthsended March 31 Gains (L osses) Gains Gains (L 0sses) Gains
(in millions)
Securities gains, Net .........ccoeeveeeeeenennen, $_4 $__ - $_4 $_23 $ - $_23

HUSI maintains various securities portfolios as part of its strategies for overall liquidity, balance sheet
diversification and risk management. The following table summarizes net securities gains resulting from various
strategies.

Threemonthsended March 31 2006 2005
(in millions)

Balance sheet diversity and reduction of risk $ 4 $ 12

Reduction of Latin American exposure - 10

(@157 SO O SRTRPOPPRPRRRS - 1

TOtal SECUNMTIES QAINS, MEL.....viiviieiitici ettt s b s b e s besae e aeere e e e e e aesaestesteebesaeaneensensensensas $_ 4 $ 23
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Operating Expenses

The following table presents the components of operating expenses.

I ncrease (Decr ease)
Threemonthsended March 31 2006 2005 Amount %
(in millions)
Salaries and employee BENEfits..........ceucurreciiiriccrrcccnceies $ 315 $ 266 $ 49 18
OCCUPANCY EXPENSE, NEL ......eeeiiiiiiiiiie ettt 51 42 9 21
Support services from HSBC ffiliates:
Fees paid to HSBC Finance Corporation for loan
servicing and other administrative SUPPOrt ..........cccevvveeveenenne 116 106 10 9
Treasury and traded market: servicesand other fees ................. 92 64 28 44
Feespaid to HTSU for technology Services .........cccvecvevvenennenne. 57 48 9 19
265 218 47 22
Other expenses:
Equipment and SOftWare ..........ccooceeveeneenicneeseeeee e 20 24 4 7
Marketing 21 14 7 50
OULSIHE SEYVICES ...ttt e 28 26 2 8
Professional fEeS ..o 17 14 3 21
TelecommuniCations ...........coecveevieieeicieneee 5 5 - -
Postage, printing and office supplies 7 6 1 17
INSUraNCE bUSINESS .......cceeiiiiiiiii 5 6 D 17
Oher e 51 33 18 55
Total Other EXPENSES ....ccviiviieiciieiciere e 154 128 26 20
Total Operating EXPENSES ......c.covevereeeeieeee e $ 785 $ 654 $ 131 20
Personnel - average number 12,135 10,830 1,305 12

All increases and decreases referred to below for the first quarter of 2006 represent comparisons with the same 2005
period.

Overview

Increased expenses during the first quarter of 2006 were driven largely by the rollout of various business growth
initiatives affecting all business segments, and by increased fees charged by HSBC affiliates for various services.

Salaries and Employee Benefits

Salary expense increased $36 million (20%) for the first quarter of 2006, primarily due to the increased number of
personnel employed to support various business growth initiatives within the PFS, CMB, CIBM and PB business
segments. Employee benefits expenses increased $13 million (16%) for the first quarter of 2006 as a direct result of
the increased salary expense and staff counts.

Support Servicesfrom HSBC Affiliates

Fees are charged by various HSBC affiliates for technology services, for underwriting and broker-dealer services,
for treasury and traded markets services, for loan origination and servicing, and for other operational and
administrative support functions. The overall increasesin HSBC affiliate charges are due primarily to the following
activity:

fees charged by HSBC Finance Corporation for loan origination and servicing have increased as a result of
increased number of accounts and increased bal ances associated with various loan portfolios and other loan
balances serviced by HSBC Finance Corporation on behalf of HUSI. Fees charged by HSBC Finance
Corporation for various administrative services have also increased as aresult of continued initiativesto
centralize administrative functions;

fees charged by HMUS and other HSBC affiliates for treasury and traded markets services have increased in
2006 due primarily to business expansion initiatives within the CIBM segment; and

fees charged by HTSU for technology services increased, as HUSI continues to upgrade its automated
technology environment. Equipment and software costs included in other expenses have decreased in 2006, as
much of these costs are now included in the charges by HTSU.
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Other Expenses

Increased marketing and promotional expenses resulted from expanded use of customer mailings and various media
channels to enhance perception of the HSBC brand and to market products and services, including the online
savings account product.

Other includes a provision for off-balance sheet credit exposures, which increased $12 million for the first quarter of

2006, related to increased credit risk associated with increased commercial loan commitments outstanding. Further
analysis of off-balance sheet arrangementsis provided beginning on page 46 of this Form 10-Q.

BUSINESS SEGMENTS

HUSI has five distinct business segments that are utilized for management reporting and analysis purposes. The
segments are based upon customer groupings, as well as products and services offered. The business segmentsare
described in Note 12 of the consolidated financial statements, beginning on page 19 of this Form 10-Q.

Personal Financial Services (PFS)
Overview

Results of this segment have been impacted by expansion of core banking operations, which has increased expenses
by a greater amount than revenues during the build-out phase. Additional resources and priority have been focused
on core retail banking businesses during 2005 and 2006. Investment in the retail branch network continuesto be
expanded and reallocated to ensure coverage of high potential growth geographic areas. Loan and deposit products
offered to individuals have also been expanded in conjunction with increased marketing efforts.

Operating Results

The following table summarizes results for the PFS business segment.

2006 Compar ed to 2005
I ncr ease/(Decr ease)
Threemonthsended March 31 2006 2005 Amount %
(in millions)

NEt iNterest iNCOME .....oovvvieiieeiiee e $ 300 $ 9 3
Other FEVENUES ........eeeiiiiiiieeeiee e 128 7 5
TOtal FeVENUES ..o 428 16 4
OpeErating EXPENSES .....cc.ccevrerrereriniiseeeeeeeeneneas 251 40 16
Working CONtribUtION ........cccoevviviirieiienie e 177 (24) (14)
Provisionfor credit 10Sses ..., 22 (6) (27)
Income before income tax expense $ 155 $ (18) (12)
AVErA0BESIELS ....ovvevieiiiiiie et ! $ 50,752
Average liabilities/equity 43,733
GoodWill  MaCh 3L .....eeeeeiiesiieiie e , 1,169

Increased net interest income for the first quarter of 2006 was primarily due to higher interest rate spreadson a
growing personal deposit base, which was partially offset by lower net interest income from residential mortgage
banking activities. Additional commentary regarding residential mortgage banking revenue begins on page 35 of
this Form 10-Q.

Operating expensesincreased for the first quarter of 2006 due to:

increased personnel, marketing and other direct expenses associated with expansion of the core banking
network and other consumer lending operations;

increased fees paid to HTSU, as HUSI has continued to upgrade its technology environment; and

increased fees paid to HSBC Finance Corporation, as HUSI continued to leverage its relationship to centralize
various loan servicing and administrative support functions.
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Consumer Finance (CF)
Overview

Results of this segment have been positively impacted by growth of the private label credit card receivable portfolio
and by decreased amortization of premiums paid to HSBC Finance Corporation for those receivables.

Operating Results

The following table summarizes results for the CF business segment.

2006 Compared to 2005
I ncr ease/(Decr ease)
Threemonthsended March 31 2006 2005 Amount %
(in millions)

NEL INLETES INCOME ..ot $ 153 $ 130 $ 23 18
Other revenues ......... 119 80 39 49
Tota revenues .......... 272 210 62 30
Operating expenses ...... 110 107 3 3
Working contribution 162 103 59 57
Provision for credit 10SSes .......coocveiiveiiiee e 135 109 26 24
Income (loss) beforeincome tax expense..........cceeeeveevveecnneen. $ 27 $ (©)] $ 33 550
AVErageassets .....occeeriereenn $ 18,282
Average liabilities/equity 533

Goodwill @ March 31 ......c.oeeiiiiieeecee e - -

This segment includes private label credit card receivables (PLCC), and other consumer loans acquired from HSBC
Finance Corporation and its correspondents. The following table summarizes the impact of the PLCC on earnings
for the CF segment in comparison with the other portfolios.

Threemonthsended March 31 PLCC Other Total
(inmillions)

2006
NELINEEESE INCOME ...uviviiiiiiie e e e e e e e e e e re e e e e e e e e e e e e e easarnrens $ 110 $ 43 $ 153
[0107= = Y= 11 =SSR 119 - 119
TOAl FEVENUES. .....ceeeevtiee ettt et e e et e e e e et e e e et e e e e streeeesennreeeeennreeas 229 43 272
Operating expenses 105 5 110
Working CONtTBULION .......cc.eiiiiiiiie e 124 38 162
Provision for Credit I0SSES ........vvvieiiiiiie e e 128 7 135
(Loss) income before income tax EXPENSE.........oviuvieiiieiiie et $ (4) $ 31 3$ 27

2005
NELINTETES INCOME ..ottt et e e e e e e e e ba e e e eeaareeeeenes $ 71 $ 59 $ 130
OhEN TEVENUES ...ttt et e e e et e e e s nae e e e s e nr e e e e e nanneaeaas 80 - 80
Total revenues 151 59 210
OPErELiNG EXPENSES .....vveeeeieiitee ettt ettt ettt e et sae e sttt e b e abe e b e e asbe e e nneeesieeeannes 102 5 107
WOrking CONLITBULION .......ccoueiiiieiiiee e 49 54 103
Provisionfor credit 10Sses .........c.cccevveeeennes 109 - 109
(Loss) income before income tax expense. $ (60) $ 54 $ (6)

Increased net interest income for the PLCC is due to increased average credit card receivable balances for the
quarter, and to decreased amortization of premiums paid for purchases of receivables from HSBC Finance
Corporation. Further discussion of interest income from credit card receivablesis provided on pages 31-32 of this
Form 10-Q.

Increased other revenues for the PLCC are directly related to increased credit card fees, which were partially offset
by decreased securitization revenue. Further discussion regarding these revenuesisincluded within Other Revenues
commentary, beginning on page 33 of this Form 10-Q.



Increased provision for credit losses for the PLCC portfolio resulted directly from increased average credit card
receivable balances.

New domestic private label credit card receivables are acquired from HSBC Finance Corporation on adaily basis.
In accordance with Federal Financial Institutions Examination Council (FFIEC) guidance, HUSI adopted a plan to
phase in changes to the required minimum monthly payment amount for domestic private label credit card accounts.
The implementation of these new requirements began in the fourth quarter of 2005 and was completed in the first
quarter of 2006, resulting in an immaterial impact on first quarter results. Estimates of the potential impact to the
business are based on numerous assumptions and take into account a number of factors which are difficult to predict
such as changes in customer behavior, which will not be fully known or understood until the changes have beenin
place for aperiod of time. The impact of these changes, if any, isnot expected to be material to HUSI' s
consolidated results.

Commercial Banking (CMB)

Overview
Improved results for the first quarter of 2006 resulted from the continued rollout of planned expansion initiatives.
Office locations and staffing levels were expanded in 2005 and 2006, as were loan and deposit products offered to
small businesses and middle-market commercial customers, in conjunction with increased marketing efforts. HUSI
continues to leverage its status as one of the top ranked small business lendersin New Y ork State.

Operating Results

The following table summarizes results for the CMB business segment.

2006 Compar ed to 2005
I ncrease/(Decr ease)
Threemonthsended March 31 2006 2005 Amount %
(in millions)

NEL INLErESt INCOME ....cvvveveeieeiecie et $ 178 $ 154 $ 24 16
OthEr FVENUES .......eeiiiiiiiiiieciee e 49 38 11 29
Total FeVENUES ..o 227 192 35 18
Operating EXPENSES ......cccvvvreirireeree e 110 98 12 12
Working Contribution .............ccoceeevvieiiieniieenieeene 117 94 23 24
Provision for credit 10SSeS ........ccccoveeveeveiieciecinne, 4 (5 9 180
Income before income tax expense $ 113 $ 99 $ 14 14
AVErageassets .........covevennen. $ 16734 $ 14920

Average liabilities/equity 19,928 16,176

Goodwill @ March 3L ......c.cooiiiiiiieee e 467 468

Increased net interest income, other revenues and operating expenses for the first quarter of 2006 resulted from the
successful rollout of planned expansion of various small business, middle-market and real estate commercial lending
programs, which resulted in increased actual and average commercial loan balances. The CMB segment also
benefited from more favorable interest rate spreads on a growing deposit base during the first quarter of 2006.

Increased provision for credit losses for the first quarter of 2006 primarily resulted from net charge offs of
commercial loan balances. Unusually low charge offs and unusually high recoveries were recorded during the first
quarter of 2005. Credit quality was generally strong and continued to be well managed during the quarter. Further
commentary regarding credit quality begins on page 44 of this Form 10-Q.
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Corporate, | nvestment Banking and Markets (CI BM)
Overview

The CIBM business segment continues to be negatively impacted by steadily rising short-term interest rates, which
limited opportunitiesto profit from placing funds generated from operations. Whileincreased short-term rates have
apositive impact on interest rate spreads for deposit generating businesses, such as the PFS and CMB business
segments, they have an adverse impact on CIBM which does not generate significant low cost deposit funding.

Various treasury and traded markets activities were expanded in 2005. Increased products offered to customers,
increased marketing efforts for those products, and an expanded infrastructure to support growth initiatives have
resulted in increased non-funds revenues and operating expenses.

Operating Results

The following table summarizes results for the CIBM business segment.

2006 Compar ed to 2005
I ncr ease/(Decr ease)
Threemonthsended March 31 2006 2005 Amount %
(in millions)

Net iNterest iNCOME ........oviiiiiiiiieet e $ 53 $ 154 $ (101 (66)
Other FEVENUES .......veiiiiie ittt 273 167 106 63
TOtE FEVENUES ...t 326 321 5 2
Operating expenses ....... 183 134 49 37
Working contribution 143 187 (44) (24)
Provisionfor credit I0SSeS .......c.cccvevvieeiiicieecee e 2 (18) 20 111
Income before income tax eXPENSE .......covvevrveeriee e $ 141 $ 205 $ (64) (31
AVEIAJEASIELS ..ocvvieeiieiieeiiectee et e st e eteeste et et e e ereesaeeeres $ 71,321 $ 53101
Average liabilities/equity 79,252 72,243
Goodwill @ March 3L ......c..ooiiiiiiieieee e 630 631

Decreased net interest income was primarily dueto steadily rising short-term interest rates during 2005 and 2006,
which had an adverse impact on CIBM interest rate spreads. Net interest income from balance sheet management
activity decreased approximately $105 million in the first quarter of 2006, compared to the same 2005 period.

Increased other revenues was mainly due to:

increased trading revenues;

new service fees generated by a subsidiary transferred to HUSI from HSBC in March 2005, which provides
accounting and valuation services for hedge fund clients; and

increased fee-based income, resulting from business expansion initiatives.

Partially offsetting these increases were decreased realized gains on sales of securities. Commentary regarding
trading revenues and securities gains begins on page 36 of this Form 10-Q. Additional analysis of growthin trading
assets and liabilitiesis provided on page 26 of this Form 10-Q.

Increased operating expenses resulted from:

increased direct expenses associated with foreign exchange, risk management products, and transaction banking
businesses;

increased expenses associated with development of an infrastructure to support the growing complexity of the
CIBM business; and

increased fees paid to HTSU and other HSBC affiliates for technology services, as CIBM required additional
information technol ogy resources to support system conversions and business expansion.
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The provision for credit losses increased during the first quarter of 2006. The net provision credit for 2005 resulted
from continuation of relatively low charge offs and recoveries of amounts previously charged off.

Private Banking (PB)

Overview

During 2005 and 2006, additional resources have been allocated to expand products and services provided to high
net worth customers served by this business segment, resulting in increased revenues and operating expenses.

Operating Results

The following table summarizes results for the PB business segment.

2006 Compar ed to 2005
I ncrease/(Decr ease)
Threemonthsended March 31 2006 2005 Amount %
(in millions)

NEL INEEIESE INCOME ...ttt $ 48 $ 40 $ 8 20
Oher FEVENUES ....c.vviiiiieiiee ettt 76 58 18 31
TOtAl FEVENUES ...ttt 124 98 26 27
OPErating EXPENSES ......ovviieerieeiee ettt ees 75 64 11 17
WOrking CONtribULION ..........ccceiiiiiiiieiiie e 49 34 15 44
Provision for credit 10SSeS .......cooveeiiieiiieceeee e - (1) 1 100
Income before inCome taX EXPENSE ......ccevvvereerienieeie e $ 49 $ 35 $ 14 40
AVEIAJEASIELS ..oovviervieriieieeiieeiieseesteesteesteesteesseesteeseenaesnsesneeans $ 5473 $ 4720
Average liabilities/equity ........cocoeeiieeiiiiieee e 10,520 9,399
Goodwill @ March 3L ......ceeeiiiiiieeecie e 428 428

Increased net interest income for the first quarter of 2006 resulted from increased average interest earning assets,
primarily loans.

Increased other revenues for the first quarter of 2006 resulted from:

increased fee income from wealth and tax advisory services provided to high net worth individuals; and
increased equity earnings from aforeign equity investment.

Increased operating expenses for the first quarter of 2006 resulted from additional resources being allocated to this
segment to expand the services provided.



CREDIT QUALITY

Policies and critical estimates associated with its allowance for credit losses are summarized on pages 23-24 and
57-60 of HUSI’s 2005 Form 10-K. There have been no material revisions to policies or methodologiesin the first
quarter of 2006.

Credit quality statistics are summarized in Note 3, beginning on page 11 of the consolidated financial statements.

The following table provides an analysis of changesin the allowance for credit losses and related ratios.

March 31, December 31, September 30, June30, March 31,
Quarter ended 2006 2005 2005 2005 2005
(in millions)
Balance at beginning of quarter ..................... $ 846 $ 852 $ 790 $ 773 $ 788
Allowancerelated to disposition of certain
credit card relationships ..o (6) - - - -
Charge offs:
Commercial .....ccceeevveeeiiieeie e 20 36 16 17 6
Consumer:
Residential mortgages 11 8 6 6 4
Credit card receivables .. 170 186 154 160 159
Other consumer loans ... 29 34 26 23 30
Tota consumer loans ................. 210 228 186 189 193
Totd charge offs .....ccooveeiiieeiiiee 230 264 202 206 199
Recoveries on|oans charged off:
Commercial ......cceevveeeieieniee e 15 15 26 7 23
Consumer:
Residential mortgages ................ - - 1 - -
Credit card receivables .. 46 35 30 37 44
Other consumer loans ................. 9 10 8 9 10
Tota consumer loans ................. 55 45 39 46 54
Total recoveries ......ccccoovvveveeenineenns 70 60 65 53 77
Tota net charge offs ......ccccoveeiiieiiicene 160 204 137 153 122
Provision charged toincome ................... 157 198 199 170 107
Balance at end of quarter .............ccevee. $ 837 $ 846 $ 852 $ 790 $ 773
Allowancerétios:
Annualized net charge offsto
averageloans .......cccoceeevieenieeiienn 73 % 90 % 61 % 71 % 58 %
Quarter-end allowance to:
Quarter-end total loans ................ AU % A % 95 % 0 % 0 %
Quarter-end total nonaccruing
08NS .o 34163 % 351.04 % 36255 % 35111 % 31811 %



Overview

An analysis of changesin the allowance for credit losses for the quarter ended March 31, 2006, by general loan
categories, is provided in the following table.

Quarter ended Residential Credit Other
March 31, 2006 Commercial Mortgage Card Consumer Unallocated Total
(in millions)
Balance at beginning of period ...... $ 162 $ 34 $ 600 $ 36 $ 14 $ 846
Allowance related to dispositions ... - - 6) - - 6)
Charge offs .....cccevvveeeeiecee 20 11 170 29 - 230
RECOVENIES .....eeeiiiiieieee 15 - 46 9 - 70
Net chargeoffs ......ccocoevieene 5 11 124 20 - 160
Provision charged toincome ......... 14 7 119 16 1 157
Balanceat end of period ............... $_ 171 $ 30 $ _ 589 $__32 $ 15 $ _837

The allowance for credit losses decreased $9 million during the first quarter of 2006. Total net charge offs of $160
million were mostly offset by the provision for credit losses of $157 million and a $6 million reduction of allowance
during the quarter related to the sale of private label credit card relationships.

The allowance for credit losses increased $64 million from March 31, 2005 to March 31, 2006, primarily dueto the
additional reserve requirements associated with increased balances within the private label credit card receivable
portfolio.

Commercial Loan Credit Quality

Components of the commercial allowance for credit losses are summarized in the following table.

March 31, December 31, March 31,
2006 2005 2005
(in millions)
On-balance sheet allowance:
SPECITIC ettt bbbttt een $ 9 $ 21
Collective s 149 144
L 0 L= 0 1 SRR 4 8
162 173
UNBHOCAEA ..ottt ettt aeas 14 14
Tota on-balance sheet alowance 176 187
Off-balance sheet allowance .........cccceeevcveeveccciieeeenn, 88 77
Total commercial AlOWENCES .........oeeeiiiieeieeeee et $ 264 $ 264

The allowance for credit losses associated with commercial loan portfolios increased $9 million during the first
quarter of 2006. Net charge offs of $5 million during the quarter were more than offset by a $14 million provision
expense associated with commercial loans.

Net charge offs of commercial oans continued to run at levels consistent with those experienced for several recent
quarters dating back to 2004, which iswell below historical experience for years prior to 2004. Commercial loan
credit quality continues to be stable and well managed, reflecting HUSI’ s generally strong credit underwriting
standards and improving economic conditions. At March 31, 2006 HUSI had acceptable on-balance sheet exposure
from industries considered to be of higher risk. Overall exposures to these industries were reduced in 2005 and were
not materially changed at March 31, 2006.



Criticized assets classified as "substandard" increased $137 million during the first quarter of 2006, due to:

downgrading of various commercial |oans based on recent credit assessments ($70 million);
the downgrading of certain non-investment grade securities ($48 million); and
additional consumer |oans being designated as substandard ($19 million).

Although overall commercial credit quality is expected to remain stable and well controlled for the remainder of
2006, any sudden and/or unexpected adverse economic events or trends could significantly affect credit quality and
increase provisions for credit losses.

Credit Card Receivable Credit Quality

The allowance for credit |osses associated with credit card receivables decreased $11 million during the first quarter
of 2006. Net charge offs of $124 million and a $6 million reduction of allowance related to the sale of certain
private label credit card relationships during the quarter were substantially offset by provision expense of $119
million. The net charge off and provision activity during the first quarter of 2006, which primarily relatesto the
private label credit card portfolio, is consistent with trends and activity for calendar year 2005.

Receivablesincluded in the private label credit card portfolio are generally maintained in accruing status until being
charged off six months after delinquency. The following table provides credit quality datafor credit card
receivables.

March 31, December 31, March 31,
2006 2005 2005
(inmillions)
Accruing balances contractually past due 90 days or more:
Balance at end of QUAIESr ...........ceeveeiueicieieeceeeeee e $ 244 $ 248 $ 210
Asapercent of total credit card receivables ...........ccccoevvinininennnne 169 % 160 % 175 %
Allowance for credit losses associated with credit card receivables:
Balance at end of QUAIEr ...........ceeveeiueieireeceeee e $ 589 $ 600 $ 546
Asapercent of total credit card recalvables ............cocevvvriiiieiniene 407 % 387 % 455 %
Net charge offs of credit card receivables:
Total for the quarter ended ..........ccooveveeiiiiii e $ 124 $ 151 $ 115
Annualized net charge offs as a percent of average credit
Card reCaIVaDIES ......ooiiiieiiiiee e 332 % 402 % 383 %

DERIVATIVE INSTRUMENTSAND HEDGING ACTIVITIES

HUSI is party to various derivative financial instruments as an end user, as an international dealer in derivative
instruments, and for purely trading purposesin order to realize profits from short-term movementsin interest rates,
commodity prices, foreign exchange rates and credit spreads. Additional information regarding the use of various
derivative instrumentsisincluded on page 26 and pages 95-97 of HUSI’ s 2005 Form 10-K.

Credit and Market Risk Associated with Derivative Contracts

Credit (or repayment) risk in derivative instruments is minimized by entering into transactions with high quality
counterparties, including other HSBC group entities. Counterparties include financial institutions, government
agencies, both foreign and domestic, corporations, funds (mutual funds, hedge funds, etc.), insurance companies and
private clients. These counterparties are subject to regular credit review by the credit risk management department.
Most derivative contracts are governed by an International Swaps and Derivatives Association Master Agreement.
Depending on the type of counterparty and the level of expected activity, bilateral collateral arrangements may be
required aswell.



Thetotal risk in aderivative contract is a function of a number of variables, such as:

whether counterparties exchange notional principal;

volatility of interest rates, currencies, equity or corporate reference entity used as the basis for determining
contract payments;

maturity and liquidity of contracts;

credit worthiness of the counterparties in the transaction; and

existence and value of collateral received from counterparties to secure exposures.

The following table presents credit risk exposure associated with derivative contracts. In thetable, current credit
risk exposureis the recorded fair value of derivative receivables, which represents revaluation gains from the
marking to market of derivative contracts held for trading purposes, for all counterparties with an International
Swaps and Derivatives Association Master Agreement in place.

Future credit risk exposure in the following table is measured using rules contained in the risk-based capital
guidelines published by U.S. banking regulatory agencies. Therisk exposure calculated in accordance with the risk
based capital guidelines potentially overstates actual credit exposure, because:

the risk-based capital guidelinesignore collateral that may have been received from counterparties to secure
exposures; and

the risk-based capital guidelines compute exposures over the life of derivative contracts. However, many
contracts contain provisionsthat allow abank to close out the transaction if the counterparty failsto post
required collateral. Asaresult, these contracts have potential future exposures that are often much smaller than
the future exposures derived from the risk-based capital guidelines.

The net credit risk exposure amount in the following table does not reflect the impact of bilateral netting (i.e.,
netting with a single counterparty when a bilateral netting agreement isin place). However, the risk-based capital
guidelines recognize that bilateral netting agreements reduce credit risk and therefore allow for reductions of
exposures when netting requirements have been met. In addition, risk-based capital rules require that netted
exposures of various counterparties be assigned risk-wei ghtings, which result in risk-weighted amounts for
regulatory capital purposesthat are afraction of the original netted exposures.

March 31, December 31,

2006 2005

(in millions)
Risk associated with derivative contracts:

Current Credit fisk BXPOSUIE ........cviiveriiveieieiteeete sttt te st se et e st s et sbeseerensens $ 11572 $ 8155
FULUre Credit FiSK EXPOSUE ......cveiviiiiiisiieiieieeee ettt 74,075 61,548
TOEl FISK EXPOSUIE ...ttt ettt ettt ettt e et e et e e st e et e e te e e ssbeeesbeeebeaeesbeesnbeaenseeanns 85,647 69,703
Less: collateral held agaiNst EXPOSUIE .........ccueieiiiiieiiiesiie ettt e e seee e 2,34 (1,850)
NEt Credit FiSK BXPOSUIE .......cveveieciieiesieeteee ettt sttt et e b e saesaesaeeaeesae s e s e saesrens $ 83,300 $ 67,853
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Notional Values of Derivative Contracts

The following table summarizes the notional values of derivative contracts.

March 31, December 31,
2006 2005
(in millions)
Interest rate:
FULUIES aNA FONWAITS ......cveviieveieieieteieieee ettt se s s $ 112,129 $ 106,826
SWEPS . 1,759,952 1,674,091
Optionswritten ..... 275,068 199,676
Options purchased 304,679 217,095
Foreign exchange:
Swaps, fFULUrES AN FONWEAITS ..........ueeiiie et 339,695 308,264
(@] 01100 Y ] 1 (= o [ TP PPTPR 36,551 40,213
OPLONSPUICNESEH ...t 37,248 40,959
S o PSR RURURRRRN 45,591 21,099
459,085 410,535
Commodities, equities and precious metals:
SWaps, fFULUrES AN FONWEAITS ..........uiiiiie e 60,573 48,702
OPHONSWIIEEN ..ottt bbb 14,080 14,378
OPLIONSPUICNESEM ...ttt 16,525 16,127
__ 91178 79207 _
Credit AEMIVELIVES ..o ettt bee et 494,139 391,814
1o = USSR PP $ 3,496,230 $ 3,079,244



OFF-BALANCE SHEET ARRANGEMENTS

The following table provides maturity information related to off-balance sheet arrangements and lending and sales
commitments. Descriptions of these arrangements are found on pages 60-62 of HUSI’s 2005 Form 10-K.

Balanceat March 31, 2006

One Over One Over Balanceat
Y ear Through Five December 31,
or Less Five Years Years Total 2005
(inmillions)
Standby letters of credit, net of
Participations ...........cccoveveeriieeininenne $ 4531 $ 2,123 $ 81 $ 6735 (1) $ 6,114 (1)
Commercial letters of credit .............. 784 65 1 850 806
Loan saleswithrecourse ................... - 1 11 12 2 9 2
Credit derivative contracts ................ 4,484 171,760 95,558 271,802 (3) 222,419 (3
Commitments to extend credit:
Commercial .....ccoeevveevieeiineenen. 22,556 29,474 3,853 55,883 51,284
COoNSUMES ..o 8,544 - - 8,544 8,305
Securities lending indemnifications ... - - - - 4,135
Total v $ _ 40899 $ _ 203423 $ _ 99504 $ _ 343,826 $ 293,072

(1)  Includes $558 million and $523 million issued for the benefit of related parties at March 31, 2006 and December 31, 2005 respectively.

(2 $11 million and $7 million isindemnified by third parties at March31, 2006 and December 31, 2005 respectively.

(3  Includes $58,239 million and $51,202 million issued for the benefit of related parties at March31, 2006 and December 31, 2005
respectively.

Lettersof Credit

Fees are charged for issuing letters of credit commensurate with the customer's credit evaluation and the nature of
any collateral. Included in other liabilities are deferred fees on standby letters of credit, representing the fair value
of the "stand ready obligation to perform" under these guarantees, amounting to $21 million and $19 million at
March 31, 2006 and December 31, 2005 respectively. Also included in other liabilitiesis an allowance for credit
losses on unfunded standby letters of credit of $18 million and $20 million at March 31, 2006 and December 31,
2005 respectively.

Credit Derivatives

HUSI entersinto credit derivative contracts primarily to satisfy the needs of its customers and, in certain cases, for
itsown benefit. Credit derivatives are arrangements that provide for one party (the "beneficiary") to transfer the
credit risk of a"reference asset” to another party (the "guarantor"). Under this arrangement the guarantor assumes
the credit risk associated with the reference asset without directly purchasing it. The beneficiary agreesto pay to the
guarantor a specified fee. In return, the guarantor agreesto pay the beneficiary an agreed upon amount if thereisa
default during the term of the contract.

In accordance with its policy, HUSI offsets most of the market risk it assumesin selling credit guarantees through a
credit derivative contract with another counterparty. Credit derivatives, although having characteristics of a
guarantee, are accounted for as derivative instruments and are carried at fair value. The commitment amount
included in the table is the maximum amount that HUSI could be required to pay, without consideration of the
approximately equal amount receivable from third parties and any associated collateral.

Securities Lending | ndemnifications
Through December 31, 2005, HUSI occasionally lent securities of customers, on afully collateralized basis, as an
agent to third party borrowers. Customers were indemnified against the risk of loss, and collateral was obtained

from the borrower with a market value exceeding the value of the loaned securities. Securities lending activities
were terminated during the first quarter of 2006.
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RISK MANAGEMENT

Overview

Some degree of risk isinherent in virtually all of HUSI’ s activities. For the principal activities undertaken by HUSI,
the most important types of risks are considered to be credit, interest rate, market, liquidity, operational, fiduciary
and reputational. Market risk broadly refersto price risk inherent in mark to market positions taken on trading and
non-trading instruments. Operational risk technically includeslegal and compliance risk. However, since
compliance risk, including anti-money laundering (AML) risk, has such broad scope within HUSI’ s businesses, it is
addressed as a separate functional discipline. During the first three months of 2006, there have been no significant
changesin policies or approach for managing various types of risk.

Liquidity Management

HUSI' s approach to address liquidity risk is summarized on pages 67-68 of HUSI’s 2005 Form 10-K. There have
been no changesin HUSI’ s approach toward liquidity risk management during 2006.

HUSI’ s ability to regularly attract wholesale funds at a competitive cost is enhanced by strong ratings from the
major credit rating agencies. At March 31, 2006, HUSI and HBUS maintained the following debt and preferred
stock ratings, which are unchanged from December 31, 2005.

At March 31, 2006 Moody’'s X P Fitch
HUSI:
Short-term borrowings P-1 A-1 F1+
Long-term det ........oceeeiiiiiee e Aa3 A+ AA
Preferred SLOCK ......ioovieiiiieceee e A2 A- AA-
HBUS:
SNOrt-tErM DOMTOWINGS ...ttt P-1 A-1+ F1+
LONG-EMI AEDE ... s Aa2 AA- AA

HUSI periodically issues capital instruments to fund balance sheet growth, to meet cash and capital needs, or to fund
investmentsin subsidiaries. In December 2005, the United States Securities and Exchange Commission (SEC)
amended its rules regarding registration, communications and offerings under the Securities Act of 1933. The
amended rules facilitate access to capital markets by well-established public companies, provide more flexibility
regarding restrictions on corporate communications during a securities offering and further integrate disclosures
under the Securities Act of 1933 and the Securities Exchange Act of 1934. The amended rules provide the most
flexibility to "well-known seasoned issuers", including the option of automatic effectiveness upon filing of shelf
registration statements and relief under the liberalized communicationsrules. HUSI currently satisfies the eligibility
requirements for designation as a "well-known seasoned issuer”, and has an effective shelf registration statement
with the SEC under which it may issue debt securities, preferred stock, either separately or represented by depositary
shares, warrants, purchase contracts and units.

I nterest Rate Risk Management

Various techniques are utilized to quantify and monitor risks associated with the repricing characteristics of HUSI's
assets, liabilities, and derivative contracts. The approach toward managing interest rate risk is summarized on pages
69-71 of HUSI's 2005 Form 10-K. During the first quarter of 2006, there were no significant changesin policies or
approach for managing interest rate risk.



Present Value of a Basis Point (PVBP) Analysis

PVBP isthe change in value of the balance sheet for a one basis point upward movement in all interest rates. The
following table reflects the PVBP position at March 31, 2006.

March 31, 2006 Values
(in millions)

Institutional PVBP MOVEMENT LML .....uvveieiiieieie et e e e e e e et e e e e e eeeeeeese s ababaaaeeeeeeeeeeseesesansssssbrnrereeeeeeneanan $ 75

PVBP POSItION 8 PEMTOA NG .......eeeiiieiiieeiee ettt b e a et e e bt e e she e e s ab e e b et e she e e aan e e e b e e nn e e anneeann 34

Economic Value of Equity

Economic value of equity isthe changein value of the assets and liabilities (excluding capital and goodwill) for
either a 200 basis point immediate rate increase or decrease. The following table reflects the economic val ue of
equity position at March 31, 2006.

Mar ch 31, 2006 Values
Ingtitutional economic value Of EQUILY TIMIT ........iiiiiiiie e e e +- 20 %
Projected change in vaue (reflects projected rate movements on April 1, 2006):
Change resulting from agradual 200 basis point iNCrease iN INEErESt FAES ..........evveiiereeiieieere e 9
Change resulting from agradua 200 basis point decrease iN INtErESt FALES .........c.eeiceeeiieriiiie e eiee e seee e 1

The projected decrease in value for a 200 basis point increase in ratesis primarily related to the anticipated slowing
of prepayments for the held mortgage and mortgage backed securities portfoliosin this higher rate environment.
This assumes that no management actions are taken to manage exposures to the changing interest rate environment.

Dynamic Simulation Modeling

Various modeling techniques are utilized to monitor a number of interest rate scenarios for their impact on net
interest income. These techniques include both rate shock scenarios which assume immediate market rate
movements of 200 basis points, as well as scenariosin which ratesrise or fall by as much as 200 basis points over a
twelve month period. The following table reflects the impact on net interest income of the scenarios utilized by
these modeling techniques.

March 31, 2006 Values
Amount %
(in millions)

Projected change in net interest income (reflects projected rate movements on April 1, 2006):
Institutional base earnings MOVEMENt liMit .............coooviiiiiii (10)

Change resulting from a gradual 200 basis point increase in theyield curve $ (179 (6)
Change resulting from agradual 200 basis point decrease in theyield curve 247 8
Change resulting from a gradua 100 basis point increasein theyield curve (88)

Change resulting from agradual 100 basis point decrease in the yield curve 123

Other significant scenarios monitored (reflects projected rate movements on April 1, 2006):

Change resulting from an immediate 100 basis point increasein theyield curve ..........ccccooceevieennee. (146)

Change resulting from an immediate 100 basis point decreasein theyield curve...........cccocceevneennee. 158

Change resulting from an immediate 200 basis point increasein theyield curve ..........ccccooceevveenee. (299)

Change resulting from an immediate 200 basis point decrease in the yield curve 224

Change resulting from an immediate 100 basis point increase in short-term rates ............ccccceevveennnee. (267)

The projections do not take into consideration possible complicating factors such as the effect of changesin interest
rates on the credit quality, size and composition of the balance sheet. Therefore, although this provides a reasonable
estimate of interest rate sensitivity, actual results will vary from these estimates, possibly by significant amounts.
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Capital Risk/Sensitivity of Other Comprehensive | ncome

Large movements of interest rates could directly affect some reported capital and capital ratios. The mark to market
valuation of available for sale securitiesis credited on atax effective basis through other comprehensive incomein
the consolidated statement of changesin shareholders’ equity. Although thisvaluation mark isexcluded from Tier 1
and Tier 2 capital ratios, it isincluded in two important accounting based capital ratios: the tangible common equity
to tangible assets and the tangible common equity to risk weighted assets. Asof March 31, 2006, HUSI had an
available for sale securities portfolio of approximately $18 billion with a net negative mark to market of $480
million included in tangible common equity of $8 billion. An increase of 25 basis pointsin interest rates of all
maturities would lower the mark to market by approximately $172 million to a net loss of $652 million with the
following results on the tangible capital ratios.

Proforma— Reflecting
25BasisPoints

March 31, 2006 Actual Increasein Rates
Tangible common equity tO tangibl@ 8SSELS .........ccvevviiriiieii e 493 % 487 %
Tangible common equity to risk WEIGhtEO 8SSELS .........ccvvvveirinierienee e 6.34 6.26

Value at Risk (VAR)

VAR analysisis also used to measure interest rate risk and to cal culate the economic capital required to cover
potential losses due to interest rate risk. The approach toward using VAR to measure interest raterisk is
summarized on pages 71-73 of HUSI’ s 2005 Form 10-K.

Trading Activities

Trading portfoliosreside primarily in the CIBM and residential mortgage banking areas and include foreign
exchange, derivatives, precious metals (gold, silver, platinum), commaodities, equities and money market
instruments. The trading portfolios have defined limits pertaining to items such as permissible investments, risk

exposures, loss review, balance sheet size and product concentrations. Loss review refers to the maximum amount
of loss that may be incurred before senior management intervention is required.

Trading Activities- Treasury
Value at Risk

The following table summarizes trading VAR, assuming a 99% confidence level for atwo year observation period
and a 10 day holding period.

March 31, Three Months Ended March 31, 2006 December 31,
2006 Minimum Maximum Average 2005
(in millions)

Total trading ......c.coeovevereieiseeceeee e $ 121 $ 47 $ 121 $ 76 $ 53
Commodities ................ 2 - 10 3 5
Credit derivatives 15 15 26 18 18
Equities .......ccceeeeenen. - - 1 - 1
Foreign exchange 11 2 21 9 4
INtErestrate ......cccvvvieiiiieeeee e 143 65 143 94 69

52



Trading Volatility

The following tables summarize the frequency distribution of daily market risk-related revenues for Treasury trading
activities during the first quarter of 2006. Market risk-related Treasury trading revenues include realized and
unrealized gains (losses) related to Treasury trading activities, but exclude the related net interest income. Analysis
of gain (loss) data for the first three months of 2006 shows that the largest daily gain was $32 million and the largest
daily loss was $13 million.

Ranges of daily Treasury trading revenue Below $(10) $0to $10to Over
earned from market risk-related activities (in millions) $(10) to$0 $10 $20 $20
Number of trading days market risk-related
revenue was within the stated range ..........cccceeveveeieniieiiinnens 2 19 24 12 5

Trading Activities— HSBC Mortgage Corporation (USA)

HSBC Mortgage Corporation (USA) is HUSI' s mortgage banking subsidiary. Trading occursin mortgage banking
operations as aresult of an economic hedging program intended to offset changes in value of mortgage servicing
rights and the salable loan pipeline. Economic hedging may include, for example, forward contractsto sell
residential mortgages and derivative contracts used to protect the value of M SRs which, while economically viable,
may not satisfy the hedge requirements of SFAS 133.

M SRs are assets that represent the present value of net servicing income (servicing fees, ancillary income, escrow
and deposit float servicing costs). M SRs are recognized upon the sale of the underlying loans or at the time that
servicing rights are purchased. MSRs are subject to interest rate risk, in that their value will fluctuate as aresult of a
changing interest rate environment.

Interest rate risk is mitigated through an active hedging program that uses trading securities and derivative
instruments to offset changesin value of MSRs. Since the hedging program involves trading activity, risk is
quantified and managed using a number of risk assessment techniques.

Rate Shock Analysis

M odeling techniques are used to monitor certain interest rate scenarios for their impact on the economic value of net
hedged M SRs, asreflected in the following table.

March 31, 2006 Values
(in millions)

Projected change in net market value of hedged M SRs portfolio (reflects projected rate
movements on April 1, 2006):

Value of hedged MSRS POIFOlIO ......ciiuiiiiiie ittt ettt e e bt e be e e eab e e ebeeabeeeanbeeebeeeabeeeanns $ 465
Change resulting from an immediate 50 basis point decrease in the yield curve:
Change lIMiIt (MO WOTSEENEN) ......eieiiiiieieetie ettt ettt b e bt e bt e st e bt e bt et enbesnnesneeniee e (16)
Calculated changein Net Market VAU .............c.oiiiiiiiiiicc e @
Change resulting from an immediate 50 basis point increase in the yield curve:
Change limit (no worse than) ............... ®
Calculated changein net market value 6
Change resulting from an immediate 100 basis point increasein theyield curve:
Change [Imit (NOWOFSEThAN) ..ottt ettt ab e e b e et e e san e sneeenbneenane (12)
Calculated change in NEE MEIKEE VBIUE ..........coiuiiiiiiiiieiie ettt sb ettt nee 14

Economic Value of MSRs

The economic value of the net, hedged M SRs portfolio is monitored on adaily basis for interest rate sensitivity. If
the economic value declines by more than established limits for one day or one month, various levels of
management review, intervention and/or corrective actions are required.



Hedge Volatility

The following table summarizes the frequency distribution of the weekly economic value of the M SR asset during
thefirst quarter of 2006. Thisincludesthe change in the market value of the M SR asset net of changesin the market
value of the underlying hedging positions used to hedge the asset. The changesin economic value are adjusted for
changesin M SR valuation assumptions that were made during the course of the quarter, if applicable.

Ranges of mortgage economic valuefrom Below $(2) to $0to $2to Over
market risk-related activities (in millions) $(2) $0 $2 ™ $4
Number of trading weeks market risk-related
revenue was within the Stated range ..........cccceveveveevieieenieneeneens 3 4 4 1 1

Item 3. Quantitative and Qualitative Disclosures About Market Risk

Refer to Item 2, Management's Discussion and Analysis of Financial Condition and Results of Operations, under the
captions "Interest Rate Risk Management" and "Trading Activities', beginning on page 50 of this Form 10-Q.

Item 4. Controls and Procedures

HUSI maintains a system of internal and disclosure controls and procedures designed to ensure that information
reguired to be disclosed in reports filed or submitted under the Securities Exchange Act of 1934, as amended, (the
Exchange Act), isrecorded, processed, summarized and reported on atimely basis. HUSI’s Board of Directors,
operating through its Audit Committee, which is composed entirely of independent outside directors, provides
oversight to the financial reporting process.

An evaluation was conducted, with the participation of the Chief Executive Officer and Chief Financial Officer, of
the effectiveness of HUSI’ s disclosure controls and procedures as of the end of the period covered by this report.
Based upon that evaluation, the Chief Executive Officer and Chief Financial Officer concluded that HUSI's
disclosure controls and procedures were effective as of the end of the period covered by thisreport so asto alert
them in atimely fashion to material information required to be disclosed in reports filed under the Exchange Act.

There have been no significant changesin HUSI' sinternal and disclosure controls or in other factors that could
significantly affect internal and disclosure controls subsequent to the date that the evaluation was carried out.

HUSI continues the process to complete athorough review of itsinternal controls as part of its preparation for
compliance with the requirements of Section 404 of the Sarbanes-Oxley Act of 2002 (Section 404). Section 404
requires management to report on, and external auditorsto attest to, the effectiveness of HUSI' sinternal control
structure and procedures for financial reporting. As anon-accelerated filer under Rule 12b-2 of the Exchange Act,
HUSI’ sfirst report under Section 404 will be contained inits Form 10-K for the period ended December 31, 2007.



Part Il —OTHER INFORMATION

Item 1A. Risk Factors

Risk factors were provided in HUSI’s Form 10-K for the year ended December 31, 2005. However, the following
discussion provides a more detailed description of some of the important risk factors that could affect HUSI’ s actual
results and could cause results to vary materially from those expressed in public statements or documents. Other
factors besides those discussed below or elsewherein reports filed or furnished with the SEC could affect HUSI's
business or results. The reader should not consider any description of such factorsto be a complete set of all
potential risksthat may face HUSI. Additional commentary regarding risks that may affect HUSI and HUSI's
approach toward risk management is provided on pages 63-77 of HUSI’ s 2005 Annual Report on Form 10-K, and
on pages 50-54 of this Form 10-Q.

General Business, Economic, Political and Market Conditions

HUSI’ s business and earnings are affected by general business, economic, market and political conditionsin the
United States and abroad. Given its concentration of business activitiesin the United States, HUSI is particularly
exposed to downturns in the United States economy. For example, in a poor economic environment there is greater
likelihood that more of HUSI’ s customers or counterparties could become delinguent or default on their loans or
other obligations. This could result in higher levels of charge offs and provisions for credit osses, which would
adversely affect HUSI’ s earnings. General business, economic and market conditions that could affect HUSI
include, but are not limited to:

short-term and long-term interest rates;

inflation;

recession;

monetary supply;

fluctuations in both debt and equity capital marketsin which HUSI fundsits operations;
market value of consumer owned and commercial real estate throughout the United States;
consumer perception asto the availability of credit; and

the ease of filing for bankruptcy.

Certain changes to these conditions could diminish demand for HUSI’ s products and services, or increase the cost to
provide such products or services. Recent trendsin world-wide financial markets related to, among other things, the
growth of derivatives and hedge funds, could add instability and could change the way those markets work.

Political conditions also may impact HUSI’ searnings. The economic health of geographic areas where HUSI has
greater concentrations of business may decline relative to other geographic regions, with related impacts on HUSI' s
earnings. Actsor threats of war or terrorism, aswell as actions taken by the United States or other governmentsin
response to such acts or threats, could affect business and economic conditionsin the United States.

Competition

HUSI operatesin ahighly competitive environment. Competitive conditions are expected to continue to intensify as
continued merger activity in the financial servicesindustry produces larger, better-capitalized and more
geographically diverse companies. New products, customers and channels of distribution are constantly emerging.
In addition, the traditional segregation of the financial servicesindustry into prime and non-prime segments has
eroded and in the future is expected to continue to do so, further increasing competition in the financial services
industry. Such competition may impact the terms, rates, costs and/or profits historically included in the loan
products HUSI offers or purchases. The traditional segregation of commercial and investment banks has all but
eroded. Thereisno assurance that the significant and increasing competition within the financial servicesindustry
will not materially and adversely affect HUSI' s future results of operations.



Federal and State Regulation

HUSI operatesin ahighly regulated environment. Changesin federal, state and local laws and regulations affecting
banking, consumer credit, bankruptcy, privacy, consumer protection or other matters could materially impact

HUSI’ s performance. For example, anti-money laundering requirements under the Patriot Act are frequently
revisited by the U.S. Congress and Executive Agencies. Broad or targeted legislative or regulatory initiatives may
be aimed at lenders operating in consumer lending markets. These initiatives could affect HUSI in substantial and
unpredictable ways, including limiting the types of consumer loan productsit can offer. In addition, there may be
amendments to, and new interpretations of, risk-based capital guidelines and reporting instructions. HUSI cannot
determine whether such legislative or regulatory initiatives will be instituted or predict the impact that such
initiatives would have on results.

Changesin Accounting Standards

HUSI’ s accounting policies and methods are fundamental to how HUSI records and reportsits financial condition
and the results of its operations. From time to time the Financial Accounting Standards Board (FASB), the SEC and
bank regulators, including the Office of Comptroller of the Currency and the Board of Governors of the Federal
Reserve System, change the financial accounting and reporting standards that govern the preparation of external
financial statements. These changes are beyond HUSI’ s control, can be hard to predict and could materially impact
how HUSI reportsits financial condition and the results of its operations. HUSI could be required to apply new or
revised standards retroactively, resulting in arestatement of prior period financial statementsin material amounts.

Management Financial Projections and Judgments

Pursuant to U.S. GAAP, HUSI’ s management is required to use certain estimates in preparing financial statements,
including accounting estimates to determine |oan loss reserves, reserves related to future litigation, and the fair
market value of certain assets and liabilities, among other items. In particular, loan loss reserve estimates are
judgmental and are influenced by factors outside of HUSI’ s control. Asaresult, estimates could change as
economic conditions change. If values determined by HUSI’ s management for such items turn out to be
substantially inaccurate, unexpected and material losses could result.

Lawsuits and Regulatory I nvestigations and Proceedings

HUSI or one of its subsidiaries may be named as a defendant in various legal actions, including class actions and
other litigation or disputes with third parties, aswell as investigations or proceedings brought by regulatory
agencies. These actions may result in judgments, settlements, fines, penalties or other results, including additional
compliance requirements, adverse to HUSI which could have a material adverse effect on HUSI’ s business, financial
condition or results of operations, or cause serious reputational harm.

Operational Risks

HUSI’ s businesses are dependent upon its ability to process alarge number of increasingly complex transactions. |f
any of HUSI’ sfinancial, accounting, or other data processing systemsfail or have other significant shortcomings,
HUSI could be materially and adversely affected. HUSI is similarly dependent on its employees. HUSI could be
materially and adversely affected if an employee causes a significant operational break-down or failure, either asa
result of human error or where an individual intentionally sabotages or fraudulently manipulates HUSI’ s operations
or systems. Third parties with which HUSI does business could also be sources of operational risk, including risks
associated with break-downs or failures of such parties’ own systems or employees. Any of these occurrences could
result in diminished ability of HUSI to operate one or more of its businesses, potential liability to clients,
reputational damage and regulatory intervention, all of which could have a material adverse effect on HUSI.



HUSI may also be subject to disruptions of its operating systems and businesses arising from events that are wholly
or partially beyond its control. These may include:

computer viruses or electrical or telecommunications outages;

natural disasters, such as hurricanes and earthquakes,

events arising from local or regional politics, including terrorist acts;

unforeseen problems encountered while implementing major new computer systems; or

global pandemics, which could have a significant effect on HUSI’ s business operations as well ason HSBC
affiliates world-wide.

Such disruptions may give rise to losses in service to customers, an inability to collect receivablesin affected areas
and other loss or liability to HUSI.

In acompany as large and complex as HUSI, lapses or deficienciesin internal controls over financial reporting may
occur from time to time, and there is no assurance that such deficiencies or material weaknesses may not occur in
the future.

In addition there isthe risk that HUSI' s control s and procedures, business continuity planning, and data security
systems could prove to be inadequate. Any such failure could affect HUSI' s operations and could have a material
adverse effect on HUSI’ s results of operations by requiring HUSI to expend significant resourcesto correct the
defect, aswell as by exposing HUSI to litigation or losses not covered by insurance.

Changes to operational practices from time to time could materially impact HUSI’ s performance and results. Such
changes may include:

raising the minimum payment on credit card accounts;

determinations to acquire or sell private label credit card receivables, residential mortgage loans and other
loans;

changes to customer account management, risk management and collection policies and practices;
increasing investment in technology, business infrastructure and specialized personnel; or

outsourcing of various operations.

Liquidity

Adequate liquidity iscritical to HUSI’ s ability to operate its businesses, grow and be profitable. A compromiseto
liquidity could therefore have a negative effect on HUSI. Potential conditions that could negatively affect HUSI' s
liquidity include:

diminished access to capital markets;

unforeseen cash or capital requirements;

an inability to sell assets; and

an inability to obtain expected funding from HSBC affiliates and clients.

HUSI' s credit ratings are an important part of maintaining liquidity. Any downgradein credit ratings could

potentially increase borrowing costs, limit access to capital markets, require cash payments or collateral posting, and
permit termination of certain contracts material to HUSI.
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Acquisition I ntegration

HUSI hasin the past, and may again in the future, seek to grow its business by acquiring other businesses or loan
portfolios. There can be no assurance that acquisitions will have the anticipated positive results, including results
relating to:

the total cost of integration;

the time required to compl ete the integration;
the amount of longer-term cost savings; or

the overall performance of the combined entity.

Integration of an acquired business can be complex and costly, and may sometimes include combining relevant
accounting and data processing systems and management controls, as well as managing relevant relationships with
clients, suppliers and other business partners, as well as with employees.

There is no assurance that any businesses or portfolios acquired in the future, will be successfully integrated and will
result in all of the positive benefits anticipated. If HUSI isnot able to successfully integrate past and future
acquisitions, thereisthe risk that its results of operations could be materially and adversely affected.

Risk Management

HUSI seeksto monitor and manage its risk exposure through a variety of separate but complementary financial,
credit, operational, compliance and legal reporting systems, including models and programs that predict loan
delinquency and loss. While HUSI employs a broad and diversified set of risk monitoring and risk mitigation
techniques, those techniques and the judgments that accompany their application cannot anticipate every
unfavorable event or the specifics and timing of every outcome. Accordingly, HUSI’ s ability to successfully
identify and balance risks and rewards, and to manage all significant risks, is an important factor that can
significantly impact results of operations.

Employee Retention

HUSI’ s employees are its most important resource and, in many areas of the financial servicesindustry, competition
for qualified personnel isintense. If HUSI were unable to continue to retain and attract qualified employeesto
support the various functions of its business, HUSI’ s performance, including its competitive position, could be
materially and adversely affected.

Reputational Risk

HUSI’ s ability to attract and retain customers and conduct business transactions with its counterparties could be
adversely affected to the extent that its reputation is damaged. Failureto address, or appearing to fail to address,
variousissues that could giverise to reputational risk could cause harm to HUSI and its business prospects.
Reputational issuesinclude, but are not limited to:

appropriately addressing potential conflicts of interest, legal and regulatory requirements;

ethical issues;

adequacy of anti-money laundering processes,

privacy issues;

record-keeping;

sales and trading practices;

proper identification of the legal, reputational, credit, liquidity and market risks inherent in HUSI’ s products;
and

general company performance.

The failure to address these issues appropriately could make customers unwilling to do business with HUSI, which
could adversely affect its results of operations.
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Senior Indenture, dated as of March 31, 2006, by and between HUSI and Deutsche Bank Trust Company
Americas (incorporated by reference to Exhibit 4.1 to HUSI' sregistration statement on Form S-3,
Registration No. 333-133007, as filed with the Commission on April 5, 2006).

Senior Indenture, dated as of October 24, 1996, by and between HUSI and Bankers Trust Company, as
trustee (incorporated by reference to Exhibit 4.1 to post-effective amendment No. 1 to HUSI's
registration statement on Form S-3, Registration No. 333-42421, as filed with the Commission on
April 3, 2002).

First Supplemental Indenture to Senior Indenture, dated as of February 25, 2000 (incorporated by
reference to Exhibit 4.2 to post-effective amendment No. 1 to HUSI’ s registration statement on
FormS-3, Registration No. 333-42421, asfiled with the Commission on April 3, 2002).

Second Supplemental Indenture to Senior Indenture, dated November 28, 2005, among HUSI, Deutsche
Bank Trust Company Americas, as original trustee, and Wells Fargo Bank, N.A., as series trustee
(incorporated by reference to Exhibit 4.1 to HUSI' s Current Report on Form 8-K, dated November 21,
2005, as filed with the Commission on November 28, 2005).

Subordinated Indenture, dated as of October 24, 1996, by and between HUSI and Bankers Trust
Company, as trustee (incorporated by reference to Exhibit 4.3 to post-effective amendment No. 1 to
HUSI’ sregistration statement on Form S-3, Registration No. 333-42421, asfiled with the Commission
on April 3, 2002).

First Supplemental Indenture to Subordinated Indenture, dated as of December 12, 1996 (incorporated
by reference to Exhibit 4.4 to post-effective amendment No. 1 to HUSI’ s registration statement on
FormS-3, Registration No. 333-42421, as filed with the Commission on April 3, 2002).

Second Supplemental Indenture to Subordinated Indenture, dated as of March 1, 1999 (incorporated by
reference to Exhibit 4.5 to post-effective amendment No. 1 to HUSI' s registration statement on
FormS-3, Registration No. 333-42421, as filed with the Commission on April 3, 2002).

Third Supplemental Indenture to Subordinated Indenture, dated as of February 25, 2000 (incorporated by
reference to Exhibit 4.6 to post-effective amendment No. 1 to HUSI’ sregistration statement on
FormS-3, Registration No. 333-42421, as filed with the Commission on April 3, 2002).

Certification of Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002,
Certification of Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

Certification of Chief Executive Officer and Chief Financial Officer pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002.
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SIGNATURE

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to
be signed on its behalf by the undersigned, thereunto duly authorized.

Date: May 12, 2006

HSBC USA Inc.
(Registrant)

/s/ Clive R. Bucknall

Clive R. Bucknall
Controller
(On behalf of Registrant)



Exhibit 31.1

Certification of Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

I, Martin J. G. Glynn, certify that:

1

2,

| have reviewed this report on Form 10-Q for the quarterly period ended March 31, 2006 of HSBC USA Inc,;

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such
statements were made, not misleading with respect to the period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this report, fairly
present in all material respects the financial condition, results of operations and cash flows of the registrant as
of, and for, the periods presented in this report;

Theregistrant's other certifying officer and | are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(¢e) and 15d-15(e)) for the registrant and
have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the
period in which this report is being prepared;

b) Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this
report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of
the period covered by this report based on such evaluation; and

c) Disclosedin this report any change in the registrant'sinternal controls over financial reporting that
occurred during the registrant's most recent fiscal quarter that has materially affected, or is reasonably
likely to materially affect, the registrant's internal controls over financial reporting; and

Theregistrant's other certifying officer and | have disclosed, based on our most recent evaluation, to the
registrant's auditors and the audit committee of the registrant's board of directors (or persons performing the
equivalent functions):

a) All significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the registrant's ability to record,
process, summarize and report financial information; and

b) Any fraud, whether or not material, that involves management or other employees who have a significant
roleintheregistrant'sinternal controls over financial reporting.

Date: May 12, 2006 /sl Martin J. G. Glynn

Martin J. G. Glynn
President and Chief Executive Officer
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Exhibit 31.2

Certification of Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

I, John J. McKenna, certify that:

1

2.

| have reviewed this report on Form 10-Q for the quarterly period ended March 31, 2006 of HSBC USA Inc,;

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such
statements were made, not misleading with respect to the period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this report, fairly
present in all material respects the financial condition, results of operations and cash flows of the registrant as
of, and for, the periods presented in this report;

The registrant's other certifying officer and | are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(¢e) and 15d-15(€)) for the registrant and
have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the
period in which this report is being prepared;

b) Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this
report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of
the period covered by this report based on such evaluation; and

c) Disclosedinthisreport any changein the registrant'sinternal controls over financial reporting that
occurred during the registrant's most recent fiscal quarter that has materially affected, or is reasonably
likely to materially affect, the registrant's internal controls over financial reporting; and

The registrant's other certifying officer and | have disclosed, based on our most recent eval uation, to the
registrant's auditors and the audit committee of the registrant's board of directors (or persons performing the
equivalent functions):

a) All significant deficiencies and material weaknessesin the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the registrant's ability to record,
process, summarize and report financial information; and

b) Any fraud, whether or not material, that involves management or other employees who have a significant
rolein the registrant's internal controls over financial reporting.

Date: May 12, 2006 /s/ John J. McKenna

John J. McKenna
Senior Executive Vice President and
Chief Financial Officer
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Exhibit 32.0

Certification of Chief Executive Officer and Chief Financial Officer pursuant to Section 906 of the Sarbanes-
Oxley Act of 2002.

Pursuant to section 906 of the Sarbanes-Oxley Act of 2002 (subsections (a) and (b) of section 1350, chapter 63 of
title 18, United States Code), each of the undersigned officers of HSBC USA Inc., aMaryland corporation (HUSI),
does hereby certify, to such officer’s knowledge, that:

The Quarterly Report on Form 10-Q for the quarter ended March 31, 2006 (the Form 10-Q) of HUSI fully complies
with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934 and information contained in
the Form 10-Q fairly presents, in all material respects, the financial condition and results of operations of HUSI.

Date: May 12, 2006 /s Martin J. G. Glynn

Martin J. G. Glynn
President and Chief Executive Officer

Date: May 12, 2006 /s/ John J. McKenna
John J. McKenna
Senior Executive Vice President and
Chief Financial Officer

The foregoing certification is being furnished solely pursuant to section 906 of the Sarbanes-Oxley Act of 2002
(subsections (a) and (b) of section 1350, chapter 63 of title 18, United States Code) and is not being filed as part of
the Form 10-Q or as a separate disclosure document.

A signed original of thiswritten statement required by Section 906, or other document authenticating,
acknowledging, or otherwise adopting the signature that appears in typed form within the electronic version of this
written statement required by Section 906, has been provided to HSBC USA Inc. and will be retained by HSBC
USA Inc. and furnished to the United States Securities and Exchange Commission or its staff upon request.





