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HSBC USA Inc.

PART 1

Item 1. Business.

Organization History and Acquisition by HSBC

HSBC USA Inc. (“HSBC USA”) is a corporation organized under the laws of the State of Maryland and is an indirect wholly-
owned subsidiary of HSBC North America Holdings Inc. (“HSBC North America”), which is an indirect wholly-owned subsidiary
of HSBC Holdings plc (“HSBC”). HSBC USA’s (together with its subsidiaries, “HUSI”) principal business is to act as a holding
company for its subsidiaries. In this Form 10-K, HSBC USA and its subsidiaries are referred to as “HUSI, “we,” “us” and “our.”

HSBC North America Operations

HSBC North America is the holding company for HSBC’s operations in the United States. The principal subsidiaries of HSBC
North America at December 31, 2012 were HSBC USA Inc., HSBC Markets (USA) Inc., a holding company for certain global
banking and markets subsidiaries, HSBC Finance Corporation (“HSBC Finance”), a holding company for certain run-off consumer
finance businesses, and HSBC Technology & Services (USA) Inc. (“HTSU”), a provider of information technology and centralized
operational and support services including human resources, tax, finance, compliance, legal, corporate affairs and other services
shared among the subsidiaries of HSBC North America. HSBC USA’s principal U.S. banking subsidiary is HSBC Bank USA,
National Association (together with its subsidiaries, “HSBC Bank USA”). Under the oversight of HSBC North America, HUSI
works with its affiliates to maximize opportunities and efficiencies in HSBC’s operations in the United States. These affiliates do
so by providing each other with, among other things, alternative sources of liquidity to fund operations and expertise in specialized
corporate functions and services. This has historically been demonstrated by purchases and sales of receivables between HSBC
Bank USA and HSBC Finance and a pooling of resources within HTSU to provide shared, allocated support functions to all HSBC
North America subsidiaries. In addition, clients of HSBC Bank USA and other affiliates are investors in debt and preferred securities
issued by HSBC USA and/or HSBC Bank USA, providing significant sources of liquidity and capital to both entitiecs. HSBC
Securities (USA) Inc., a Delaware corporation, a registered broker dealer and a subsidiary of HSBC Markets (USA) Inc., leads or
participates as underwriter of all HUSI domestic issuances of term debt and, historically, HSBC Finance issuances of term debt
and asset-backed securities. While neither HSBC USA nor HSBC Bank USA has received advantaged pricing, the underwriting
fees and commissions paid to HSBC Securities (USA) Inc. historically have benefited HSBC as a whole.

HSBC USA Inc. Operations

HSBC Bank USA, HSBC USA’s principal U.S. banking subsidiary, is a national banking association with its main office in McLean,
Virginia, and its principal executive offices at 452 Fifth Avenue, New York, New York. In support of HSBC's strategy to be the
world's leading international bank, our operations are being reshaped to focus on core activities and the repositioning of our
activities towards international businesses.

*  Our Commercial Banking business is now focused on five hubs contributing over 50 percent of U.S. corporate imports
and exports, namely California, Florida, Illinois, New York and Texas.

¢  Our Global Banking businesses serve top-tier multinationals and Global Markets provides a hub for international clients
across the Americas and globally, providing U.S. dollar funding.

¢ Retail Banking and Wealth Management and Private Banking target internationally mobile clients in large metropolitan
centers on the West and East coasts.

Through HSBC Bank USA, we offer our customers a full range of commercial and consumer banking products and related financial
services. Our customers include individuals, including high net worth individuals, small businesses, corporations, institutions and
governments. HSBC Bank USA also engages in mortgage banking, and is an international dealer in derivative instruments
denominated in U.S. dollars and other currencies, focusing on structuring of transactions to meet clients’ needs.

In 2005, HSBC USA incorporated a nationally chartered limited purpose bank subsidiary, HSBC Trust Company (Delaware),
National Association (“HTCD?”), the primary activities of which are serving as custodian of investment securities for other HSBC
affiliates and providing personal trust services. Prior to HSBC Finance exiting the Taxpayer Financial Services business in December
2010, HTCD also originated refund anticipation loans and checks in support of that program. The impact of HTCD’s operations
on HSBC USA’s consolidated balance sheets and results of operations for the years ended December 31, 2012, 2011 and 2010
was not material.
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In 2006, HSBC USA formed HSBC National Bank USA (“HBMD?”), a national banking association established to support HSBC
USA’s retail branch expansion strategy. HBMD was merged with and into HSBC Bank USA in December 2008, at which time
HSBC Bank USA relocated our main office to McLean, Virginia.

Prior to 2011, we reported the results of our operations in five reportable segments: Retail Banking and Wealth Management
(“RBWM?”) (formerly Personal Financial Services), Consumer Finance, Commercial Banking (“CMB”), Global Banking and
Markets ("GB&M") and Private Banking (“PB”). In the first quarter of 2011, we completed a re-evaluation of the financial
information used to manage our business including the scope and content of the financial data being reported to our management
and decided we would no longer manage and evaluate the performance of receivables purchased from HSBC Finance as a separate
Consumer Finance operating segment, but would manage and evaluate the performance of these assets as a component of our
RBWM segment, consistent with HSBC’s globally-defined business segments. As a result, beginning in the first quarter of 2011,
we report our financial results under four reportable segments. In the second quarter of 2011, the name of our Personal Financial
Services segment was changed to RBWM and Asset Management, which provides investment solutions to institutions, financial
intermediaries and individual investors, was moved from Global Banking and Markets to this new single business segment. These
changes have been reflected in the segment financial information for all periods presented.

As discussed more fully under “Discontinued Operations” below and in Note 3, “Discontinued Operations,” in the accompanying
consolidated financial statements, certain credit card receivables and our former banknotes business are reported as discontinued
operations and, because we report segments on a continuing operations basis, are no longer included in our segment presentation.

We report financial information to our parent, HSBC, in accordance with International Financial Reporting Standards (“IFRSs”).
As a result, our segment results are presented on an IFRSs basis (a non-U.S. GAAP financial measure) as operating results are
monitored and reviewed, trends are evaluated and decisions about allocating resources such as employees, are made almost
exclusively on an IFRSs basis. However, we continue to monitor capital adequacy, establish dividend policy and report to regulatory
agencies on a U.S. GAAP basis. For additional financial information relating to our business and operating segments as well as a
summary of'the significant differences between U.S. GAAP and IFRSs as they impact our results, see Note 25, “Business Segments”
in the accompanying consolidated financial statements.

Continuing Operations

Retail Banking and Wealth Management Segment During 2012, we sold 195 retail branches, including certain loans, deposits
andrelated branch premises, primarily located in upstate New York to First Niagara Bank, N.A. (“First Niagara™). We also announced
the closure and consolidation of 13 branches in Connecticut and New Jersey. Following completion of these transactions, RBWM
has focused on growing its wealth and banking business in key urban centers with strong international connectivity across the U.S.
including New York City, Los Angeles, San Francisco, Miami and Washington DC.

Our lead customer proposition, HSBC Premier, is a premium service wealth and relationship banking proposition designed for the
internationally minded client. HSBC Premier provides clients access to a broad selection of local and international banking and
wealth products and services that have been tailored to the needs of our HSBC Premier clients. HSBC Premier enables customers
to access all their accounts from a single on-line view and includes free international funds transfers between these accounts and
access to a range of wealth management solutions. The Premier Service is delivered by a personal Premier relationship manager,
supported by a 24-hour priority telephone and internet service.

Commercial Banking Segment CMB's business strategy is to be the leading international trade and business bank in the U.S.
CMB strives to execute this vision and strategy in the U.S. by focusing on key markets with high concentration of international
connectivity. Our Commercial Banking segment serves the markets through three client groups, notably Corporate Banking,
Business Banking and Commercial Real Estate which allows us to align our resources in order to efficiently deliver suitable
products and services based on the client's needs and abilities. Through its commercial centers and our retail branch network, CMB
provides customers with the products and services needed to grow their businesses internationally, and deliver those through our
relationship managers who operate within a robust customer focused compliance and risk culture, and collaborate across HSBC
to capture a larger percentage of a relationship, as well as our award winning on-line banking channel HSBCret. In 2012, our
continued focus on expanding our core proposition and proactively targeting companies with international banking requirements
led to an increase in the number of relationship managers and product partners enabling us to gain a larger presence in key growth
markets, including the West Coast, Southeast and Midwest.

Global Banking and Markets Segment Our GB&M business segment supports HSBC’s emerging markets-led and financing-
focused global strategy by leveraging HSBC Group advantages and scale, strength in developed and emerging markets and Global
Markets products expertise in order to focus on delivering international products to U.S. clients and local products to international
clients, with New York as the hub for the Americas business, including Canada and Latin America. GB&M provides tailored
financial solutions to major government, corporate and institutional clients as well as private investors worldwide. Managed as a
global business, GB&M clients are served by sector-focused teams that bring together relationship managers and product specialists
to develop financial solutions that meet individual client needs. With a focus on providing client connectivity between the emerging
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markets and developed markets, we ensure that a comprehensive understanding of each client’s financial requirements is developed
with a long-term relationship management approach. In addition to GB&M clients, GB&M works with RBWM, CMB and PB to
meet their domestic and international banking needs.

Within client-focused business lines, GB&M offers a full range of capabilities, including:

* Corporate and investment banking and financing solutions for corporate and institutional clients, including loans, working
capital, investment banking, trade services, payments and cash management, and leveraged and acquisition finance; and

* One of the largest markets business of its kind, with 24-hour coverage and knowledge of world-wide local markets and
providing services in credit and rates, foreign exchange, derivatives, money markets, precious metals trading, cash equities
and securities services.

Also included in our GB&M segment is Balance Sheet Management, which is responsible for managing liquidity and funding
under the supervision of our Asset and Liability Policy Committee. Balance Sheet Management also manages our structural interest
rate position within a limit structure. Balance Sheet Management reinvests excess liquidity into highly rated liquid assets. The
majority of the liquidity is invested in interest bearing deposits with banks and U.S. government and other high quality securities.
Balance Sheet Management is permitted to use derivatives as part of its mandate to manage interest rate risk. Derivative activity
is predominantly through the use of vanilla interest rate swaps which are part of cash flow hedging relationships. Credit risk in
Balance Sheet Management is predominantly limited to short-term bank exposure created by exposure to banks as well as high
quality sovereigns or agencies which constitute the majority of Balance Sheet Management’s liquidity portfolio. Balance Sheet
Management does not and is not mandated to manage the structural credit risk of our balance sheet. Balance Sheet Management
only manages interest rate risk.

Private Banking Segment PB provides private banking and trustee services to high net worth individuals and families with local
and international needs. Accessing the most suitable products from the marketplace, PB works with its clients to offer both traditional
and innovative ways to manage and preserve wealth while optimizing returns. Managed as a global business, PB offers a wide
range of wealth management and specialist advisory services, including banking, liquidity management, investment services,
custody services, tailored lending, wealth planning, trust and fiduciary services, insurance, family wealth and philanthropy advisory
services. PB also works to ensure that its clients have access to other products and services, capabilities, resources and expertise
available throughout HSBC, such as credit cards, investment banking, commercial real estate lending and middle market lending,
to deliver services and solutions for all aspects of their wealth management needs.

Income Before Income Tax Expense — Significant Trends Income (loss) from continuing operations before income tax expense,
and changes in various trends and activity affecting operations between years, are summarized in the following table.
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Year Ended December 31, 2012 2011 2010

(in millions)

Income (loss) from continuing operations before income tax from

PIIOT YEAT .ttt ettt ettt bt se ettt e st e et et et et e e eseebeeneene $ 682 $ 1,445 $ (265)

Increase (decrease) in income from continuing operations before

income tax attributable to:

Balance sheet management activities excluding gains/(losses) on

SECUITLY SAIES! ... oot 113 (219) (140)
Trading revenue®....................... 93 (78) 276
Gains/(losses) on security sales 16 55 (230)
Loans held for sale® ...........o.oovovieieeeeeeee e 15 (74) 297
Residential mortgage banking related revenue (1oss)® .................... (65) 177 (322)
Gain on the sale of branches ...........cccoocveiiiiiiiinceeece 433 — —
Gain (loss) on own debt designated at fair value and related

AEIIVALIVES™ ...ttt reees (787) 225 733
Gain (loss) on instruments designated at fair value and related

derivatives, excluding own debt™ .............cocovvirieiereeeeeeeeeeen. (26) (48) (186)
Provision for credit I0SSES® .........ovveveeereeeeeeeereeeeeeeeeeeeeeeeereseeeseens 35) (224) 1,397
Expense related to certain regulatory matters” ............cccoooovevveneeneee. (1,381) — —
Interest expense on certain tax exposures® ............cccoccvevevereeeeennn. 66 %94) %)
Impairment of software development COStS .........cccoovvveviiiiniiinncnnnn 110 (110) —
Interchange litigation and certain mortgage servicing matters © ... 104 (123) —
AL Other aCtiVItY!? ... (248) (250) (110)

Income (loss) from continuing operations before income tax for
(1 T a g 0L | N $ 910) $ 682 § 1,445

)

2
A3)
“)

)

©)
(]

®)
©)

(10)

Balance sheet management activities primarily generate net interest income resulting from management of interest rate risk associated with the repricing
characteristics of balance sheet assets and liabilities. For additional discussion regarding Global Banking and Markets net interest income, trading revenues,
and the Global Banking and Markets business segment, see the caption “Business Segments” in the Management’s Discussion and Analysis of Financial
Condition and Results of Operations (“MD&A”) section of this Form 10-K.

For additional discussion regarding trading revenue, see the caption “Results of Operations” in the MD&A section of this Form 10-K.
For additional discussion regarding loans held for sale, see the caption “Balance Sheet Review” in the MD&A section of this Form 10-K.

For additional discussion regarding residential mortgage banking revenue, see the caption “Results of Operations” in the MD&A section of this Form 10-
K.

For additional discussion regarding fair value option on our own debt, see Note 18, “Fair Value Option,” in the accompanying consolidated financial
statements.

For additional discussion regarding provision for credit losses, see the caption “Results of Operations” in the MD&A section of this Form 10-K.

For additional discussion regarding expense accrual related to certain regulatory matters, see Note 30, “Litigation and Regulatory Matters,” in the
accompanying consolidated financial statements.

For additional discussion on interest expense on certain tax exposures, see Note 19, “Income Taxes,” in the accompanying consolidated financial statements.
Includes a provision for interchange litigation as well as estimated costs associated with penalties related to foreclosure delays involving loans serviced for
the GSEs and other third parties and an expense accrual related to mortgage servicing matters.

Represents other banking activities, including the impact of certain non-recurring items such as the impaired software development costs and costs associated

with the consolidation of certain branch offices in 2011 and in 2010, the gain on the sale of Wells Fargo HSBC Trade Bank and the whole loan purchase
settlement.

Discontinued Operations

Sale of Certain Credit Card Operations to Capital One On May 1, 2012, HSBC, through its wholly-owned subsidiaries HSBC
Finance Corporation, HSBC USA Inc. and other wholly-owned affiliates, completed the sale of its Card and Retail Services business
to Capital One Financial Corporation (“Capital One”). The sale included our General Motors and Union Plus credit card receivables
as well as our private label credit card and closed-end receivables, all of which were purchased from HSBC Finance. Prior to
completing the transaction, we recorded cumulative lower of amortized cost or fair value adjustments on these receivables, which
beginning in the third quarter of 2011 were classified as held for sale on our balance sheet as a component of assets of discontinued
operations, totaling $1.0 billion of which $440 million was recorded in 2012 and $604 million which was recorded in 2011. These
fair value adjustments were largely offset by held for sale accounting adjustments in which loan impairment charges and premium
amortization were no longer recorded. The total final cash consideration allocated to us was approximately $19.2 billion, which
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did not result in the recognition of a gain or loss upon completion of the sale as the receivables were recorded at fair value. The
sale to Capital One did not include credit card receivables associated with HSBC Bank USA's legacy credit card program, however
a portion of these receivables were sold to First Niagara Bank, N.A. ("First Niagara") and HSBC Bank USA continues to offer
credit cards to its customers. No significant one-time closure costs were incurred as a result of exiting these portfolios. See “2012
Events” in Item 7, “Management’s Discussion and Analysis of Financial Condition and Results of Operations” and Note 3,
“Discontinued Operations” of the consolidated financial statements for additional discussion regarding this transaction.

Banknotes Business In June 2010, we decided that the wholesale banknotes business (“Banknotes Business”) within our Global
Banking and Markets segment did not fit with our core strategy in the U.S. and, therefore, made the decision to exit this business.
This business, which was managed out of the United States with operations in key locations worldwide, arranged for the physical
distribution of banknotes globally to central banks, large commercial banks and currency exchanges. As part of the decision to
exit the Banknotes Business, in October 2010 we sold the assets of our Asian banknotes operations (‘“Asian Banknotes Operations”)
to an unaffiliated third party. As the exit of our Banknotes Business, including the sale of our Asian Banknotes Operations, was
substantially completed in the fourth quarter of 2010, we began to report the results of our Banknotes Business as discontinued
operations at that time.

Funding

We fund our operations using a diversified deposit base, supplemented by issuing short-term and long-term debt, borrowing under
unsecured and secured financing facilities, issuing preferred equity, selling liquid assets and, as necessary, receiving capital
contributions from our immediate parent, HSBC North America Inc. (“HNAI”). Our prospects for growth continue to be dependent
upon our ability to attract and retain deposits. Emphasis is placed on maintaining stability in core deposit balances. Numerous
factors, both internal and external, may impact our access to, and the costs associated with, both retail and wholesale sources of
funding. These factors may include our debt ratings, overall economic conditions, overall capital markets volatility, the counterparty
credit limits of investors to the HSBC Group and the effectiveness of our compliance remediation efforts and our management of
the credit risks inherent in our business and customer base.

In 2012, our primary source of funds continued to be deposits, augmented by issuances of commercial paper and term debt. We
have increased our emphasis on relationship deposits where clients have purchased multiple products from us such as HSBC
Premier for individuals, as those balances will tend to be significantly more stable than non-relationship deposits. We issued a
total of $7.6 billion of long-term debt at various points during 2012. We also retired long-term debt of $3.4 billion in 2012. In
December 2012, we exercised our option to call $309 million of debentures previously issued by HUSI to HSBC USA Capital
Trust VII (the "Trust") at the contractual call price of 103.925 percent which resulted in a net loss on extinguishment of approximately
$12 million. The Trust used the proceeds to redeem the trust preferred securities previously issued to an affiliate. Under the
proposed Basel III capital requirements, the trust preferred securities would have no longer qualified as Tier I capital. We
subsequently issued one share of common stock to our parent, HNAI for a capital contribution of $312 million.

A detailed description of our sources and availability of funding are set forth in the “Liquidity and Capital Resources” and “Off
Balance Sheet Arrangements” sections of the MD&A.

We use the cash generated by these funding sources to service our debt obligations, originate and purchase new loans, purchase
investment securities and pay dividends to our preferred shareholders and, as available and appropriate, to our parent.

Employees and Customers

At December 31, 2012, we had approximately 7,000 employees.

At December 31, 2012, we had approximately 2.5 million customers, some of which are customers of more than one of our
businesses. Customers residing in the state of New York accounted for45 percent of our outstanding loans on a continuing operations
basis.

Regulation and Competition

Regulation We are subject to, among other things, the elements of an extensive statutory and regulatory framework applicable to
bank holding companies, financial holding companies and banks. U.S. regulation of banks, bank holding companies and financial
holding companies is intended primarily for the protection of the interests of the U.S. government, depositors, the federal Deposit
Insurance Fund and the banking system as a whole rather than the protection of security holders and creditors. Events since early
2008 affecting the financial services industry and, more generally, the financial markets and the economy have led to a significant
number of initiatives regarding reform of the financial services industry. The following discussion describes the current regulatory
framework in which HSBC USA operates and anticipated changes to that framework.
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Bank Holding Company Supervision As abank holding company, we are subject to regulation under the Bank Holding Company
Act of 1956, as amended (“BHC Act”), and to inspection, examination and supervision by our primary regulator, the Federal
Reserve Board. We are also subject to the disclosure and regulatory requirements of the Securities Act of 1933, as amended, and
the Securities Exchange Act of 1934, as amended, as administered by the Securities and Exchange Commission (the “SEC”).

HSBC USA and its parent bank holding companies have elected to become a financial holding company pursuant to the provisions
of the Gramm-Leach-Bliley Act (“GLB Act”). Under regulations implemented by the Federal Reserve Board, if any financial
holding company, or any depository institution controlled by a financial holding company, ceases to meet certain capital or
management standards, the Federal Reserve Board may impose corrective capital and/or managerial requirements on the financial
holding company and place limitations on its ability to conduct the broader financial activities permissible for financial holding
companies. In addition, the Federal Reserve Board may require divestiture of the holding company’s depository institutions or its
affiliates engaged in broader financial activities in reliance on the GLB Act if the deficiencies persist. The regulations also provide
that if any depository institution controlled by a financial holding company fails to maintain a satisfactory rating under the
Community Reinvestment Act of 1977, as amended (“CRA”), the Federal Reserve Board must prohibit the financial holding
company and its subsidiaries from engaging in any additional activities other than those permissible for bank holding companies
that are not financial holding companies. As reflected in the agreement entered into with the OCC on December 11, 2012 (the
“GLBA Agreement”), the OCC has determined that HSBC Bank USA is not in compliance with the requirements set forth in 12
U.S.C. § 24a(a)(2)(c) and 12 C.F.R. § 5.39(g)(1), which provide that a national bank and each depository institution affiliate of
the national bank must be both well capitalized and well managed in order to own or control a financial subsidiary. As a result,
HSBC USA and its parent holding companies no longer meet the qualification requirements for financial holding company status,
and may not engage in any new types of financial activities without the prior approval of the Federal Reserve Board, and HSBC
Bank USA may not directly or indirectly acquire control of, or hold an interest in, any new financial subsidiary, nor commence a
new activity in its existing financial subsidiary, unless it receives prior approval from the OCC. If all of our affiliate depositary
institutions are not in compliance with these requirements within the time periods specified in the GLBA Agreement, as they may
be extended, HSBC USA could be required either to divest HSBC Bank USA or to divest or terminate any financial activities
conducted in reliance on the GLB Act. Similar consequences could result for subsidiaries of HSBC Bank USA that engage in
financial activities in reliance on expanded powers provided for in the GLB Act. The GLBA Agreement requires HSBC Bank USA
to take all steps necessary to correct the circumstances and conditions resulting in HSBC Bank USA's noncompliance with the
requirements referred to above. We have initiated steps to satisfy the requirements of the GLBA Agreement.

We are generally prohibited under the BHC Act from acquiring, directly or indirectly, ownership or control of more than five
percent of any class of voting shares of, or substantially all the assets of, or exercising control over, any U.S. bank, bank holding
company or many other types of depository institutions and/or their holding companies without the prior approval of the Federal
Reserve Board and, potentially, other U.S. banking regulatory agencies.

The GLB Act and the regulations issued thereunder contain a number of other provisions that affect our operations and those of
our subsidiary banks. One such provision contained detailed requirements relating to the financial privacy of consumers. In addition,
the so-called ‘push-out’ provisions of the GLB Act removed the blanket exemption from registration for securities activities
conducted in banks (including HSBC Bank USA) under the Exchange Act of 1934, as amended. Applicable regulations allow
banks to continue to avoid registration as a broker or dealer only if they conduct securities activities that fall within a set of defined
exceptions.

Consumer Regulation Our consumer lending businesses operate in a highly regulated environment. In addition to the establishment
of the Consumer Financial Protection Bureau and the other consumer-related provisions of "Dodd-Frank Wall Street Reform and
Consumer Protection Act" described below, these businesses are subject to laws relating to consumer protection including, without
limitation, fair lending, fair debt collection practices, use of credit reports, privacy matters, and disclosure of credit terms and
correction of billing errors. Local, state and national regulatory and enforcement agencies continue efforts to address perceived
problems within the mortgage lending and credit card industries through broad or targeted legislative or regulatory initiatives
aimed at lenders’ operations in consumer lending markets. There continues to be a significant amount of legislative and regulatory
activity, nationally, locally and at the state level, designed to limit certain lending practices while mandating servicing activities.

On May 22, 2009, the Credit Card Accountability Responsibility and Disclosure Act of 2009 (the “CARD Act”) was signed into
law and we have implemented all applicable provisions. The CARD Act has required us to make changes to our business practices,
and will require us and our competitors to manage risk differently than has historically been the case. Pricing, underwriting and
product changes have been implemented. The implementation of the new rules did not have a material adverse impact on us as
any impact was limited to only a portion of the existing credit card loan portfolio as, historically, the purchase price on credit card
sales volume paid to HSBC Finance was adjusted prospectively to reflect the new requirements and the impact on future cash
flows. Following the sale of the of HSBC's Card and Retail Services business to Capital One, as discussed above, we no longer
purchase credit card receivables from HSBC Finance, which will further limit the impact of these new rules.
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Due to the turmoil in the mortgage lending markets, there has also been a significant amount of federal and state legislative and
regulatory focus on this industry. Increased regulatory oversight over residential mortgage lenders has occurred, including through
state and federal examinations and periodic inquiries from State Attorneys General for information. Several regulators, legislators
and other governmental bodies have promoted particular views of appropriate or “model” loan modification programs, suitable
loan products and foreclosure and loss mitigation practices. We have developed a modification program that employs procedures
which we believe are most responsive to our customers' needs and continue to enhance and refine these practices as other programs
are announced, and we evaluate the results of our customer assistance efforts. We continue to be active in various home preservation
initiatives through participation at local events sponsored by public officials, community leaders and consumer advocates.

In April 2011, HSBC Bank USA entered into a consent cease and desist order with the OCC (“the OCC Servicing Consent Order”)
and our affiliate, HSBC Finance Corporation, and our common indirect parent, HSBC North America entered into a similar consent
order with the Federal Reserve Board (together with the OCC Servicing Consent Order, the “Servicing Consent Orders”) following
completion of a broad horizontal review of industry foreclosure practices. The OCC Servicing Consent Order requires HSBC Bank
USA to take prescribed actions to address the deficiencies noted in the joint examination and described in the consent order. We
continue to work with our regulators to align our processes with the requirements of the Servicing Consent Orders and are
implementing operational changes as required. The Servicing Consent Orders required an independent review of foreclosures (“the
Independent Foreclosure Review”) pending or completed between January 2009 and December 2010 to determine if any borrower
was financially injured as a result of an error in the foreclosure process. On February 28, 2013, HSBC Bank USA entered into an
agreement with the OCC, and our indirect parent, HSBC North America, and our affiliate, HSBC Finance Corporation, entered
into an agreement with the Federal Reserve, pursuant to which the Independent Foreclosure Review will cease and HSBC North
America will make a cash payment of $96 million into a fund that will be used to make payments to borrowers that were in active
foreclosure during 2009 and 2010 and, in addition, will provide other assistance (e.g. loan modifications) to help eligible borrowers.
As aresult, in 2012, we recorded expenses of $19 million, which reflects the portion of HSBC North America's total expense of
$104 million that we believe is allocable to us. See “Executive Overview” in MD&A and Note 30, "Litigation and Regulatory
Matters" in the accompanying consolidated financial statements for further discussion.

Supervision of Bank Subsidiaries Our subsidiary national banks, HSBC Bank USA and HTCD, are subject to regulation and
examination primarily by the OCC, secondarily by the FDIC, and by the Federal Reserve Board. HSBC Bank USA and HTCD
are subject to banking laws and regulations that place various restrictions on and requirements regarding their operations and
administration, including the establishment and maintenance of branch offices, capital and reserve requirements, deposits and
borrowings, investment and lending activities, compliance activities, payment of dividends and numerous other matters.

Federal law imposes limitations on the payment of dividends by national banks. Dividends payable by HSBC Bank USA and
HTCD are limited to the lesser of the amounts calculated under a “recent earnings” test and an “undivided profits” test. Under the
recent earnings test, a dividend may not be paid if the total of all dividends declared by a bank in any calendar year is in excess
of'the current year’s net income combined with the retained net income of the two preceding years, unless the national bank obtains
the approval of the OCC. Under the undivided profits test, a dividend may not be paid in excess of a bank’s undivided profits
account. In addition, the OCC, the Federal Reserve Board, and the FDIC have authority to prohibit or to limit the payment of
dividends by the banking organizations they supervise, including HSBC USA and HSBC Bank USA, if they would consider
payment of such dividend to constitute an unsafe or unsound practice in light of the financial condition of the banking organization.
HSBC Bank USA is also required to maintain reserves in the form of vault cash and deposits with the Federal Reserve Bank.

HSBC Bank USA and HTCD are subject to significant restrictions imposed by federal law on extensions of credit to, and certain
other “covered transactions” with, HSBC USA or other affiliates. Covered transactions include loans and other extensions of credit,
investments and asset purchases, and certain other transactions involving the transfer of value from a subsidiary bank to an affiliate
or for the benefit of an affiliate. Starting July 2012, a bank’s credit exposure to an affiliate as a result of a derivative, securities
lending or repurchase agreement are also subject to these restrictions. A bank’s transactions with its non-bank affiliates are also
generally required to be on arm’s length terms.

The types of activities in which the non-U.S. branches of HSBC Bank USA may engage are subject to various restrictions imposed
by the Federal Reserve Board. These branches are also subject to the laws and regulatory authorities of the countries in which they
operate.

Under longstanding Federal Reserve Board policy, which Dodd-Frank codified as a statutory requirement, HSBC USA is expected
to act as a source of strength to its subsidiary banks and, under appropriate circumstances, to commit resources to support each
such subsidiary bank in circumstances where it might not do so absent such policy.

Regulatory Capital Requirements As a bank holding company, we are subject to regulatory capital requirements and guidelines
imposed by the Federal Reserve Board, which are substantially similar to those imposed by the OCC and the FDIC on banks such
as HSBC Bank USA and HTCD. A bank or bank holding company’s failure to meet minimum capital requirements can result in
certain mandatory actions and possibly additional discretionary actions by its regulators. Under current capital guidelines, a bank
or a bank holding company’s assets and certain specified off-balance sheet commitments and obligations are assigned to various
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risk categories. A bank or bank holding company’s capital, in turn, is classified into one of three tiers. Tier 1 capital includes
common equity, noncumulative perpetual preferred stock, a limited amount of cumulative perpetual preferred stock and trust
preferred securities at the holding company level, and minority interests in equity accounts of consolidated subsidiaries, less
goodwill and certain other deductions. Tier 2 capital includes, among other things, cumulative perpetual preferred stock and trust
preferred securities not qualified as Tier 1 capital, subordinated debt, and allowances for loan and lease losses, subject to certain
limitations. Tier 3 capital includes qualifying unsecured subordinated debt. At least one-half of a bank’s total capital must qualify
as Tier 1 capital. To be categorized as “well capitalized,” a banking institution must have the minimum ratios reflected in the table
included in Note 26, “Retained Earnings and Regulatory Capital Requirements” of the consolidated financial statements and must
not be subject to a directive, order or written agreement to meet and maintain specific capital levels. The federal bank regulatory
agencies may, however, set higher capital requirements for an individual bank or bank holding company when particular
circumstances warrant. As part of the regulatory approvals with respect to the credit card and auto receivable portfolio purchases
completed in January 2009, HSBC USA and its ultimate parent, HSBC, committed, among other things, that HSBC Bank USA
will hold sufficient capital with respect to the purchased receivables that are or become “low-quality assets,” as defined by the
Federal Reserve Act. See Note 26, “Retained Earnings and Regulatory Capital Requirements,” in the consolidated financial
statements for further discussion.

The U.S.'s current general risk-based capital guidelines are based on the 1988 Capital Accord (“Basel I”’) of the Basel Committee
on Banking Supervision (the “Basel Committee”). The Basel Committee issued in June 2004, and updated in November 2005, a
revised framework for capital adequacy commonly known as “Basel II”” that sets capital requirements for operational risk and
refines the existing capital requirements for credit risk.

In December 2007, the U.S. federal banking regulators adopted Basel II's advanced internal ratings based approach for credit risk
and its advanced measurement approach for operational risk (taken together, the "Advanced Approaches") for banking organizations
having $250 billion or more in total consolidated assets or $10 billion or more of foreign exposures (referred to as Advanced
Approaches banking organizations, which includes banking organizations such as HSBC North America and HSBC USA). While
HSBC USA will not be subject to regulatory reporting of its capital ratios under the new rules, HSBC Bank USA will be subject
to reporting of its capital ratios under the new rules on a stand-alone basis. Adoption of the Advanced Approaches requires the
approval of U.S. regulators and encompasses enhancements to a number of risk policies, processes and systems to align HSBC
Bank USA with the Basel Il requirements. We are uncertain as to when we will receive approval to adopt the Advanced Approaches
from our primary regulator. We have integrated Basel II metrics into our management reporting and decision making process.

In response to Section 171 of Dodd-Frank, the U.S. regulators adopted a final rule in 2011 to replace the transitional floors in the
U.S. regulators' Basel II approaches with a permanent capital floor equal to the risk-based capital requirements under the U.S.
regulators' Basel I risk-based capital guidelines. As a result, U.S. Advanced Approaches banking organizations will be required
to calculate their risk-based capital ratios under both the agencies general risk-based capital rules and Basel II-based Advanced
Approaches. The Advanced Approaches banking organizations will continue to use the current Basel I risk-based capital guidelines
for purposes of the capital floor until January 1, 2015, when the Standardized Approach, discussed below, is proposed to take effect
as the general risk-based capital guidelines for banking organizations not mandatorily subject to the Advanced Approaches.

In June 2012, U.S. regulators issued final rule, known in the industry as Basel 2.5, that would change the US regulatory market
risk capital rules to better capture positions for which the market risk capital rules are appropriate, reduce procyclicality, enhance
the sensitivity to risks that are not adequately captured under current methodologies and increase transparency through enhanced
disclosures. This final rule became effective January 1, 2013. We estimate that this rule will add up to 10% to our December 31,
2012 Basel I risk-weighted asset levels.

In December 2010, the Basel Committee issued final rules on “A global regulatory framework for more resilient banks and banking
systems,” commonly referred to as Basel III, which presents details of a bank capital and liquidity reform program to address both
firm-specific and broader, systemic risks to the banking sector. Three notices of proposed rulemaking (“NPRs”), released by the
U.S. banking regulators in June 2012, would both implement many of the capital provisions of Basel I1I for U.S. banking institutions
and substantially revise the U.S. banking regulators' Basel I risk-based capital guidelines -referred to in the NPRs as the
“Standardized Approach” - to make them more risk sensitive. Comments on the NPRs were due October 22, 2012. As proposed
by the NPRs, the implementation of Basel III was to become effective January 1, 2013, with phase-in periods (to January 1, 2019)
that are consistent with the Basel III framework. As proposed, the new risk-weight categories in the Standardized Approach will
not become effective until January 1, 2015. As a result of the large number of detailed comments received on the NPR, the U.S.
regulators announced that the new capital proposal would not take effect on January 1, 2013, as proposed. However, the Federal
Reserve stated in its capital plan guidance that it expects bank holding companies subject to the guidance (including HSBC North
America) to achieve, readily and without difficulty, the ratios required by the Basel III framework as it would come into effect in
the United States. In this regard, the Federal Reserve stated that bank holding companies that meet the minimum ratio requirement
during the Basel I1I transition period but remain below the 7 percent Tier | common equity target (minimum plus capital conservation
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buffer) will be expected to maintain prudent earnings retention policies with a view to meeting the conservation buffer under the
time-frame described in the Basel IIT NPR.

The NPRs, consistent with the Basel III capital proposals, will require banks to hold more capital and a higher quality of capital
over a phase-in period from 2013 to 2019. Under Basel III and the NPRs, when fully phased in on January 1, 2019, HSBC North
Americaand HSBC Bank USA would be required to maintain minimum risk-based capital ratios (exclusive of any capital surcharge
for large, global systemically important banks (“G-SIBs”) or domestic systemically important banks ("D-SIBs")) as follows:

Common Equity

Tier 1 Tier 1 Capital Total Capital
Stated MINIMUM TALI0.....ccueeveriieieeieeie ettt ae e e e ees 4.5% 6.0% 8.0%
Plus: Capital conservation buffer requirement.............cccceceeerereneneneenne. 2.5% 2.5% 2.5%
Effective minimum ratio ........ccceeeuieiieeciieiieeie e eeee e seeeeveeseeeve e 7.0% 8.5% 10.5%

We anticipate HSBC North America and HSBC Bank USA will meet these requirements well in advance of their formal introduction.
In addition, and subject to national discretion by the respective regulatory authorities, a countercyclical capital buffer of up to
2.5% (to be phased, if applicable, in beginning January 1, 2016), consisting of common equity, could also be required to be built
up by banking organizations in periods of excess credit growth compared with GDP growth. Further, under Basel I1I, certain capital
instruments may no longer qualify as regulatory capital. Such instruments will generally be subject to a 10-year phase-out period.

Under the NPRs, all banking organizations will continue to be subject to the U.S. regulators' existing minimum leverage ratio of
4.0% (calculated as the ratio of Tier 1 Capital to average consolidated assets as reflected on the banking organization's consolidated
financial statements, net of amounts deducted from capital). Additionally, Advanced Approaches banking organizations would
become subject to a supplementary leverage ratio commencing January 1, 2015, with full implementation on January 1,2018. The
supplementary leverage ratio would have a minimum of 3% (calculated as the ratio of Tier 1 Capital to average balance sheet
exposures plus certain average off-balance sheet exposures).

Further increases in regulatory capital may be required in response to the implementation of Basel II1. The exact amount, however,
will depend upon our prevailing risk profile and that of our North America affiliates under various stress scenarios.

In January 2013, the Basel Committee issued revised Basel III liquidity rules and HSBC North America is in the process of
evaluating the Basel III framework for liquidity risk management. The framework consists of two liquidity metrics: the liquidity
coverage ratio (“LCR”), designed to be a short-term measure to ensure banks have sufficient high-quality liquid assets to survive
a significant stress scenario lasting 30 days, and the net stable funding ratio (“NSFR”), which is a longer term measure with a 12-
month time horizon to ensure a sustainable maturity structure of assets and liabilities. The ratios are subject to an observation
period and are expected to become established standards by 2015 and 2018, respectively. We anticipate a formal NPR will be
issued in 2013 with an observation period beginning in 2013. Based on the results of the observation periods, the Basel Committee
and the U.S. banking regulators may make further changes. We anticipate meeting these requirements prior to their formal
introduction. HSBC USA may need to increase its liquidity profile to support HSBC North America's compliance with the new
rules. We are unable at this time, however, to determine the extent of changes HSBC USA will need to make to its liquidity position,
if any

In December 2012, the Federal Reserve proposed an enhanced framework for the supervision of the U.S. operations of non-U.S.
banks. The proposal would require certain large non-U.S. banks with significant operations in the United States to establish a
single intermediate holding company to hold all of their U.S. bank and nonbank subsidiaries. The intermediate holding company
would be subject to risk-based capital requirements, stress testing requirements, caps on single-counterparty exposures, enhanced
risk management standards and enhanced governance and stress testing requirements for liquidity management, as well as other
prudential standards. Building on prior regulatory guidance, a review by its Board of Directors would be formally required for
many aspects of liquidity management. It further builds on concepts introduced by the U.S. regulators and bridges those principles
to Basel I1I liquidity requirements. Inaddition, the intermediate holding company would also become subject to an early remediation
regime with corrective measures of increasing severity triggered by capital, leverage, stress tests, liquidity and risk management,
and market indicators. Under the proposal, these requirements would become effective on July 1, 2015. As described above,
HSBC currently operates in the United States through such a structure (i.e., HSBC North America), and we do not expect the
Federal Reserve's proposal to have a significant impact on our U.S. operations.

HSBC North America and HSBC USA also continue to support the HSBC implementation of the Basel I1I framework, as adopted
by the FSA. We supply data regarding credit risk, operational risk and market risk to support HSBC’s regulatory capital and risk
weighted asset calculations. Revised FSA capital adequacy rules for HSBC became effective January 1, 2008.

In November 2011, the Federal Reserve Board issued final rules (the “Capital Plan Rules”) requiring U.S. bank holding companies
with total consolidated assets of $50 billion or more to submit annual capital plans for review. Under the Capital Plan Rules, the
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Federal Reserve Board will annually evaluate bank holding companies’ capital adequacy, internal capital adequacy assessment
processes, and plans to make capital distributions, and will approve capital distributions only for companies whose capital plans
have been approved and are able to demonstrate sufficient financial strength after making the capital distributions. U.S. regulators
have also issued final regulations on stress testing, which would apply in conjunction with the capital planning regulations.

Our capital resources are summarized under “Liquidity and Capital Resources” in MD&A. Capital amounts and ratios for HSBC
USA and HSBC Bank USA are summarized in Note 26, “Retained Earnings and Regulatory Capital Requirements” of the
consolidated financial statements. From time to time, bank regulators propose amendments to or issue interpretations of risk-based
capital guidelines. Such proposals or interpretations could, upon implementation, affect reported capital ratios and net risk weighted
assets.

Deposit Insurance Deposits placed at HSBC Bank USA and HTCD are insured by the FDIC, subject to the limitations and
conditions of applicable law and the FDIC’s regulations. The FDIC insurance coverage limits are $250,000 per depositor. Beginning
on December 31,2010 and continuing through December 31,2012, Dodd-Frank provided for unlimited FDIC insurance for deposits
exceeding $250,000 in noninterest-bearing transaction accounts. Beginning on January 1, 2013, FDIC insurance for deposits is
limited to $250,000 per depositor. HSBC Bank USA and HTCD are subject to risk-based assessments from the FDIC. Currently,
depository institutions subject to assessment are categorized based on supervisory ratings, financial ratios and, in the case of larger
institutions, long-term debt issuer ratings, with those in the highest rated categories paying lower assessments. While the assessments
are generally payable quarterly, the FDIC also has the authority to impose special assessments to prevent the deposit insurance
fund from declining to an unacceptable level. Pursuant to this authority, the FDIC imposed a 5 basis point special assessment on
June 30, 2009. In November 2009, the FDIC amended its regulations to require depository institutions to prepay their estimated
quarterly risk-based assessments for the fourth quarter of 2009 and for all of 2010, 2011 and 2012 on or before December 30,
2009. Beginning with the second quarter 2011, FDIC assessments are based on average consolidated total assets and risk profile.

Bank Secrecy Act/Anti-Money Laundering The USA Patriot Act (the “Patriot Act”), effective October 26, 2001, imposed
significant record keeping and customer identity requirements, expanded the government’s powers to freeze or confiscate assets
and increased the available penalties that may be assessed against financial institutions for violation of the requirements of the
Patriot Act intended to detect and deter money laundering. The Patriot Act required the U.S. Treasury Secretary to develop and
adopt final regulations with regard to the anti-money laundering (“AML”) compliance obligations of financial institutions (a term
whichincludes insured U.S. depository institutions, U.S. branches and agencies of foreign banks, U.S. broker-dealers and numerous
other entities). The U.S. Treasury Secretary delegated certain authority to a bureau of the U.S. Treasury Department known as the
Financial Crimes Enforcement Network (“FinCEN”).

Many of the anti-money laundering compliance requirements of the Patriot Act, as implemented by FinCEN, are generally consistent
with the anti-money laundering compliance obligations that applied to HSBC Bank USA under the Bank Secrecy Act (“BSA”)
and applicable Federal Reserve Board regulations before the Patriot Act was adopted. These include requirements to adopt and
implement an anti-money laundering program, report suspicious transactions and implement due diligence procedures for certain
correspondent and private banking accounts. Certain other specific requirements under the Patriot Act involve compliance
obligations. The Patriot Act has improved communication between law enforcement agencies and financial institutions. The Patriot
Actand other recent events have also resulted in heightened scrutiny of the Bank Secrecy Act and anti-money laundering compliance
programs by bank regulators.

In October 2010, HSBC Bank USA entered into a consent cease and desist order with the OCC and our indirect parent, HSBC
North America, entered into a consent cease and desist order with the Federal Reserve Board. These actions required improvements
to establish an effective compliance risk management program across our U.S. businesses, including various issues relating to
BSA and AML compliance. Steps continue to be taken to address the requirements of the consent order to ensure compliance, and
that effective policies and procedures are maintained. In December 2012, HSBC, HSBC North America and HSBC Bank USA
entered into agreements to achieve a resolution with U.S. and United Kingdom government agencies that have investigated HSBC's
conduct related to inadequate compliance with anti-money laundering, BSA and sanctions laws, including the previously reported
investigations by the U.S. Department of Justice, the Federal Reserve, the OCC and the U.S. Department of Treasury's Financial
Crimes Enforcement Network in connection with AML/BSA compliance, including cross-border transactions involving our cash
handling business in Mexico and banknotes business in the U.S., and the U.S. Department of Justice, the New York County District
Attorney's Office, the Office of Foreign Assets Control (“OFAC”), the Federal Reserve and the OCC regarding historical transactions
involving Iranian parties and other parties subject to OFAC economic sanctions. As part of the resolution, HSBC entered into a
deferred prosecution agreement among HSBC, HSBC Bank USA, the U.S. Department of Justice, the United States Attorney's
Office for the Eastern District of New York, and the United States Attorney's Office for the Northern District of West Virginia (the
"US DPA"), and a deferred prosecution agreement with the New York County District Attorney, and consented to a cease and
desist order and, along with HSBC North America, consented to a monetary penalty order with the Federal Reserve. In addition,
HSBC Bank USA entered into the US DPA, an agreement and consent orders with the OCC, and a consent order with FinCEN.
HSBC also entered into an undertaking with the U.K. Financial Services Authority (“FSA”) to comply with certain forward-looking
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obligations with respect to anti-money laundering and sanctions requirements over a five-year term. HSBC Bank USA also entered
into separate consent order and agreements with the OCC requiring adoption of an enterprise-wide compliance program, as part
of which HSBC USA and its parent holding companies may not engage in any new types of financial activities without the prior
approval of the Federal Reserve Board, and HSBC Bank USA may not directly or indirectly acquire control of, or hold an interest
in, any new financial subsidiary, nor commence a new activity in its existing financial subsidiary, unless it receives prior approval
from the OCC. Under these agreements, HSBC and HSBC Bank USA made payments totaling $1.921 billion to U.S. authorities,
of which $1.381 billion was attributed to and paid by HSBC Bank USA, and will continue to cooperate fully with regulatory and
law enforcement authorities and take further action to strengthen their compliance policies and procedures. Over the five-year
term of the agreement with the U.S. Department of Justice and United Kingdom Financial Services Authority, a “skilled person”
under Section 166 of the Financial Services and Markets Act (also referred to as an independent monitor) will evaluate HSBC's
progress in fully implementing these and other measures it recommends, and will produce regular assessments of the effectiveness
of HSBC's compliance function. If HSBC fulfills all of the requirements imposed by the US DPA and other agreements, the U.S.
Department of Justice's charges against it will be dismissed at the end of the five-year period. The US DPA remains subject to
certain proceedings before the United States District Court for the Eastern District of New York. The U.S. Department of Justice
or the New York County District Attorney's Office may prosecute HSBC or HSBC Bank USA in relation to the matters that are
subject of the US DPA if HSBC or HSBC Bank USA breaches the terms of the US DPA. See “2012 Regulatory Developments™
in Item 7, “Management's Discussion and Analysis of Financial Condition and Results of Operations” and Note 30, "Litigation
and Regulatory Matters" for additional discussion.

Disclosures Pursuant to Section 13(R) of the Securities Exchange Act Section 219 of the Iran Threat Reduction and Syria Human
Rights Act of 2012 added a new subsection (r) to section 13 of the Securities Exchange Act, requiring each issuer registered with
the SEC to disclose in its annual or quarterly reports whether it or any of its affiliates have knowingly engaged in specified activities
or transactions with persons or entities targeted by U.S. sanctions programs relating to Iran, terrorism, or the proliferation of
weapons of mass destruction, even if those activities are not prohibited by U.S. law and are conducted outside the U.S. by non-
U.S. affiliates in compliance with local laws and regulations.

In order to comply with this new requirement, HSBC Holdings plc (together with its affiliates, "HSBC") has requested relevant
information from its affiliates globally. During the period covered by this Form 10-K, HUSI did not engage in any activities or
transactions requiring disclosure pursuant to Section 13(r) other than those activities related to frozen accounts and transactions
permitted under relevant US sanctions programs described under "Frozen Accounts and Transactions" below. The following
activities are disclosed in response to Section 13(r):

Loans in repayment Between 2001 and 2005, the Project and Export Finance (PEF) division of HSBC arranged or participated in
a portfolio of loans to Iranian energy companies and banks. All of these loans were guaranteed by European and Asian export
credit agencies, and they have varied maturity dates with final maturity in 2018. For those loans that remain outstanding, HSBC
continues to seek repayment in accordance with its obligations to the supporting export credit agencies and, in all cases, with
appropriate regulatory approvals. Details of these loans follow.

HSBC has 15 loans outstanding to an Iranian petrochemical company. These loans are supported by the official Export Credit
Agencies of the following countries: the United Kingdom, France, Germany, Spain, The Netherlands, South Korea and Japan.
HSBC continues to seek repayments from the company under the existing loans in accordance with the original maturity profiles.
All repayments made by the Iranian company have received a license or an authorization from relevant authorities, and each loan
received two repayments in 2012.

Bank Melli and Bank Saderat acted as sub-participants in three of the aforementioned loans. In 2012, the repayments due to these
banks under the loan agreements were paid into frozen accounts under licenses or authorizations from relevant European
governments.

In 2002, HSBC provided a loan to Bank Tejarat with a guarantee from the Government of Iran to fund the construction of a
petrochemical plant undertaken by a U.K. contractor. This loan was supported by the U.K. Export Credit Agency. While the loan
remains in existence and has been licensed by the relevant European government, no repayments were received in 2012 from Bank
Tejarat.

HSBC also maintains sub-participations in five loans provided by other international banks to Bank Tejarat and Bank Mellat with
guarantees from the Government of Iran. These sub-participations were supported by the Export Credit Agencies of Italy, the
Netherlands, France, and Spain. The repayments due under the sub-participations were not received in 2012 and claims were settled
by the relevant European Export Credit Agencies. Licenses and relevant authorizations have been obtained from the competent
authorities of the European Union in respect of the transactions.

HSBC also acted as the Agent under a loan provided to Bank Mellat by the Japan Bank for International Development. The loan
matured and was repaid in 2012.
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Estimated gross revenue for HSBC generated by this activity for 2012, which includes interest and fees, was $6 million. Estimated
net profit for HSBC for 2012 was $1.1 million. While HSBC intends to continue to seek repayment, it does not intend to extend
any new loans.

Legacy contractual obligations related to guarantees Between 1996 and 2007, HSBC provided guarantees to a number of its non-
Iranian customers in Europe and the Middle East for various business activities in Iran. In a number of cases, HSBC issued counter
indemnities in support of guarantees issued by Iranian banks as the Iranian beneficiaries of the guarantees required that they be
backed directly by Iranian banks. The Iranian banks to which HSBC provided counter indemnities included Bank Tejarat, Bank
Melli, and the Bank of Industry and Mine.

HSBC has worked with relevant regulatory authorities to obtain licenses where required and ensure compliance with laws and
regulations while seeking to cancel the guarantees and counter indemnities. Several were cancelled in 2012, and 30 remain
outstanding. The only relevant activity related to these guarantees in 2012 involved the payment of cancellation fees into frozen
accounts of the relevant Iranian banks.

Estimated gross revenue to HSBC for 2012, which includes fees and/or commissions, was $37,000. HSBC does not allocate direct
costs to fees and commissions and therefore has not disclosed a separate profits measure. HSBC is seeking to cancel all relevant
guarantees and does not intend to provide any new guarantees involving Iran.

Check clearing Certain Iranian banks sanctioned by the U.S. continue to participate in official clearing systems in the UAE, Bahrain,
Oman, Lebanon, Qatar, and Turkey. HSBC has a presence in these countries and, as such, participates in the clearing systems. The
Iranian banks participating in the clearing systems vary by location and include Bank Saderat, Bank Melli, Future Bank, and Bank
Mellat.

While HSBC has attempted to restrict or terminate its role as paying or collecting bank, some check transactions with U.S.-
sanctioned Iranian financial institutions have been settled. HSBC's ability to effectively terminate or implement check-clearing
restrictions is dependent on the relevant central banks permitting it to do so unilaterally. Where permitted, HSBC has terminated
the activity altogether, implementing both automated and manual controls.

There is no measurable gross revenue or net profit generated by this activity for HSBC in 2012.

Other relationships with Iranian banks Activity related to U.S.-sanctioned Iranian banks not covered elsewhere in this disclosure
includes the following:

*  HSBC maintains a frozen account in the U.K. for an Iranian-owned, FSA-regulated financial institution. In April 2007,
the U.K. government issued a license to allow HSBC to handle certain transactions (operational payments and settlement
of pre-sanction transactions) for this institution. There was some licensed activity in 2012.

*  HSBC acts as the trustee and administrator for pension schemes involving three employees of a U.S.-sanctioned Iranian
bank in Hong Kong. Under the rules of these schemes, HSBC accepts contributions from the Iranian bank each month
and allocates the funds into the pension accounts of the three Iranian bank employees. HSBC runs and operates these
schemes in accordance with Hong Kong laws and regulations.

* In 2010, HSBC closed its representative office in Iran. HSBC maintains a local account with a U.S.-sanctioned Iranian
bank in Tehran in order to facilitate residual activity related to the closure. Most account activity in 2012 involved the
payment of associated local professional fees.

*  HSBC provides local currency clearing services to banks in the U.K. that maintain frozen accounts for sanctioned Iranian
banks. HSBC has processed payments received from or destined to those accounts on a case-by-case basis only as permitted
under relevant U.K. licenses.

Estimated gross revenue to HSBC for 2012 for all Iranian bank-related activity described in this section, which includes fees and/
or commissions, was $7,000. HSBC does not allocate direct costs to fees and commissions and therefore have not disclosed a
separate profits measure. HSBC intends to continue to wind down this Iranian bank-related activity and not enter into any new
such activity.

Iranian embassy-related activity HSBC maintains a bank account in London for the Iranian embassy in London for the Iranian
embassy, which are used for official embassy business and supporting Iranian students studying in the U.K. The main embassy
account was closed following the expulsion of diplomats by the U.K. early in 2012. There have been some transactions in 2012.

HSBC has also processed a limited number of payments on behalf of customers to Iranian embassies in other locations.
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Estimated gross revenue to HSBC for 2012 from embassy-related activity, which includes fees and/or commissions, was $13,000.
HSBC does not allocate direct costs to fees and commissions and therefore have not disclosed a separate profits measure.

Frozen accounts and transactions HSBC and HSBC Bank USA maintain several accounts that are frozen under relevant sanctions
programs and on which no activity took place during 2012. In 2012, HSBC and HSBC Bank USA also froze payments with an
Iranian interest where required under relevant sanctions programs. There was no gross revenue or net profit.

Activity related to US Executive Order 13224 In 2012, HSBC maintained two personal accounts and one business account in the
U.K. for two individuals sanctioned by the U.S. under Executive Order 13224. Both of these individuals were delisted by the U.K.
and the U.N. Security Council in 2012; the relevant accounts were frozen prior to delisting. The customers have been notified that
the accounts are being closed.

HSBC maintained a frozen personal account for an individual sanctioned under Executive Order 13224, and by the U.K. and the
U.N. Security Council. Activity on this account in 2012 was permitted by a license issued by the U.K.

Estimated gross revenue to HSBC in 2012 for the activity above, which includes fees and/or commissions, was $1,200. HSBC
does not allocate direct costs to fees and commissions and therefore have not disclosed a separate profits measure.

HSBC also holds an account and has an outstanding loan for a partnership that included one individual sanctioned under Executive
Order 13224. The account is in overdraft, and the loan is in arrears. The individual was delisted by the U.K. and the U.N. Security
Council in 2011. Activity in 2012 consisted of principal repayments on the loan. Attempts will be made to obtain full repayment
of the loan, and the account will be closed. There was no gross revenue or net profits recognized by HSBC in 2012 for the activity
on this loan.

Financial Regulatory Reform On July 21, 2010, the “Dodd-Frank Wall Street Reform and Consumer Protection Act” (“Dodd-
Frank™) was signed into law. This legislation is a sweeping overhaul of the financial regulatory system. The new law is
comprehensive and includes many provisions specifically relevant to our businesses and the businesses of our affiliates.

Oversight In order to preserve financial stability in the industry, the legislation has created the Financial Stability Oversight Council
(“FSOC”) which may take certain actions, including precluding mergers, restricting financial products offered, restricting or
terminating activities or imposing conditions on activities or requiring the sale or transfer of assets, against any bank holding
company with assets greater than $50 billion, such as HSBC North America, that is found to pose a grave threat to financial stability.
The FSOC will be supported by the Office of Financial Research (“OFR”) which will impose data reporting requirements on
financial institutions. The cost of operating both the FSOC and OFR will be paid for through an assessment on large bank holding
companies, which began in July 2012.

Increased Prudential Standards Over a transition period from 2013 to 2015, the Federal Reserve Board will apply more stringent
capital and risk management requirements on bank holding companies such as HSBC North America, which will require a minimum
Tier 1 leverage ratio of four percent, a minimum Tier I common risk-based capital ratio of five percent and a minimum total risk-
based capital ratio of eight percent. In addition, large bank holding companies, such as HSBC North America, and large insured
depository institutions, such as HSBC Bank USA, are now required to file resolution plans identifying material subsidiaries and
core business lines, describing what strategy would be followed in the event of significant financial distress, including identifying
how insured bank subsidiaries would be adequately protected from risk created by other affiliates. The failure to cure deficiencies
in a resolution plan would enable the Federal Reserve Board to impose more stringent capital, leverage or liquidity requirements,
or restrictions on growth, activities or operations and, if such failure persists, require the divestiture of assets or operations. The
Federal Reserve Board has also proposed a series of increased supervisory standards to be followed by large bank holding companies,
including required remediation in the event of failure to meet capital requirements, stress testing requirements, enhanced governance
and stress testing for liquidity management, caps on single-counterparty exposures and risk management standards. There are also
provisions in Dodd-Frank that relate to governance of executive compensation, including disclosures evidencing the relationship
between compensation and performance and a requirement that some executive incentive compensation is forfeitable in the event
of an accounting restatement.

Affiliate Transaction Limits In relation to requirements for bank transactions with affiliates, beginning in July 2012 the current
quantitative and qualitative limits on bank credit transactions with affiliates also include credit exposure related to repurchase
agreements, derivatives and securities lending transactions. This provision may limit the use of intercompany transactions between
us and our affiliates, which may impact our current funding and hedging strategies.

Derivatives Regulation The legislation has numerous provisions addressing derivatives. There is the imposition of comprehensive
regulation of over-the-counter (“OTC”) derivatives markets, including credit default and interest rate swaps, as well as limits on
FDIC-insured banks' overall OTC derivatives activities, including the activities of HSBC Bank USA. Many of the most significant
provisions have been recently implemented or are expected to come into force during 2013. One of the most significant requirements
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is the use of mandatory derivative clearing houses and exchanges, which will significantly change the derivatives market. In
addition, certain derivatives dealers, including HSBC Bank USA, are required to register with the Commodity Futures Trading
Commission (the “CFTC”) and become a member of the National Futures Association. As a registered swap dealer, HSBC Bank
USA will be subject to an extensive array of corporate governance requirements, business conduct standards, capital and margin
requirements, reporting requirements and other regulatory standards affecting its derivatives business. These requirements will
significantly increases the costs associated with HSBC Bank USA's derivatives business.

The “Volcker Rule” The “Volcker Rule” provisions of the legislation impose certain restrictions and parameters on the ability of
covered banking entities, such as HSBC Bank USA and our affiliates, to engage in proprietary trading activities, to sponsor or
invest in hedge funds or private equity funds, and to engage in covered transactions with certain funds. Rulemaking to implement
the provisions of the Volcker Rule has not been completed, and covered banking entities will be granted a certain period of time
(currently expected to be until July 21,2014) following the adoption of these rules to conform their activities to the new requirements.
We believe the provisions of the Volcker Rule will require changes to the conduct of certain existing businesses.

FDIC Assessment The legislation also provided for a reapportionment in FDIC insurance assessments on FDIC-insured banks,
such as HSBC Bank USA. The minimum FDIC reserve ratio has been increased from 1.15 to 1.35, with the target of 1.35 to be
reached by 2020, with the incremental cost charged to banks with more than $10 billion in assets. The assessment methodology
was revised to a methodology based on assets beginning with second quarter 2011 assessments with pricing based on a FDIC
methodology to measure the risk of the banks. This shift has had financial implications for all FDIC-insured banks, including
HSBC Bank USA. In addition, the FDIC has set the designated reserve ratio at two percent as a long-term goal.

Consumer Regulation The legislation has created the Consumer Financial Protection Bureau (the “CFPB”) with a broad range of
powers to administer and enforce a new Federal regulatory framework of consumer financial regulation, including the authority
to regulate credit, savings, payment and other consumer financial products and services and providers of those products and
services. The CFPB has the authority to issue regulations to prevent unfair, deceptive or abusive practices in connection with
consumer financial products or services and to ensure features of any consumer financial products or services are fully, accurately
and effectively disclosed to consumers. The CFPB will also have authority to examine large banks, including HSBC Bank USA,
and their affiliates for compliance with those regulations.

With respect to certain state laws governing the provision of consumer financial products by national banks such as HSBC Bank
USA, the legislation codified the current judicial standard of federal preemption with respect to national banks, but added procedural
steps to be followed by the Office of the Comptroller of the Currency (the “OCC”’) when considering preemption determinations
after July 21, 2011. Furthermore, the legislation removed the ability of subsidiaries or agents of a national bank to claim federal
preemption of consumer financial laws after July 21, 2011, although the legislation did not purport to affect existing contracts.
These limitations on federal preemption may elevate our costs of compliance, while increasing litigation expenses as a result of
potential State Attorney General or plaintiff challenges and the risk of courts not giving deference to the OCC, as well as increasing
complexity due to the lack of uniformity in state law. At this time, we are unable to determine the extent to which the limitations
on federal preemption will impact our businesses and those of our competitors.

The legislation contains many other consumer-related provisions, including provisions addressing mortgage reform. In the area
of mortgage origination, there is a requirement to apply a net tangible benefit test for all refinancing transactions. There are also
numerous revised servicing requirements for mortgage loans.

Debit Interchange The legislation authorized the Federal Reserve to implement standards for assessing debit interchange fees that
are reasonable and proportionate to the actual processing costs of the issuer. The Federal Reserve promulgated regulations effective
October 1, 2011 that limit interchange fees in most cases to no more than the sum of 21 cents per transaction and 5 basis points
multiplied by the value of the transaction, plus the ability to charge an additional 1 cent per transaction if the issuer meets certain
fraud-prevention standards. As a result of these limits, our revenues were reduced by approximately $23 million and $11 million
in 2012 and 2011, respectively, compared to what they otherwise would have been without such limits.

The Dodd-Frank legislation will have a significant impact on the operations of many financial institutions in the U.S., including
HSBC USA and HSBC Bank USA and our affiliates. As the legislation calls for extensive regulations to be promulgated to interpret
and implement the legislation, we are unable to determine precisely the impact that Dodd-Frank and related regulations will have
on financial results at this time.

Competition The GLB Act eliminated many of the regulatory restrictions on providing financial services. The GLB Act allows
for financial institutions and other providers of financial products to enter into combinations that permit a single organization to
offer a complete line of financial products and services. Therefore, we face intense competition in all of the markets we serve,
competing with both other financial institutions and non-banking institutions such as insurance companies, major retailers,
brokerage firms and investment companies. The financial services industry has experienced consolidation in recent years as financial
institutions involved in a broad range of products and services have merged, been acquired or dispersed. This trend is expected to
continue and has resulted in, among other things, greater concentrations of deposits and other resources. It is likely that competition
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will become more intense as our businesses compete with other financial institutions that have or may acquire access to greater
liquidity or that may have a stronger presence in certain geographies.

Corporate Governance and Controls

We maintain a website at www.us.hsbc.com on which we make available, as soon as reasonably practicable after filing with or
furnishing to the SEC, our annual report on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, and any
amendments to these reports. Our website also contains our Corporate Governance Standards and committee charters for the Audit
Committee, the Compliance Committee, the Risk Committee and the Fiduciary Committee of our Board of Directors. We have a
Statement of Business Principles and Code of Ethics that expresses the principles upon which we operate our businesses. Integrity
is the foundation of all our business endeavors and is the result of continued dedication and commitment to the highest ethical
standards in our relationships with each other, with other organizations and individuals who are our customers. Our Statement of
Business Principles and Code of Ethics can be found on our corporate website. We also have a Code of Ethics for Senior Financial
Officers that applies to our finance and accounting professionals that supplements the Statement of Business Principles. That Code
of Ethics is incorporated by reference in Exhibit 14 to this Form 10-K. Printed copies of this information can be requested at no
charge. Requests should be made to HSBC USA Inc., 26525 North Riverwoods Boulevard, Mettawa, Illinois 60045, Attention:
Corporate Secretary.

Certifications In addition to certifications from our Chief Executive Officer and Chief Financial Officer pursuant to Sections 302
and 906 of the Sarbanes-Oxley Act of 2002 (attached to this report on Form 10-K as Exhibits 31 and 32), we also file a written
affirmation of an authorized officer with the New York Stock Exchange (the “NYSE”) certifying that such officer is not aware of
any violation by HSBC USA of the applicable NYSE corporate governance listing standards in effect as of March 4, 2013.

Cautionary Statement on Forward-Looking Statements

Certain matters discussed throughout this Form 10-K constitute forward-looking statements within the meaning of the Private
Securities Litigation Reform Act of 1995. In addition, we may make or approve certain statements in future filings with the SEC,
in press releases, or oral or written presentations by representatives of HSBC USA that are not statements of historical fact and
may also constitute forward-looking statements. Words such as “may”, “will”, “should”, “would”, “could”, “appears”, “believe”,
“intends”, “expects”, “estimates”, “targeted”, “plans”, “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. These
matters or statements will relate to our future financial condition, economic forecast, results of operations, plans, objectives,
performance or business developments and will involve known and unknown risks, uncertainties and other factors that may cause
our actual results, performance or achievements to be materially different from that which was expressed or implied by such
forward-looking statements. Forward-looking statements are based on our current views and assumptions and speak only as of the
date they are made. We undertake no obligation to update any forward-looking statement to reflect subsequent circumstances or
events.
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Item 1A. Risk Factors

The following discussion provides a description of some of the important risk factors that could affect our actual results and could
cause our results to vary materially from those expressed in public statements or documents. However, other factors besides those
discussed below or elsewhere in other of our reports filed with or furnished to with the SEC could affect our business or results.
The reader should not consider any description of such factors to be a complete set of all potential risks that we may face.

The current uncertain market and economic conditions may continue to affect our business, results of operations and
financial condition. Our business and earnings are affected by general business, economic and market conditions in the United
States and abroad. Given our concentration of business activities in the United States, we are particularly exposed to any additional
turmoil in the economy, housing downturns, high unemployment, tighter credit conditions and reduced economic growth that have
occurred over the past four years and appear likely to continue in 2013. General business, economic and market conditions that
could continue to affect us include:

* low consumer confidence and reduced consumer spending;

* slow economic growth or a “double dip” recession;

* unemployment levels;

* wage income levels and declines in wealth;

»  market value of residential and commercial real estate throughout the United States;
» inflation;

*  monetary supply and monetary policy;

* fluctuations in both debt and equity capital markets in which we fund our operations;
» unexpected geopolitical events;

*  fluctuations in the value of the U.S. dollar;

» short-term and long-term interest rates;

» availability of liquidity;

»  tight consumer credit conditions;

*  higher bankruptcy filings; and

* new laws, regulations or regulatory and law enforcement initiatives.

In a challenging economic environment such as is currently being experienced in the United States and abroad, more of our
customers are likely to, or have in fact, become delinquent on their loans or other obligations as compared to historical periods as
many of our customers are experiencing reductions in cash flow available to service their debt. These delinquencies, in turn, have
adversely affected our earnings. The problems in the housing markets in the United States in the last five years have been exacerbated
by continued high unemployment rates. If businesses remain cautious to hire, additional losses are likely to be significant in all
types of our consumer loans, including credit cards, due to decreased consumer income. While the U.S. economy continued its
gradual recovery in 2012, gross domestic product continued at a level well below the economy's potential growth rate. Concerns
about the future of the U.S. economy, including the pace and magnitude of recovery from the recent economic recession, consumer
confidence, fiscal policy, volatility in energy prices, credit market volatility, including the ability to resolve the European sovereign
debt crisis, and trends incorporate earnings, will continue to influence the U.S. economy and the capital markets. In the event
economic conditions stop improving or become further depressed and lead to a “double dip” recession, there would be a significant
negative impact on delinquencies, charge-offs and losses in all loan portfolios with a corresponding impact on our results of
operations.

While the housing markets in general began to rebound in the second half of 2012, housing prices will remain under pressure in
many markets as mortgage servicers resume foreclosure activities and the underlying properties are listed for sale. Although levels
of properties available for sale have declined, levels of properties in the process of foreclosure remain elevated, which continued
toimpacthome prices in 2012. As mortgage servicers begin to increase foreclosure activities and market properties in large numbers,
an over-supply of housing inventory could occur and create downward pressure on property values.

Mortgage lenders have substantially tightened lending standards since 2007. These actions have impacted borrowers' abilities to
refinance existing mortgage loans. This, in turn, impacted both credit performance and run-off rates and has resulted in elevated
delinquency rates for real estate secured loans in our portfolio. Additionally, the high levels of inventory of homes for sale combined
with depressed property values in many markets has resulted in higher loss severities on homes that are foreclosed and remarketed.
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A deterioration in business and economic conditions, which may erode consumer and investor confidence levels or increased
volatility of financial markets, also could adversely affect financial results for our fee-based businesses, including our financial
planning products and services.

Recently implemented federal, state and other similar international laws and regulations may significantly impact our
operations. We operate in a highly regulated environment. Changes in federal, state and local laws and regulations, including
changes in tax rates, affecting banking, derivatives, consumer credit, bankruptcy, privacy, consumer protection or other matters
could materially impact our performance. Ensuring compliance with increasing regulatory requirements and initiatives could affect
operational costs and negatively impact our overall results. Specifically, attempts by local, state and national regulatory agencies
to address perceived problems with the mortgage lending and credit card industries and, more recently, to address additional
perceived problems in the financial services industry generally through broad or targeted legislative or regulatory initiatives aimed
at lenders’ operations in consumer lending markets, could affect us in substantial and unpredictable ways, including limiting the
types of products we can offer, how these products may be originated, the fees and charges that may be applied to accounts and
how accounts may be collected or security interests enforced. Any one or more of these effects could negatively impact our results.
There is also significant focus on loss mitigation and foreclosure activity for real estate loans. We cannot fully anticipate the
response by national regulatory agencies, State Attorneys General, or certain legislators, or if significant changes to our operations
and practices will be required as a result.

On July 21, 2010, the Dodd-Frank Wall Street Reform and Consumer Protection Act (the “Dodd-Frank Act”) was signed into law.
This legislation is a sweeping overhaul of the financial regulatory system and includes many provisions specifically relevant to
our businesses and the businesses of our affiliates. For a description of the law, see the “Regulation — Financial Regulatory Reform”
section under the “Regulation and Competition” section of Item 1. Business. The law will have a significant impact on the operations
of many financial institutions in the U.S., including HSBC USA, HSBC Bank USA and our affiliates. We are unable at this time,
however, to determine precisely the impact of the law due to the significant number of new rules and regulations that will be
promulgated in order to implement the law.

The Dodd-Frank Act established the Consumer Financial Protection Bureau (“CFPB”) which has broad authority to regulate
providers of credit, payment and other consumer financial products and services. In addition, provisions of the Dodd-Frank Act
may also narrow the scope of federal preemption of state consumer laws and expand the authority of State Attorneys General to
bring actions to enforce federal consumer protection legislation. As a result of the Dodd-Frank Act's potential expansion of the
authority of state attorneys general to bring actions to enforce federal consumer protection legislation, we could potentially be
subject to additional state lawsuits and enforcement actions, thereby further increasing its legal and compliance costs. Although
we are unable to predict what specific measures the CFPB may take in applying its regulatory mandate, any new regulatory
requirements or changes to existing requirements that the CFPB may promulgate could require changes in our consumer businesses
and result in increased compliance costs and impair the profitability of such businesses.

Under the Dodd-Frank Act, certain of our affiliates and subsidiaries, including HSBC Bank USA, have registered as swap dealers
and are now subject to extensive oversight by the Commodity Futures Trading Commission (“CFTC”). Regulation of swap dealers
by the CFTC will impose numerous corporate governance, business conduct, capital, margin, reporting, clearing, execution and
other regulatory requirements on HSBC Bank USA which may adversely affect our derivatives business and make us less
competitive, especially as compared to foreign competition not subject to such regulation. However, although many significant
regulations applicable to swap dealers are already in effect, we are unable at this time to determine the full impact of these
requirements because some of the most important rules, such as margin requirements, have not yet been implemented.

The total impact of the Dodd-Frank Act cannot be fully assessed without taking into consideration how non-U.S. policymakers
and regulators will respond to the Dodd-Frank Act and the implementing regulations under the Act, and how the cumulative effects
of both U.S. and non-U.S. laws and regulations will affect our businesses and operations. Additional legislative or regulatory
actions in the United States, the European Union (“EU”) or in other countries could result in a significant loss of revenue, limit
our ability to pursue business opportunities in which we might otherwise consider engaging, affect the value of assets that we hold,
require us to increase our prices and therefore reduce demand for our products, impose additional costs on us, or otherwise adversely
affect our businesses. Accordingly, any such new or additional legislation or regulations could have an adverse effect on our
business, results of operations or financial condition.

Regulators in the EU and in the United Kingdom (“U.K.”) are in the midst of proposing far-reaching programs of financial regulatory
reform. These proposals include enhanced capital, leverage, and liquidity requirements, changes in compensation practices
(including tax levies), separation of retail and wholesale banking, the recovery and resolution of EU financial institutions,
amendments to the Markets in Financial Instruments Directive and the Market Abuse directive, and measures to address systemic
risk. Furthermore, certain large global systemically important banks (“G-SIBs”), including HSBC, will be subject to capital
surcharges. It has not yet been determined whether these G-SIB surcharges will apply to HSBC’s U.K. operations or to HSBC
North America as a subsidiary of HSBC.
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The implementation of regulations and rules promulgated by these bodies could result in additional costs or limit or restrict the
way HSBC conducts its business in the EU and, in particular, in the U.K. Furthermore, the potentially far-reaching effects of future
changes in laws, rules or regulations, or in their interpretation or enforcement as a result of EU or U.K. legislation and regulation
are difficult to predict and could adversely affect HSBC USA’s operations.

The transition to Basel II and new requirements under Basel III will continue to put significant pressure on regulatory
capital. HSBC North America is required to meet consolidated regulatory capital requirements, including new or modified
regulations and related regulatory guidance, in accordance with current regulatory timelines.

The U.S.'s current general risk-based capital guidelines are based on the 1988 Capital Accord (“Basel I”’) of the Basel Committee
on Banking Supervision (the “Basel Committee”). The Basel Committee issued in June 2004, and updated in November 2005, a
revised framework for capital adequacy commonly known as “Basel 11 that sets capital requirements for operational risk and
refines the existing capital requirements for credit risk. The U.S. federal banking regulators have adopted Basel II's advanced
internal ratings based approach for credit risk and its advanced measurement approach for operational risk (taken together, the
“Advanced Approaches”) for banking organizations having $250 billion or more in total consolidated assets or $10 billion or more
of foreign exposures (referred to as Advanced Approaches banking organizations, which includes banking organizations such as
HSBC North America and HSBC USA).

In response to Section 171 of the Dodd-Frank Act, the U.S. banking regulators adopted a final rule in 2011 to replace the transitional
floors in the U.S. regulators' Basel II approaches with a permanent capital floor equal to the risk-based capital requirements under
the existing Basel I risk-based capital guidelines. As a result, U.S. Advanced Approaches banking organizations will be required
to calculate their risk-based capital ratios under both the regulators' general risk-based capital rules and their Basel 1I-based
Advanced Approaches. The Advanced Approaches banking organizations will continue to use the current Basel I-based capital
guidelines for purposes of the capital floor until January 1,2015, which is the effective date of the Standardized Approach, discussed
below, unless they elect to adopt the Standardized Approach as the capital floor earlier than this date.

In June 2012, U.S. regulators issued final rule, known in the industry as Basel 2.5, that would change the US regulatory market
risk capital rules to better capture positions for which the market risk capital rules are appropriate, reduce procyclicality, enhance
the sensitivity to risks that are not adequately captured under current methodologies and increase transparency through enhanced
disclosures. This final rule became effective January 1, 2013. We estimate that this rule will add up to 10 percent to our December
31, 2012 Basel I risk-weighted asset levels.

In December 2010, the Basel Committee issued final rules on “A global regulatory framework for more resilient banks and banking
systems,” commonly referred to as Basel III, which presents details of a bank capital and liquidity reform program to address both
firm-specific and broader, systemic risks to the banking sector. Three notices of proposed rulemaking (“NPRs”), released by the
U.S. banking regulators in June 2012, would both implement many of the capital provisions of Basel I1I for U.S. banking institutions
and substantially revise the U.S. banking regulators' Basel I risk-based capital guidelines -referred to in the NPRs as the
“Standardized Approach” - to make them more risk sensitive. Comments on the NPRs were due October 22, 2012. As proposed
by the NPRs, the implementation of Basel I1I was to become effective January 1, 2013, with phase-in periods (to January 1,2019)
that are consistent with the Basel III framework. As proposed, the new risk-weight categories in the Standardized Approach will
not become effective until January 1, 2015. As a result of the large number of detailed comments received on the NPR, the U.S.
regulators announced that the new proposal would not take effect on January 1, 2013, as proposed. However, the Federal Reserve
stated in its capital plan guidance that it expects bank holding companies subject to the guidance (including HSBC North America)
to achieve, readily and without difficulty, the ratios required by the Basel III framework as it would come into effect in the United
States. In this regard, the Federal Reserve stated that bank holding companies that meet the minimum ratio requirement during
the Basel III transition period but remain below the 7 percent Tier | common equity target (minimum plus capital conservation
buffer) will be expected to maintain prudent earnings retention policies with a view to meeting the conservation buffer under the
time-frame described in the Basel IIT NPR.

Basel 111, including as proposed by the NPRs to be implemented in the United States, would redefine the components of capital
in the numerators of regulatory capital ratios in a more narrow way than existing Basel I and Basel II standards, increase the
minimum risk-based capital ratios under both the regulators' Basel Il Advanced Approaches and Basel I risk-based capital guidelines,
and primarily with respect to securitizations and exposures to certain counterparties, change the measure of risk-weighted assets
in the denominators of regulatory capital ratios.

The components of the NPRs related to the Standardized Approach would amend the regulators' existing Basel I risk-based capital
guidelines and replace the risk-weighting categories currently used to calculate risk-weighted assets in the denominator of capital
ratios with a broader array of risk weighting categories that are intended to be more risk sensitive. The new risk-weights for the
Standardized Approach range from 0% to 600% as compared to the risk weights of 0% to 100%, under the regulators' existing
Basel I risk-based capital guidelines. Higher risk weights would apply to a variety of exposures, including certain securitization
exposures, equity exposures, claims on securities firms and exposures to counterparties on OTC derivatives.
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Prior to adoption of the Advanced Approaches, a banking organization is required to successfully complete a parallel run by
measuring regulatory capital under both the Advanced Approaches and the existing general risk-based capital rules for a period
of at least four quarters. Successful completion of the parallel run period requires the approval of U.S. regulators. We began the
parallel run period, which encompasses enhancements to a number of risk policies, processes and systems to align HSBC Bank
USA with the Basel II final rule requirements, in January 2010. The timing of receipt of approval from our primary regulator is
uncertain. While HSBC USA will not report separately under the new rules, HSBC Bank USA will report under the new rules on
a stand-alone basis, and as a subsidiary of HSBC North America we may be required to execute certain actions or strategies to
ensure HSBC North America meets its capital requirements.

HSBC North America is in the process of evaluating the Basel III framework for liquidity risk management. HSBC USA may
need to increase its liquidity profile to support HSBC North America's compliance with the new rules. Further increases in regulatory
capital may be required in response to the implementation of Basel III and other U.S. supervisory requirements relating to capital
and liquidity. The exact amount, however, will depend upon our prevailing risk profile and that of our North America affiliates
under various stress scenarios. We are unable at this time, however, to determine the extent of changes HSBC USA will need to
make to its liquidity or capital position, if any, and what effect, if any, such changes will have on our results of operations or
financial condition. New regulatory capital and liquidity requirements may limit or otherwise restrict how we utilize our capital
and may require us to increase our capital or liquidity. Any requirement that we increase our regulatory capital, regulatory capital
ratios or liquidity could require us to liquidate assets or otherwise change our business and/or investment plans, which may
negatively affect our financial results.

Regulatory investigations, fines, sanctions and requirements relating to conduct of business and financial crime could
negatively affect our results and brand. Financial service providers are at risk of regulatory sanctions or fines related to conduct
of business and financial crime. The incidence of regulatory proceedings and other adversarial proceedings against financial service
firms is increasing.

In December 2012, HSBC, HSBC North America and HSBC Bank USA entered into agreements to achieve a resolution with U.S.
and United Kingdom government agencies that have investigated HSBC's conduct related to inadequate compliance with anti-
money laundering, Bank Secrecy Act and sanctions laws, including the previously reported investigations by the U.S. Department
of Justice, the Federal Reserve, the OCC and the U.S. Department of Treasury's Financial Crimes Enforcement Network (“FinCEN”)
in connection with AML/BSA compliance, including cross-border transactions involving our cash handling business in Mexico
and banknotes business in the U.S., and the U.S. Department of Justice, the New York County District Attorney's Office, the Office
of Foreign Assets Control (“OFAC”), the Federal Reserve and the OCC regarding historical transactions involving Iranian parties
and other parties subject to OFAC economic sanctions. As part of the resolution, HSBC entered into a deferred prosecution
agreement among HSBC, HSBC Bank USA, the U.S. Department of Justice, the United States Attorney's Office for the Eastern
District of New York, and the United States Attorney's Office for the Northern District of West Virginia (the "U.S. DPA"), and a
deferred prosecution agreement with the New York County District Attorney, and consented to a cease and desist order and, along
with HSBC North America, consented to a monetary penalty order with the Federal Reserve. In addition, HSBC Bank USA entered
into the U.S. DPA, an agreement and consent orders with the OCC, and a consent order with FinCEN. HSBC also entered into an
undertaking with the U.K. Financial Services Authority (“FSA”) to comply with certain forward-looking obligations with respect
to anti-money laundering and sanctions requirements over a five-year term. HSBC Bank USA also entered into separate consent
order and agreements with the OCC requiring adoption of an enterprise-wide compliance program, as part of which HSBC USA
and its parent holding companies may not engage in any new types of financial activities without the prior approval of the FEderal
Reserve Board, and HSBC Bank USA may not directly or indirectly acquire control of, or hold an interest in, any new financial
subsidiary, nor commence a new activity in its existing financial subsidiary, unless it receives prior approval from the OCC. Under
these agreements, HSBC and HSBC Bank US A made payments totaling $1.921 billion to U.S. authorities, $1.381 billion of which
was attributed to and paid by HSBC Bank USA, and will continue to cooperate fully with U.S. and U.K. regulatory and law
enforcement authorities and take further action to strengthen their compliance policies and procedures. Over the five-year term of
the U.S. DPA and agreement with the FSA, a "skilled person" under Section 166 of the Financial Services and Markets Act (also
referred to as an independent monitor) will evaluate HSBC's progress in fully implementing these and other measures it recommends,
and will produce regular assessments of the effectiveness of HSBC's compliance function. If HSBC fulfills all of the requirements
imposed by the U.S. DPA and other agreements, the U.S. Department of Justice's charges against it will be dismissed at the end
of the five-year period. The U.S. DPA remains subject to certain proceedings before the United States District Court for the Eastern
District of New York. The U.S. Department of Justice or the New York County District Attorney's Office may prosecute HSBC
or HSBC Bank USA in relation to the matters that are the subject of the U.S. DPA if HSBC or HSBC Bank USA breaches the
terms of the U.S. DPA. In the event of the prosecution of criminal charges, there could be significant consequences to HSBC and
its affiliates, including loss of business, withdrawal of funding and harm to our reputation, all of which would have a material
adverse effect on our business, liquidity, financial condition, results of operations and prospects. In addition, the settlement with
regulators does not preclude private litigation relating to, among other things, HSBC's compliance with applicable anti-money
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laundering, BSA and sanctions laws, which, if determined adversely, may result in judgments, settlements or other results that
could materially adversely affect our business, financial condition or results of operations, or cause serious reputational harm.

Failure to comply with certain regulatory requirements would have an adverse material effect on our results and operations.
As reflected in the agreement entered into with the OCC on December 11,2012 (the “GLBA Agreement”), the OCC has determined
that HSBC Bank USA is not in compliance with the requirements set forth in 12 U.S.C. § 24a(a)(2)(c) and 12 C.F.R. § 5.39(g)(1),
which provide that a national bank and each depository institution affiliate of the national bank must be both well capitalized and
well managed in order to own or control a financial subsidiary. As a result, HSBC USA and its parent holding companies no longer
meet the qualification requirements for financial holding company status and may not engage in any new types of financial activities
without the prior approval of the Federal Reserve Board. In addition, HSBC Bank USA may not directly or indirectly acquire
control of, or hold an interest in, any new financial subsidiary, nor commence a new activity in its existing financial subsidiary,
unless it receives prior approval from the OCC. If all of our affiliate depositary institutions are not in compliance with these
requirements within the time periods specified in the GLBA Agreement, as they may be extended, HSBC USA could be required
either to divest HSBC Bank USA or to divest or terminate any financial activities conducted in reliance on the GLB Act. Similar
consequences could result for subsidiaries of HSBC Bank USA that engage in financial activities in reliance on expanded powers
provided for in the GLB Act. Any such divestiture or termination of activities would have an adverse material effect on the
consolidated results and operation of HSBC USA.

We may incur additional costs and expenses in ensuring that we satisfy requirements relating to our mortgage foreclosure
processes and the industry-wide delay in processing foreclosures may have a significant impact upon loss severity. As
previously reported, HSBC Bank USA entered into the OCC Servicing Consent Order with the OCC and our affiliate, HSBC
Finance Corporation, and our common indirect parent, HSBC North America entered into a similar consent order with the Federal
Reserve Board following completion of a broad horizontal review of industry foreclosure practices. The OCC Servicing Consent
Order requires HSBC Bank USA to take prescribed actions to address the deficiencies noted in the joint examination and described
in the consent order. We continue to work with our regulators to align our processes with the requirements of the Servicing Consent
Orders and are implementing operational changes as required. The Servicing Consent Orders required an independent review of
foreclosures (“the Independent Foreclosure Review”) pending or completed between January 2009 and December 2010 to determine
if any borrower was financially injured as a result of an error in the foreclosure process. On February 28,2013, HSBC Bank USA
entered into an agreement with the OCC, and our indirect parent, HSBC North America, and our affiliate, HSBC Finance
Corporation, entered into an agreement with the Federal Reserve, pursuant to which the Independent Foreclosure Review will
cease and HSBC North America will make a cash payment of $96 million into a fund that will be used to make payments to
borrowers that were in active foreclosure during 2009 and 2010 and, in addition, will provide other assistance (e.g. loan
modifications) to help eligible borrowers. As a result, in 2012, we recorded expenses of $19 million, which reflects the portion
of HSBC North America's total expense of $104 million that we believe is allocable to us. See “Executive Overview” in MD&A
and Note 30, “Litigation and Regulatory Matters,” in the accompanying consolidated financial statements for further discussion.
While we believe compliance related costs have permanently increased to higher levels due to the remediation requirements of
the regulatory consent agreements.

In addition, the Servicing Consent Orders do not preclude additional enforcement actions against HSBC Bank USA or our affiliates
by bank regulatory, governmental or law enforcement agencies, such as the Department of Justice or State Attorneys General,
which could include sanctions relating to the activities that are the subject of the Servicing Consent Orders as well as the imposition
of civil money penalties by regulatory agencies.

Separate from the Servicing Consent Orders and the settlement related to the Independent Foreclosure Review discussed above,
in February 2012, the U.S. Department of Justice, the U.S. Department of Housing and Urban Development and State Attorneys
General of 49 states announced a settlement with the five largest U.S. mortgage servicers with respect to foreclosure and other
mortgage servicing practices. HSBC North America, HSBC Finance Corporation and HSBC Bank USA have had preliminary
discussions with U.S. bank regulators and other governmental agencies regarding a potential resolution, although the timing of
any settlement is not presently known. We recorded an accrual of $38 million in the fourth quarter of 2011 which reflects the
portion of the HSBC North America accrual that we currently believe is allocable to HSBC Bank USA. As this matter progresses
and more information becomes available, we will continue to evaluate our portion of the HSBC North America liability which
may result in a change to our current estimate. Any such settlement, however, may not completely preclude other enforcement
actions by state or federal agencies, regulators or law enforcement agencies relating to foreclosure and other mortgage services
practices, including, but not limited to, matters relating to the securitization of mortgages for investors, including the imposition
of civil money penalties, criminal fines or other sanctions. In addition, such a settlement would not preclude private litigation
concerning foreclosure and other mortgage servicing practices and we may see an increase in private litigation concerning these
practices.

Beginning in late 2010, we temporarily suspended all new foreclosure proceedings and in early 2011 temporarily suspended
foreclosures in process where judgment had not yet been entered while we enhanced foreclosure documentation and processes for
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foreclosures and re-filed affidavits where necessary. We have resumed processing suspended foreclosure activities in substantially
all states and have now referred the majority of the backlog of loans for foreclosure. We have also begun initiating new foreclosure
activities in substantially all states. We expect the number of REO properties added to inventory may increase during 2013 although
the number of new REO properties added to inventory will continue to be impacted by our ongoing refinements to our foreclosure
processes as well as the extended foreclosure timelines in all states.

In addition, certain courts and state legislatures have issued new rules or statutes relating to foreclosures. Scrutiny of foreclosure
documentation has increased in some courts. Also in some areas, officials are requiring additional verification of information filed
prior to the foreclosure proceeding. The combination of these factors has led to a significant backlog of foreclosures which will
take time to resolve. If these trends continue, there could be additional delays in the processing of foreclosures, which could have
an adverse impact upon housing prices which is likely to result in higher loss severities while foreclosures are delayed.

Our reputation has a direct impact on our financial results and ongoing operations. Our ability to attract and retain customers
and conduct business transactions with our counterparties could be adversely affected to the extent our reputation, or the reputation
of affiliates operating under the HSBC brand, is damaged. Our failure to address, or to appear to fail to address, various issues that
could give rise to reputational risk could cause harm to us and our business prospects. Reputational issues include, but are not
limited to:

* negative news about us, HSBC or the financial services industry generally;

» appropriately addressing potential conflicts of interest;

* legal and regulatory requirements;

» ethical issues, including alleged deceptive or unfair lending or pricing practices;

* anti-money laundering and economic sanctions programs;

*  privacy issues;

»  fraud issues;

*  data security issues related to our customers or employees;

»  cybersecurity issues and cyber incidents, whether actual, threatened, or perceived;
* recordkeeping;

» sales and trading practices;

*  customer service;

» the proper identification of the legal, reputational, credit, liquidity and market risks inherent in our businesses;
* adowngrade of or negative watch warning on any of our credit ratings; and

»  general company performance.

The proliferation of social media websites as well as the personal use of social media by our employees and others, including
personal blogs and social network profiles, also may increase the risk that negative, inappropriate or unauthorized information
may be posted or released publicly that could harm our reputation or have other negative consequences, including as a result of
our employees interacting with our customers in an unauthorized manner in various social media outlets.

The failure to address, or the perception that we have failed to address any of these issues appropriately could make our customers
unwilling to do business with us or give rise to increased regulatory action, which could adversely affect our results of operations.

Operational risks, such as systems disruptions or failures, breaches of security, cyberattacks, human error, changes in
operational practices or inadequate controls may adversely impact our business and reputation. Operational risk is inherent
in virtually all of our activities. While we have established and maintain an overall risk framework that is designed to balance
strong corporate oversight with well-defined independent risk management, we continue to be subject to some degree of operational
risk. Our businesses are dependent on our ability to process a large number of complex transactions, most of which involve, in
some fashion, electronic devices or electronic networks. If any of our financial, accounting, or other data processing and other
recordkeeping systems and management controls fail, are subject to cyberattack that compromises electronic devices or networks,
or have other significant shortcomings, we could be materially adversely affected. Also, in order to react quickly to or meet newly-
implemented regulatory requirements, we may need to change or enhance systems within very tight time frames, which would
increase operational risk.

We may also be subject to disruptions of our operating systems infrastructure arising from events that are wholly or partially
beyond our control, which may include:

* computer viruses, electrical, telecommunications, or other essential utility outages;
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»  cyberattacks, which are deliberate attempts to gain unauthorized access to digital systems for purposes of misappropriating
assets or sensitive information, corrupting data, or impairing operational performance;

* natural disasters, such as hurricanes and earthquakes;
* events arising from local, regional or international politics, including terrorist acts;
» unforeseen problems encountered while implementing major new computer systems or upgrades to existing systems; or

» absence of operating systems personnel due to global pandemics or otherwise, which could have a significant effect on
our business operations as well as on HSBC affiliates world-wide.

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

We are similarly dependent on our employees. We could be materially adversely affected if an employee or employees, acting
alone or in concert with non-affiliated third parties, causes a significant operational break-down or failure, either as a result of
human error or where an individual purposefully sabotages or fraudulently manipulates our operations or systems, including,
without limitation, by means of cyberattack or denial-of-service attack. Third parties with which we do business could also be
sources of operational risk to us, including risks relating to break-downs or failures of such parties’ own systems or employees.
Any ofthese occurrences could diminish our ability to operate one or more of our businesses, potential liability to clients, reputational
damage and regulatory intervention, all of which could materially adversely affect us.

In recent years, internet and other cyberattacks, identity theft and fraudulent attempts to obtain personal and financial information
from individuals and from companies that maintain such information pertaining to their customers have become more prevalent.
Such acts can affect our business by:

» threatening the assets of our customers, potentially impacting our costumer’s ability to repay loan balances and negatively
impacting their credit ratings;

»  causing us to incur remediation and other costs related to liability for customer or third parties for losses, repairs to remedy
systems flaws, or incentives to customers and business partners to maintain and rebuild business relationships after the
attack;

* increasing our costs to respond to such threats and to enhance our processes and systems to ensure security of data; or
» damaging our reputation from public knowledge of intrusion into our systems and databases.

The threat from cyberattacks is a concern for our organization and failure to protect our operations from internet crime or cyberattacks
may result in financial loss and loss of customer data or other sensitive information which could undermine our reputation and
our ability to attract and keep customers. We face various cyber risks in line with other multinational organizations. During 2012,
HSBC was subjected to several 'denial of service' attacks on our external facing websites across Latin America, Asia and North
America. A denial of service attack is the attempt to intentionally paralyze a computer network by flooding it with data sent
simultaneously from many individual computers. One of these attacks affected several geographical regions and lasted a number
of hours; there was limited effect from the other attacks with services maintained. We did not experience any loss of data as a
result of these attacks.

In addition, there is the risk that our operating system controls as well as business continuity and data security systems could prove
to be inadequate. Any such failure could affect our operations and could have a material adverse effect on our results of operations
by requiring us to expend significant resources to correct the defect, as well as by exposing us to litigation or losses not covered
by insurance.

Changes to operational practices from time to time could materially positively or negatively impact our performance and results.
Such changes may include:
*  our raising the minimum payment or fees to be charged on credit card accounts;
» thedecision to sell credit card receivables or our determining to acquire or sell residential mortgage loans and other loans;
» changes to our customer account management and risk management/collection policies and practices;
»  our ability to attract and retain key employees;
*  our increasing investment in technology, business infrastructure and specialized personnel; or

*  our outsourcing of various operations.

The Sarbanes-Oxley Act of 2002 requires our management to evaluate our disclosure controls and procedures and internal control
over financial reporting. We are required to disclose, in our annual report on Form 10-K, the existence of any “material weaknesses”
in our internal control. In a company as large and complex as ours, lapses or deficiencies in internal control over financial reporting
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may occur from time to time and we cannot assure you that we will not find one or more material weaknesses as of the end of any
given year.

Exposure to certain countries in the eurozone may adversely impact our earnings. Eurozone countries are members of the
European Union and part of the euro single currency bloc. The peripheral eurozone countries are those that exhibited levels of
market volatility that exceeded other eurozone countries, demonstrating fiscal or political uncertainty which may persist in 2013.
In 2012, in spite of improvements through austerity and structural reforms, the peripheral countries of Greece, Ireland, Italy,
Portugal and Spain continued to exhibit a high ratio of sovereign debt to GDP or short to medium-term maturity concentration of
their liabilities, with Greece, Spain and Cypress seeking assistance to meet sovereign liabilities or direct support for banking sector
recapitalization. During 2012, we continued to reduce our overall net exposure to counterparties domiciled in other eurozone
countries that had exposures to sovereign and/or banks in peripheral eurozone countries of sufficient size to threaten their on-going
viability in the event of an unfavorable conclusion to the current crisis. However, we continue to be exposed to certain eurozone
related risk as it relates to governments and central banks of selected eurozone countries with near/quasi government agencies,
banks and other financial institutions and other corporates. Because it is difficult to predict the speed and degree to which the
economies of these countries will recover, given that they have demonstrated fiscal or political instability which may persist through
2013, it is possible that our continued exposure to these economies may adversely impact our earnings.

Continued economic uncertainty related to U.S. markets could negatively impact our business operations and our access
to capital markets. Recentconcernsregarding U.S. debtand budget matters have caused uncertainty in financial markets. Although
the U.S. debt limit was increased, a failure to raise the U.S. debt limit and the downgrading of U.S. debt ratings in the future could,
in addition to causing economic and financial market disruptions, materially adversely affect our ability to access capital markets
on favorable terms, as well as have other material adverse effects on the operations of our business and our financial results and
condition. Additionally, macroeconomic or market concerns related to the lack of confidence in the U.S. credit and debt ratings
may prompt outflows from the company’s funds or accounts. The subsequent deterioration of consumer confidence may diminish
the demand for the products and services of the company’s consumer business, or increase the cost to provide such products and
services.

Federal Reserve Board policies can significantly affect business and economic conditions and our financial results and
condition. The Federal Reserve Board regulates the supply of money and credit in the United States. Its policies determine in
large part our cost of funds for lending and investing and the return we earn on those loans and investments, both of which affect
our net interest margin. They also can materially affect the value of financial instruments we hold, such as debt securities and
MSRs. Its policies also can affect our borrowers, potentially increasing the risk that they may fail to repay their loans. Changes in
Federal Reserve Board policies are beyond our control and can be hard to predict.

Our inability to meet funding requirements due to deposit attrition or credit ratings could impact operations. Our primary
source of funding is deposits, augmented by issuance of commercial paper and term debt. Adequate liquidity is critical to our
ability to operate our businesses. Despite the apparent improvements in overall market liquidity and our liquidity position, future
conditions that could negatively affect our liquidity include:

*  an inability to attract or retain deposits;
* diminished access to capital markets;
* anincreased interest rate environment for our commercial paper or term debt;
» unforeseen cash or capital requirements;
* aninability to sell assets; and
*  aninability to obtain expected funding from HSBC subsidiaries and clients.
These conditions could be caused by a number of factors, including internal and external factors, such as, among others:

» financial and credit market disruption;
»  volatility or lack of market or customer confidence in financial markets;

* lack of market or customer confidence in the Company or negative news about us or the financial services industry generally;
and

»  other conditions and factors over which we have little or no control including economic conditions in the U.S. and abroad
and concerns over potential government defaults and related policy initiatives, the potential failure of the U.S. to raise the
debt limit and the ongoing European debt crisis.

HSBC has provided capital support in the past and has indicated its commitment and capacity to fund the needs of the business in
the future.
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Our credit ratings are an important part of maintaining our liquidity. Any downgrade in credit ratings could potentially increase
our borrowing costs, impact our ability to issue commercial paper and, depending on the severity of the downgrade, substantially
limit our access to capital markets, require us to make cash payments or post collateral and permit termination by counterparties
of certain significant contracts. Downgrades in our credit ratings also may trigger additional collateral or funding obligations which
could negatively affect our liquidity, including as a result of credit-related contingent features in certain of our derivative contracts.

Competition in the financial services industry may have a material adverse impact on our future results. We operate in a
highly competitive environment. Competitive conditions are expected to continue to intensify as continued merger activity in the
financial services industry produces larger, better-capitalized and more geographically diverse companies. New products, customers
and channels of distribution are constantly emerging. Such competition may impact the terms, rates, costs and/or profits historically
included in the financial products we offer and purchase. There is no assurance that the significant and increasing competition
within the financial services industry will not materially adversely affect our future results.

Our “cross-selling” efforts to increase the number of products our customers buy from us and offer them all of the financial
products that fulfill their needs is a key part of our growth strategy, and our failure to execute this strategy effectively could
have a material adverse effect on our revenue growth and financial results. Selling more products to our customers - “cross-
selling” - is very important to our business model and key to our ability to grow revenue and earnings especially during the current
environment of slow economic growth and regulatory reform initiatives. Many of our competitors also focus on cross-selling,
especially in retail banking and mortgage lending. This can limit our ability to sell more products to our customers or influence
us to sell our products at lower prices, reducing our net interest income and revenue from our fee-based products. It could also
affect our ability to keep existing customers. New technologies could require us to spend more to modify or adapt our products
to attract and retain customers. Our cross-sell strategy also is dependent on earning more business from our HSBC customers,
and increasing our cross-sell ratio - or the average number of products sold to existing customers - may become more challenging
and we might not attain our goal of selling an average of eight products to each customer.

Unanticipated risks may impact our results. We seck to monitor and manage our risk exposure through a variety of separate
but complementary financial, credit, market, operational, compliance, cybersecurity and legal reporting systems, including models
and programs that predict loan delinquency and loss. While we employ a broad and diversified set of risk monitoring and risk
mitigation techniques and prepare contingency plans in anticipation of developments, those techniques and plans and the judgments
that accompany their application are complex and cannot anticipate every economic and financial outcome or the specifics and
timing of such outcomes. Accordingly, our ability to successfully identify and manage significant risks and to respond to
unanticipated developments in a timely and complete manner is an important factor that can significantly impact our results.

Changes in interest rates could reduce the value of our mortgage servicing rights and result in a significant reduction in
earnings. As a residential mortgage servicer in the U.S., we have a portfolio of mortgage servicing rights (“MSRs”). An MSR is
the right to service a mortgage loan - collect principal, interest and escrow amounts - for a fee, which we retain when we sell loans
we have originated. We recognize MSRs as a separate and distinct asset at the time loans are sold. We initially value MSRs at fair
value at the time the related loans are sold and subsequently measure MSRs at fair value at each reporting date with changes in
fair value reflected in earnings in the period that the changes occur. Fair value is the present value of estimated future net servicing
income, calculated based on a number of variables, including assumptions about the likelihood of prepayment by borrowers. MSRs
are subject to interest rate risk in that their fair value will fluctuate as a result of changes in the interest rate environment. When
interest rates fall, borrowers are usually more likely to prepay their mortgage loans by refinancing them at a lower rate. As the
likelihood of prepayment increases, the fair value of our MSRs can decrease. Any decrease in the fair value of our MSRs will
reduce earnings in the period in which the decrease occurs, which can result in earnings volatility. While interest rate risk is
mitigated through an active hedging program, hedging instruments and models that we use may not perfectly correlate with the
value or income being hedged and, as a result, a reduction in the fair value of our MSRs could have a significant adverse impact
on our earnings in a given period.

Increased credit risk, including as a result of a deterioration in economic conditions, could require us to increase our
provision for creditlosses and allowance for creditlosses and could have a material adverse effect on our results of operations
and financial condition. When we loan money or commit to loan money we incur credit risk, or the risk of losses if our borrowers
do not repay their loans. The credit performance of our loan portfolios significantly affects our financial results and condition.
As noted above, if the current economic environment were to deteriorate, more of our customers may have difficulty in repaying
their loans or other obligations which could result in a higher level of credit losses and provision for credit losses. We reserve for
credit losses by establishing an allowance through a charge to earnings. The amount of this allowance is based on our assessment
of credit losses inherent in our loan portfolio (including unfunded credit commitments). The process for determining the amount
of the allowance is critical to our financial results and condition. It requires difficult, subjective and complex judgments about
the future, including forecasts of economic or market conditions that might impair the ability of our borrowers to repay their loans.
We might increase the allowance because of changing economic conditions, including falling home prices and higher
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unemployment, or other factors. For example, changes in borrower behavior or the regulatory environment also could influence
recognition of credit losses in the portfolio and our allowance for credit losses.

While we believe that our allowance for credit losses was appropriate at December 31, 2012, there is no assurance that it will be
sufficient to cover future credit losses, especially if housing and employment conditions worsen. In the event of significant
deterioration in economic conditions, we may be required to build reserves in future periods, which would reduce our earnings.

Financial difficulties or credit downgrades of mortgage and bond insurers may negatively affect our servicing and
investment portfolios. Our servicing portfolio includes certain mortgage loans that carry some level of insurance from one or
more mortgage insurance companies. To the extent that any of these companies experience financial difficulties or credit
downgrades, we may be required, as servicer of the insured loan on behalf of the investor, to obtain replacement coverage with
another provider, possibly at a higher cost than the coverage we would replace. We may be responsible for some or all of the
incremental cost of the new coverage for certain loans depending on the terms of our servicing agreement with the investor and
other circumstances, although we do not have an additional risk of repurchase loss associated with claim amounts for loans sold
to third-party investors. Similarly, some of the mortgage loans we hold for investment or for sale carry mortgage insurance. If a
mortgage insurer is unable to meet its credit obligations with respect to an insured loan, we might incur higher credit losses if
replacement coverage is not obtained. We also have investments in municipal bonds that are guaranteed against loss by bond
insurers. The value of these bonds and the payment of principal and interest on them may be negatively affected by financial
difficulties or credit downgrades experienced by the bond insurers.

The financial condition of HSBC's clients and counterparties, including other financial institutions, could adversely affect
us. A significant deterioration in the credit quality of one of our counterparties could lead to concerns in the market about the
credit quality of other counterparties in the same industry, thereby exacerbating our credit risk exposure, and increasing the losses
(including mark-to-market losses) that we could incur in our market-making and clearing businesses.

Financial services institutions are interrelated as a result of market-making, trading, clearing, counterparty, or other relationships.
HSBC routinely executes transactions with counterparties in the financial services industry, including brokers and dealers,
commercial banks, investment banks, mutual and hedge funds, and other institutional clients. Many of these transactions expose
us to credit risk in the event of a default by the counterparty or client. When such a client becomes bankrupt or insolvent, the
Company may become entangled in significant disputes and litigation with the client's bankruptcy estate and other creditors or
involved in regulatory investigations, all of which can increase our operational and litigation costs.

During periods of market stress or illiquidity, our credit risk also may be further increased when it cannot realize the fair value of
the collateral held by it or when collateral is liquidated at prices that are not sufficient to recover the full amount of the loan,
derivative or other exposure due to us. Further, disputes with counterparties as to the valuation of collateral significantly increase
in times of market stress and illiquidity.

We may incur additional costs and expenses relating to mortgage loan repurchases and other mortgage loan securitization-
related activities. Inconnection with ourloan sale and securitization activities with Fannie Mae and Freddie Mac (the “Government
Sponsored Entities” or “GSEs”) and loan sale and private-label securitization transactions, HUSI has made representations and
warranties that the loans sold meet certain requirements. For transactions with the GSEs, these representations include type of
collateral, underwriting standards, validity of certain borrower representations in connection with the loan, that primary mortgage
insurance is in force for any mortgage loan with a loan-to-value ratio (“LTV”) greater than 80 percent, and the use of the GSEs’
standard legal documentation. We may be, and have been, required to repurchase loans and/or indemnify the GSEs and other
private investors for losses due to breaches of these representations and warranties.

In estimating our repurchase liability arising from breaches of representations and warranties, we consider several factors, including
the level of outstanding repurchase demands in inventory and our historical defense rate, the level of outstanding requests for loan
files and the related historical repurchase request conversion rate and defense rate, and the level of potential future demands based
on historical conversion rates of loans for which we have not received a loan file request but are two or more payments delinquent
or expected to become delinquent at an estimated conversion rate. While we believe that our current repurchase liability reserves
are adequate, the factors referred to above are dependent on economic factors, investor demand strategies, housing market trends
and other circumstances, which are beyond our control and, accordingly, there can be no assurance that such reserves will not need
to be increased in the future.

We have also been involved as a sponsor/seller of loans used to facilitate whole loan securitizations underwritten by our affiliate,
HSBC Securities (USA) Inc. (“HSI”), and serve as trustee of various securitization trusts. Participants in the U.S. mortgage
securitization market that purchased and repackaged whole loans have been the subject of lawsuits and governmental and regulatory
investigations and inquiries, which have been directed at groups within the U.S. mortgage market, such as servicers, originators,
underwriters, trustees or sponsors of securitizations, and at particular participants within these groups. As the industry's residential
foreclosure issues continue, HSBC Bank USA has taken title to an increasing number of foreclosed home as trustee on behalf of
various securitization trusts, As nominal record owner of these properties, HSBC Bank USA has been sued by municipalities and
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tenants alleging various obligations of law, including laws regarding property upkeep and tenants' rights. While we believe and
continue to maintain that the obligations at issue and any related liability are properly those of the servicer of each trust, we continue
to receive significant and adverse publicity in connection with these and similar matters, including foreclosures that are serviced
by others in the name of “HSBC, as trustee.” We expect this level of focus will continue and, potentially, intensify, so long as the
U.S. real estate markets continue to be distressed. As a result, we may be subject to additional litigation and governmental and
regulatory scrutiny related to our participation in the U.S. mortgage securitization market, either individually or as a member of
a group.

Lawsuits and regulatory investigations and proceedings may continue and increase in the current economic and regulatory
environment. In the ordinary course of business, HSBC USA and its affiliates are routinely named as defendants in, or as parties
to, various legal actions and proceedings relating to our current and/or former operations and are subject to governmental and
regulatory examinations, information-gathering requests, investigations and formal and informal proceedings, as described in Note
30, “Litigation and Regulatory Matters,” certain of which may result in adverse judgments, settlements, fines, penalties, injunctions
and other relief. There is no certainty that the litigation will decrease in the near future, especially in the event of continued high
unemployment rates, a resurgent recession or additional regulatory and law enforcement investigations and proceedings by federal
and state governmental agencies. Further, in the current environment of heightened regulatory scrutiny, particularly in the financial
services industry, there may be additional regulatory investigations and reviews conducted by banking and other regulators,
including the newly-formed CFPB, State Attorneys General or state regulatory and law enforcement agencies that, if determined
adversely, may result in judgments, settlements, fines, penalties or other results, including additional compliance requirements,
which could materially adversely affect our business, financial condition or results of operations, or cause serious reputational
harm. See “Regulatory investigations, fines, sanctions and requirements relating to conduct of business and financial crime could
negatively affect our results and brand” and “We may incur additional costs and expenses in ensuring that we satisfy requirements
relating to our mortgage foreclosure processes and the industry-wide delay in processing foreclosures may have a significant
impact upon loss severity” above.

We establish reserves for legal claims when payments associated with the claims become probable and the costs can be reasonably
estimated. We may still incur legal costs for a matter even if we have not established a reserve. In addition, the actual cost of
resolving a legal claim may be substantially higher than any amounts reserved for that matter. The ultimate resolution of a pending
legal proceeding, depending on the remedy sought and granted, could materially adversely affect our results of operations and
financial condition.

Management projections, estimates and judgments based on historical performance may not be indicative of our future
performance. Our management is required to use certain estimates in preparing our financial statements, including accounting
estimates to determine loan loss reserves, reserves related to litigation, deferred tax assets and the fair market value of certain
assets and liabilities, including goodwill and intangibles, among other items. In particular, loan loss reserve estimates and certain
asset and liability valuations are subject to management’s judgment and actual results are influenced by factors outside our control.
To the extent historical averages of the progression of loans into stages of delinquency or the amount of loss realized upon charge-
off are not predictive of future losses and management is unable to accurately evaluate the portfolio risk factors not fully reflected
in historical models, unexpected additional losses could result. Similarly, to the extent assumptions employed in measuring fair
value of assets and liabilities not supported by market prices or other observable parameters do not sufficiently capture their inherent
risk, unexpected additional losses could result.

We are required to establish a valuation allowance for deferred tax assets and record a charge to income or shareholders’ equity if
we determine, based on available evidence at the time the determination is made, that it is more likely than not that some portion
or all of the deferred tax assets will not be realized. In evaluating the need for a valuation allowance, we estimate future taxable
income based on management approved business plans, future capital requirements and ongoing tax planning strategies, including
capital support from HSBC necessary as part of such plans and strategies. This evaluation process involves significant management
judgment about assumptions that are subject to change from period to period. The recognition of deferred tax assets requires
management to make significant judgments about future earnings, the periods in which items will impact taxable income, future
corporate tax rates, and the application of inherently complex tax laws. The use of different estimates can result in changes in the
amounts of deferred tax items recognized, which can result in equity and earnings volatility because such changes are reported in
current period earnings. See Note 19, “Income Taxes,” in the accompanying consolidated financial statements for additional
discussion of our deferred tax assets.

Changes in accounting standards are beyond our control and may have a material impact on how we report our financial
results and condition. Our accounting policies and methods are fundamental to how we record and report our financial condition
and results of operations. From time to time, the Financial Accounting Standards Board (“FASB”), the International Accounting
Standards Board (“IASB”), the SEC and our bank regulators, including the Office of Comptroller of the Currency and the Federal
Reserve Board, change the financial accounting and reporting standards, or the interpretation thereof, and guidance that govern
the preparation and disclosure of external financial statements. These changes are beyond our control, can be hard to predict and
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could materially impact how we report and disclose our financial results and condition, including our segment results. We could
be required to apply a new or revised standard retroactively, resulting in our restating prior period financial statements in material
amounts. We may, in certain instances, change a business practice in order to comply with new or revised standards.

Key employees may be difficult to retain due to contraction of the business and limits on promotional activities. Our
employees are our most important resource and, in many areas of the financial services industry, competition for qualified personnel
is intense. If we were unable to continue to attract and retain qualified key employees to support the various functions of our
businesses, our performance, including our competitive position, could be materially adversely affected. Our recent financial
performance, reductions in variable compensation and other benefits and the expectation of continued weakness in the general
economy could raise concerns about key employees’ future compensation and opportunities for promotion. As economic conditions
improve, we may face increased difficulty in retaining top performers and critical skilled employees. If key personnel were to
leave us and equally knowledgeable or skilled personnel are unavailable within HSBC or could not be sourced in the market, our
ability to manage our business, in particular through any continued or future difficult economic environment may be hindered or
impaired.

Significant reductions in pension assets may require additional financial contributions from us. Effective January 1, 2005,
our previously separate qualified defined benefit pension plan was combined with that of HSBC Finance’s into a single HSBC
North America qualified defined benefit plan. At December 31, 2010, the defined benefit plan was frozen, significantly reducing
future benefit accruals. At December 31, 2012, plan assets were lower than projected plan liabilities resulting in an under-funded
status. The accumulated benefit obligation exceeded the fair value of the plan assets by approximately $889 million. As these
obligations relate to the HSBC North America pension plan, only a portion of this deficit could be considered our responsibility.
We and other HSBC North America affiliates with employees participating in this plan will be required to make up this shortfall
over a number of years as specified under the Pension Protection Act. This can be accomplished through direct contributions,
appreciation in plan assets and/or increases in interest rates resulting in lower liability valuations. See Note 23, “Pension and Other
Postretirement Benefits,” in the accompanying consolidated financial statements for further information concerning the HSBC
North America defined benefit plan.

The inability to integrate business and portfolio acquisitions successfully could undermine the realization of the anticipated
benefits of the acquisition and have a material adverse impact on our results of operation. We have in the past, and may
again in the future, seek to grow our 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 and focus of management required to complete 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, data

processing and other record keeping 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 we are not able to successfully integrate acquisitions, there is the risk that our results of
operations could be materially and adversely affected.
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Item 1B. Unresolved Staff Comments.

We have no unresolved written comments from the Securities and Exchange Commission Staff that have been outstanding for
more than 180 days at December 31, 2012.

Item 2. Properties.

The principal executive offices of HSBC USA and HSBC Bank USA are located at 452 Fifth Avenue, New York, New York 10018,
which HSBC Bank USA owned until April 2010. In April 2010, HSBC Bank USA sold our headquarters building at 452 Fifth
Avenue and entered into a lease for the entire building for one year, followed by eleven floors of the building for a total of 10
years, along with four other temporary floors for a period of one year. The main office of HSBC Bank USA is located at 1800
Tysons Blvd., Suite 50, McLean, Virginia 22102. HSBC Bank USA has 165 branches in New York, 38 branches in California, 18
branches in Florida, nine branches in New Jersey, seven branches in Virginia, four branches in Washington, three branches in
Connecticut, three branches in Maryland, two branches in the District of Columbia, two branches in Pennsylvania and one branch
in each of Delaware and Oregon at December 31,2012. We also have seven representative offices in New York, three in California,
two in Texas, and one in each of the District of Columbia, Florida, Georgia, Illinois, Massachusetts, North Carolina, Oregon,
Pennsylvania and Washington. Approximately 11 percent of these offices are located in buildings owned by HSBC Bank USA and
the remaining are located in leased premises. In addition, there are offices and locations for other activities occupied under various
types of ownership and leaseholds in New York and other states, none of which are materially important to our operations. HSBC
Bank USA also owns properties in Montevideo, Uruguay.

In July 2011, we announced that we had reached an agreement with First Niagara Bank N.A. to sell 195 non-strategic retail branches,
including certain loans, deposits and related branch premises, located primarily in upstate New York. We completed the sale of
these branches in the second and third quarters of 2012.

Item 3. Legal Proceedings

See “Litigation and Regulatory Matters” in Note 30, “Litigation and Regulatory Matters,” in the accompanying consolidated
financial statements beginning on page 235 for our legal proceedings disclosure, which is incorporated herein by reference.

Item 4. Submission of Matters to a Vote of Security Holders

Not applicable.

PART II

Item S. Market for the Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of
Equity Securities

Not applicable.
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Item 6. Selected Financial Data

On May 1, 2012, HSBC, through its wholly-owned subsidiaries HSBC Finance Corporation, HSBC USA Inc. and other wholly-
owned affiliates, completed the sale of its Card and Retail Services business to Capital One. The sale included our General Motors
and Union Plus credit card receivables as well as our private label credit card and closed-end receivables, all of which were
purchased from HSBC Finance. Because the credit card and private label receivables sold were classified as held for sale prior to
disposition and the operations and cash flows from these receivables were eliminated from our ongoing operations upon disposition
without any significant continuing involvement, we have reported the results of these credit card and private label card and closed-
end receivables sold as discontinued operations for all periods presented.

In June 2010, we decided to exit our wholesale banknotes business. During the fourth quarter of 2010, we completed the exit of
substantially all of this business and as a result, this business is reported as discontinued operations for all periods presented.

The following selected financial data presented below excludes the results of our discontinued operations for all periods presented
unless otherwise noted.
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Year Ended December 31, 2012 2011 2010 2009 2008

(dollars are in millions)

Statement of Income (Loss) Data:

Net INtErest INCOME .....vvevieieriieriierieieeieeeeeeeee et eres e $ 2,158 $ 2434 § 2613 $§ 2984 §$§ 3,148
Provision for credit 108Ses M .........o.coviirireeeeeeeeeeeeeeeee 293 258 34 1,431 1,009
Total other revenues (10SSES)........ecverveevuereeriereeriereerieeeeeeens 1,922 2,266 2,180 1,370 (1,685)
Operating expenses excluding expense accrual relating to
certain regulatory mMatters ........c.ccoeveeeeirereneneneneseseneenen 3,316 3,760 3,314 3,188 3,076
Expense relating to certain regulatory matters............c..c....... 1,381 — — — —
Income (loss) from continuing operations before income
tax expense (Denefit) ........ccccoveveeerrerenenenininenencscene (910) 682 1,445 (265) (2,622)
Income tax expense (benefit)........ccoceoevrvniinincninincneene. 338 227 439 98 (924)
Income (loss) from continuing operations.........c..c.cceceevervnee. (1,248) 455 1,006 (167) (1,698)
Income from discontinued operations, net of tax................... 203 563 558 25 9
Net iNCOME (10SS) .uvevivveririeriieriiieriireeereeereseresere s esese e $ (1,045 $§ 1,018 $ 1,564 § (142) $ (1,689)
Balance Sheet Data as of December 31: -
Loans:
Construction and other real estate............ccccvererereneennene $ 8457 § 7860 $ 8228 $§ 8858 § 8,885
Business banking and middle market enterprises ............. 12,608 10,225 7,945 7,521 10,294
Global banking...........ccecveveriievienieriereeie e eeeiees 20,009 12,658 10,745 9,725 14,059
Other commercial 10ans .........cccceeevievieeciienieeceecie e 3,076 2,906 3,085 3,910 3,818
Total commercial 10ans.........cccocveveeieenininininencneserene 44,150 33,649 30,003 30,014 37,056
Residential mortgages, excluding home equity
TNOTEZAZES .eevvenveeneeieentesieeee st etesbee e st et siee b eaeebeeieenteeae 15,371 14,113 13,697 13,722 17,948
Home equity MOrtgages .......c.ccceeeeerereneneneneneneneennenne 2,324 2,563 3,820 4,164 4,549
Credit Card.........c.oeevieeeeeie e 815 828 1,250 1,273 1,207
AULO TINANCE .....vecevivieiiceecie et — — — 1,701 154
Other CONSUMET .....c.vievieiieiieiieeieieeie e eee e ereeeebeeeeereens 598 714 1,039 1,187 1,319
Total consumer 10ans............c.eeevveeeieieeneeecieesie e 19,108 18,218 19,806 22,047 25,177
TOtal 10ANS......c.coviirieiicinicrcrcrc e 63,258 51,867 49,809 52,061 62,233
Loans held for sale.........cooveviiiiieeiiieiieeeeceeeee e 1,018 3,670 2,390 2,908 4,431
TOtal ASSELS...eeiuvieiieriiieieeeie ettt et s 196,567 188,826 161,174 142,850 166,304
Total tangible assets.........cccoerverierienieirinirenercneeeeeseeee 194,271 186,583 158,529 140,177 163,624
Total depoSits® ............ovverrrveermrerereenmneersseessenreseeessseeeee 117,671 139,729 120,618 118203 118,951
Long-term debt..........coccooviiniiiiiicceeeeeeeeereeene 21,745 16,709 17,080 15,043 20,890
Preferred StOCK ......ovveiieieiicieieceece e 1,565 1,565 1,565 1,565 1,565
Common shareholder’s equity .......c.ccccecevvervcrenicnininenennenne. 16,271 16,937 15,168 13,612 11,152
Total shareholders’ equity.........cccecvevieveereerieiieieciese s 17,836 18,502 16,733 15,177 12,717
Tangible common shareholder’s equity..........cccccoeereenenene 13,185 14,054 12,522 11,110 9,258
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Year Ended December 31, 2012 2011 2010 2009 2008
(dollars are in millions)

Selected Financial Ratios:
Total shareholders’ equity to total assets......c.cccevvevererererenenennens 9.07% 9.80% 10.38% 10.62% 7.65%
Tangible common shareholder’s equity to total tangible assets....... 6.79 7.53 7.90 7.93 5.66
Total capital to risk weighted assets........c.ccoevvververinininicnenicnenns 19.52 18.39 18.14 14.19 12.04
Tier 1 capital to risk weighted assets .........ccceoeevvvveeivinienicninicnenens 13.61 12.74 11.80 9.61 7.60
Tier 1 common equity to risk weighted assets.........ccccecevverencnennne 11.63 10.72 9.82 7.82 5.96
Rate of return on average:

TOtAl ASSELS. ...eveviiirtiterietet ettt e (.6) 2 5 D .9)

Total common shareholder’s equity .........cccceceeevveririninicrenennene (7.7) 2.7 6.6 (1.2) (15.2)
Net INTETeSt MATZIN.....c.veureuereirieriirienterientetententee et s seens 1.30 1.45 1.69 2.00 1.84
L0ans t0 deposits Tatio™ ............o.ovueeeeeeeeeeeeeeeeeeeee e 71.35 53.33 57.38 66.05 96.92
EffiCIency Tatio.......coevuiriinenienieieieneeteteteeeeeeee e 115.1 80.0 69.1 73.2 210.2
Commercial allowance as a percent of loans™ ..............coocoovvrenne.. 72 1.31 1.74 3.02 1.45
Commercial net charge-off ratio™ .............ccccooovvovviiieeeeeeen, 37 21 1.04 75 28
Consumer allowance as a percent of loans™ ............c.cocoovevivennne. 1.73 1.65 1.66 3.15 1.95
Consumer two-months-and-over contractual delinquency.............. 6.92 6.01 6.04 7.33 5.14
Consumer net charge-off ratio™ ............o.cooviueeeeereeeeeeeeeeeeeeean 1.32 1.33 2.13 2.47 1.01
(1) During the fourth quarter of 2012 we extended our loss emergence for loans collectively evaluated for impairment using a roll rate migration analysis to 12

@
€)

Q)

months, which resulted in an increase to our provision for credit losses of approximately $80 million. See "Executive Overview" and "Credit Quality" in
Item 7, "Management Discussion and Analysis of Financial Condition and Results of Operations" and Note 9, "Allowance for Credit Losses" in the

accompanying consolidated financial statements for additional discussion.
Includes $15.1 billion of deposits held for sale at December 31, 2011.

Represents period end loans, net of allowance for loan losses, as a percentage of domestic deposits equal to or less than $100,000. Excluding the deposits

and loans held for sale to First Niagara, the ratio was 59.60 percent at December 31, 2011.
Excludes loans held for sale.
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

Executive Overview

Organization and Basis of Reporting HSBC USA Inc. (“HSBC USA” and, together with its subsidiaries, “HUSI”), is an indirect
wholly-owned subsidiary of HSBC North America Holdings Inc. (“HSBC North America”) which is an indirect wholly-owned
subsidiary of HSBC Holdings plc (“HSBC”). HUSI may also be referred to in Management’s Discussion and Analysis of Financial
Condition and Results of Operations (“MD&A”) as “we”, “us” or “our”.

Through our subsidiaries, we offer a comprehensive range of personal and commercial banking products and related financial
services. HSBC Bank USA, National Association (“HSBC Bank USA”), our principal U.S. banking subsidiary, is a national banking
association with banking branch offices and/or representative offices in 16 states and the District of Columbia. In addition to our
domestic offices, we currently maintain foreign branch offices, subsidiaries and/or representative offices in Europe, Asia, Latin
America and Canada. Our customers include individuals, including high net worth individuals, small businesses, corporations,
institutions and governments. We also engage in mortgage banking and serve as an international dealer in derivative instruments
denominated in U.S. dollars and other currencies, focusing on structuring of transactions to meet clients’ needs.

The following discussion of our financial condition and results of operations excludes the results of our discontinued operations
unless otherwise noted. See Note 3, “Discontinued Operations,” in the accompanying consolidated financial statements for further
discussion.

Compliance In 2012, we experienced increasing levels of compliance risk as regulators and other agencies pursued investigations
into historical activities, and we continued to work with them in relation to existing issues. These included an appearance before
the U.S. Senate Permanent Subcommittee on Investigations and the deferred prosecution agreement reached with U.S. authorities
in relation to investigations regarding inadequate compliance with anti-money laundering and sanctions law. With a new senior
leadership team and a new strategy in place since 2011, HSBC has already taken significant steps to address these issues including
making changes to strengthen compliance, risk management and culture. These steps, which should also serve over time to enhance
our compliance risk management capabilities, include the following:

» the creation of a new global structure which will make HSBC easier to manage and control;

» simplifying HSBC's businesses through the ongoing implementation of an organizational effectiveness program and a
five economic filters strategy;

» developing a sixth global risk filter which should help to standardize our approach to doing business in higher risk
countries;

» substantially increasing resources, doubling global expenditure and significantly strengthening Compliance as a control
(and not only as an advisory) function;

»  continuing to roll out cultural and values programs that define the way everyone in the HSBC Group should act;

» appointing a new Chief Legal Officer and Head of Group Financial Crime Compliance with particular expertise and
experience in U.S. law and regulation;

+ appointing a new Global Head of Regulatory Compliance and restructuring the Global Compliance function accordingly;
* designing and implementing new global standards by which HSBC entities conduct their businesses; and
» enforcing a consistent global sanctions policy.

It is clear from both our own and wider industry experience that the level of activity among regulators and law enforcement agencies
in investigating possible breaches of regulations has increased, and that the direct and indirect costs of such breaches can be
significant. Coupled with a substantial increase in the volume of new regulation, we believe that the level of inherent compliance
risk that we face will continue to remain high for the foreseeable future.

Current Environment The U.S. economy continued its gradual recovery in 2012, with GDP continuing to grow but well below
the economy's potential growth rate. A decline in business investment spending continues to restrain economic growth. Businesses
continue to be cautious about the underlying strength of demand and are hesitant about ramping up hiring activity. Although
consumer confidence climbed to a new post-recession high in November, consumer confidence retreated once again in December
as many households remained uncertain about the future as domestic fiscal uncertainties continued to play a role in diminishing
sentiment and influencing interest rates and spreads. Serious threats to economic growth remain, including high energy costs,
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continued pressure on housing prices and elevated unemployment levels. In September, Federal Reserve policy makers initiated
a new round of quantitative easing designed to stimulate economic activity and in December announced that policy makers did
not expect to increase short-term rates until the unemployment rate falls below 6.5 percent which according to the Federal Reserve's
economic projections will result in the Federal funds rate being be kept near zero into 2015. The prolonged period of low Federal
funds rates continues to put pressure on spreads earned on our deposit base. While the housing markets in general began to rebound
in the second half of the year with overall home prices beginning to move higher as demand increased while the supply of homes
for sale declined, housing prices will continue to remain under pressure in many markets as servicers resume foreclosure activities
and the underlying properties are listed for sale

While the economy continued to add jobs in 2012, the pace of new job creation continued to be slower than needed to meaningfully
reduce unemployment. As a result, uncertainty remains as to how pronounced the economic recovery will be and whether it can
be sustained. Although U.S. unemployment rates, which have been a major factor in the deterioration of credit quality in the U.S.,
fell from 8.5 percent at the beginning of the year to 7.8 percent in December 2012, unemployment remained high based on historical
standards. Also, a significant number of U.S. residents are no longer looking for work and, therefore, are not reflected in the
U.S. unemployment rates. Unemployment has continued to have an impact on the provision for credit losses in our loan portfolio
and in loan portfolios across the industry. Concerns about the future of the U.S. economy, including the pace and magnitude of
recovery from the recent economic recession, consumer confidence, fiscal policy, including the ability of the legislature to work
collaboratively to address fiscal issues in the U.S., volatility in energy prices, credit market volatility, including the ability to
permanently resolve the European sovereign debt crisis and trends in corporate earnings will continue to influence the U.S. economic
recovery and the capital markets. In particular, continued improvement in unemployment rates, a sustained recovery of the housing
markets and stabilization in energy prices remain critical components of a broader U.S. economic recovery. These conditions in
combination with the impact of recent regulatory changes, including the on-going implementation of the “Dodd-Frank Wall Street
Reform and Consumer Protection Act of 2010” (“Dodd-Frank™), will continue to impact our results in 2013 and beyond.

Due to the significant slow-down in foreclosure processing which began in the second half of 2008, and in some instances the
prior cessation of all foreclosure processing by numerous loan servicers in late 2010, there has been a reduction in the number of
properties being marketed following foreclosure. This reduction has contributed to an increase in demand for properties currently
on the market resulting in a general improvement in home prices in recent months but has also resulted in a larger number of vacant
properties still pending foreclosure in certain communities. As servicers begin to increase foreclosure activities and market
properties in large numbers, an over-supply of housing inventory could occur creating downward pressure on property values and
tempering any future home price improvement.

In addition, certain courts and state legislatures have issued new rules or statutes relating to foreclosures. Scrutiny of foreclosure
documentation has increased in some courts. Also, in some areas, officials are requiring additional verification of information filed
prior to the foreclosure proceeding. The combination of these factors has led to a significant backlog of foreclosures which will
take time to resolve. If these trends continue, there could be additional delays in the processing of foreclosures, which could have
an adverse impact upon housing prices.

Growing government indebtedness and a large budget deficit resulted in a downgrade in the U.S. sovereign debt rating by one
major rating agency in 2011 while two other major rating agencies have U.S. sovereign debt on a negative watch. There is an
underlying risk that lower growth, fiscal challenges including the on-going debate over government spending and a general lack
of political consensus will result in continued scrutiny of the U.S. credit standing resulting in further action by the rating agencies.
While the potential effects of rating agency actions are broad and impossible to accurately predict, they could over time include
a widening of sovereign and corporate credit spreads, devaluation of the U.S. dollar and a general market move away from riskier
assets.

2012 Regulatory Developments

Anti-money Laundering, Bank Secrecy Act and Office of Foreign Assets Control Investigations As previously reported, in October
2010 HSBC Bank USA entered into a consent cease and desist order with the Office of the Comptroller of the Currency (“OCC”)
and our indirect parent, HSBC North America, entered into a consent cease and desist order with the Federal Reserve (together,
the “AML/BSA Consent Orders”). These actions required improvements to establish an effective compliance risk management
program across our U.S. businesses, including various issues relating to Bank Secrecy Act and Anti-Money Laundering ("AML")
compliance. Steps continued to be taken to address the requirements of the AML/BSA Consent Orders to ensure compliance, and
that effective policies and procedures are maintained.

Throughout 2012, we continued to cooperate in on-going investigations by the U.S. Department of Justice, the Federal Reserve,
the OCC and the U.S. Department of Treasury's Financial Crimes Enforcement Network in connection with AML/BSA compliance,
including cross-border transactions involving our cash handling business in Mexico and banknotes business in the U.S. We also
continued to cooperate in ongoing investigations by the U.S. Department of Justice, the New York County District Attorney's
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Office, the Office of Foreign Assets Control (“OFAC”), the Federal Reserve and the OCC regarding historical transactions involving
Iranian parties and other parties subject to OFAC economic sanctions.

In December 2012, HSBC, HSBC North America and HSBC Bank USA entered into agreements to achieve a resolution with U.S.
and United Kingdom government agencies that have investigated HSBC's conduct related to inadequate compliance with AML,
BSA and sanctions laws, including the previously reported investigations by the U.S. Department of Justice, the Federal Reserve,
the OCC and the U.S. Department of Treasury's Financial Crimes Enforcement Network ("FinCEN") in connection with AML/
BSA compliance, including cross-border transactions involving our cash handling business in Mexico and banknotes business in
the U.S., and the U.S. Department of Justice, the New York County District Attorney's Office, the Office of Foreign Assets Control
(“OFAC”), the Federal Reserve and the OCC regarding historical transactions involving Iranian parties and other parties subject
to OFAC economic sanctions. As part of the resolution, HSBC entered into a deferred prosecution agreement among HSBC,
HSBC Bank USA, the U.S. Department of Justice, the United States Attorney's Office for the Eastern District of New York, and
the United States Attorney's Office for the Northern District of West Virginia (the "U.S. DPA"), and a deferred prosecution agreement
with the New York County District Attorney, and consented to a cease and desist order and, along with HHSBC North America,
consented to a monetary penalty order with the Federal Reserve. In addition, HSBC Bank USA entered into the U.S. DPA, an
agreement and consent orders with the OCC, and a consent order with FinCEN. HSBC also entered into an undertaking with the
U.K. Financial Services Authority (“FSA”) to comply with certain forward-looking obligations with respect to AML and sanctions
requirements over a five-year term. HSBC Bank USA also entered into separate consent order and agreements with the OCC
requiring adoption of an enterprise-wide compliance program, as part of which HSBC USA and its parent holding companies may
not engage in any new types of financial activities without the prior approval of the Federal Reserve Board and HSBC Bank USA
may not directly or indirectly acquire control of, or hold an interest in, any new financial subsidiary, nor commence a new activity
in its existing financial subsidiary, unless it receives prior approval from the OCC. Under these agreements, HSBC and HSBC
Bank USA made payments totaling $1.921 billion to U.S. authorities, of which $1.381 billion was attributed to and paid by HSBC
Bank USA, and will continue to cooperate fully with U.S. and U.K. regulatory and law enforcement authorities and take further
action to strengthen their compliance policies and procedures. Over the five-year term of the agreement with the U.S. Department
of Justiceand FSA, a "skilled person" under Section 166 of the Financial Services and Markets Act (also referred to as an independent
monitor) will evaluate HSBC's progress in fully implementing these and other measures it recommends, and will produce regular
assessments of the effectiveness of HSBC's compliance function. If HSBC fulfills all of the requirements imposed by the deferred
prosecution agreement and other agreements, the US Department of Justice's charges against it will be dismissed at the end of the
five-year period. The US DPA remains subject to certain proceedings before the United States District Court for the Eastern District
of New York. The U.S. Department of Justice or the New York County District Attorney's Office may prosecute HSBC or HSBC
Bank USA in relation to the matters that are subject of the US DPA if HSBC or HSBC Bank USA breaches the terms of the US
DPA. See Note 30, “Litigation and Regulatory Matters” for further discussion.

Steps to address many of the requirements of the U.S. DPA and the agreements with the OCC have either already been taken or
are under way. These include simplifying HSBC's control structure, strengthening the governance structure with new leadership
appointments, revising key policies and establishing bodies to implement single global standards shaped by the highest or most
effective standards available in any location where HSBC operates, as well as substantially increasing spending and staffing in
the AML and regulatory compliance areas in the past few years.

Foreclosure Practices As previously reported, in April 2011, HSBC Bank USA entered into a consent cease and desist order with
the OCC (the "OCC Servicing Consent Order") and our affiliate, HSBC Finance Corporation, and our indirect parent, HSBC North
America, entered into a similar consent order with the Federal Reserve (together with the OCC Servicing Consent Order, the
"Servicing Consent Orders") following completion of a broad horizontal review of industry foreclosure practices. The OCC
Servicing Consent Order requires HSBC Bank USA to take prescribed actions to address the deficiencies noted in the joint
examination and described in the consent order. We continue to work with our regulators to align our process with the requirements
of the Servicing Consent Orders and are implementing operational changes as required. The Servicing Consent Orders required
an independent review of foreclosures (the “Independent Foreclosure Review”) pending or completed between January 2009 and
December 2010 to determine if any borrower was financially injured as a result of an error in the foreclosure process. We previously
retained an independent consultant to conduct the Independent Foreclosure Review. On February 28, 2013, HSBC Bank USA
entered into an agreement with the OCC, and our indirect parent, HSBC North America, and our affiliate, HSBC Finance
Corporation, entered an into agreement with the Federal Reserve, pursuant to which the Independent Foreclosure Review will
cease and HSBC North America will make a cash payment of $96 million into a fund that will be used to make payments to
borrowers that were in active foreclosure during 2009 and 2010 and, in addition, will provide other assistance (e.g. loan
modifications) to help eligible borrowers. As a result, in 2012, we recorded expenses of $19 million, which reflects the portion
of HSBC North America's total expense of $104 million that we believe is allocable to us. While we believe compliance related
costs have permanently increased to higher levels due to the remediation requirements of the regulatory consent agreements. See
Note 30, "Litigation and Regulatory Matters" in the accompanying consolidated financial statements for further information.
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Financial Regulatory Reform The 'Dodd-Frank Wall Street Reform and Consumer Protection Act” will have a significant impact
on the operations of many financial institutions in the U.S. when fully implemented, including us and our affiliates. As the legislation
calls for extensive regulations to be promulgated to interpret and implement the legislation, it is not possible to precisely determine
the impact to our operations and financial results at this time. For a more complete description of the law and implications to our
business see the “Regulation - Financial Regulatory Reform” section under the “Regulation and Competition” section in Item 1.
Business.

2012 Events

In May 2012, we completed the sale of 138 retail branches to First Niagara Bank, N.A. (“First Niagara™) and recognized
an after-tax gain, net of allocated non-deductible goodwill, of $71 million. In the third quarter of 2012, we completed the
sale of the remaining 57 retail branches and recognized an additional after-tax gain net of allocated non-deductible
goodwill, of $23 million. We received a cash premium totaling $886 million on these sales.

On May 1, 2012, HSBC, through its wholly-owned subsidiaries HSBC Finance Corporation, HSBC USA Inc. and other
wholly-owned affiliates, completed the sale of its Card and Retail Services business to Capital One Financial Corporation
(“Capital One”). The sale included our General Motors and Union Plus credit card receivables as well as our private label
credit card and closed-end receivables, all of which were purchased from HSBC Finance. Prior to completing the
transaction, we recorded cumulative lower of amortized cost or fair value adjustments on these receivables, which
beginning in the third quarter of 2011 were classified as held for sale on our balance sheet as a component of assets of
discontinued operations, totaling $1.0 billion of which $440 million was recorded in 2012 and $604 million which was
recorded in 2011. These fair value adjustments were largely offset by held for sale accounting adjustments in which loan
impairment charges and premium amortization are no longer recorded. The total final cash consideration allocated to us
was approximately $19.2 billion, which did not result in the recognition of a gain or loss upon completion of the sale as
the receivables were recorded at fair value. The sale to Capital One did not include credit card receivables associated with
HSBC Bank USA's legacy credit card program, however a portion of these receivables were sold to First Niagara and
HSBC Bank USA continues to offer credit cards to its customers. No significant one-time closure costs were incurred as
a result of exiting these portfolios. We have entered into an outsourcing agreement with Capital One to service our
remaining credit card loan portfolio.

We previously announced to employees that we were considering strategic options for our mortgage operations, with the
objective of recommending the future course of our prime mortgage lending and mortgage servicing platforms. On May 7,
2012, we announced that we have entered into a strategic relationship with PHH Mortgage to manage our mortgage
processing and servicing operations. The conversion of these operations is expected to be completed in the first half of
2013. Under the terms of the agreement, PHH Mortgage will provide us with mortgage origination processing services
as well as sub-servicing of our portfolio of owned and serviced mortgages totaling $49.8 billion as of December 31, 2012.
We will continue to own both the mortgages on our balance sheet and the mortgage servicing rights associated with the
serviced loans. We will sell our agency eligible originations to PHH Mortgage on a servicing released basis which will
result in no new mortgage servicing rights being recognized going forward. As a result of this agreement, many of our
mortgage servicing employees will be given the opportunity to transfer to PHH Mortgage. No significant one-time
restructuring costs have been or are expected to be incurred as a result of this transaction. We plan to continue originating
mortgages for our customers with particular emphasis on Premier relationships.

In the second quarter of 2012, we completed the de-recognition of our 452 Fifth Avenue headquarters building which
was sold in April 2010. The building was not able to be de-recognized at the time of sale due to a profit sharing arrangement
with the purchaser relating to any future sale of the building which expired in April. The deferred gain of $117 million
is being amortized over the remaining eight year life of the lease at the time of de-recognition.

We historically have estimated probable losses for consumer loans and certain small balance commercial loans which do
not qualify as a troubled debt restructure using a roll rate migration analysis that estimates the likelihood that a loan will
progress through the various stages of delinquency and ultimately charge-off. This has historically resulted in the
identification of a loss emergence period for these loans collectively evaluated for impairment using a roll rate migration
analysis which resulted in less than 12 months of losses in the allowance for credit losses. A loss coverage of 12 months
using a roll rate migration analysis would be more aligned with U.S. bank industry practice. As previously disclosed, in
the third quarter of 2012 our regulators indicated they would like us to more closely align our loss coverage period implicit
within the roll rate methodology with U.S. bank industry practice for those loan products. During the fourth quarter of
2012, we extended our loss emergence period to 12 months for U.S. GAAP. As aresult, during the fourth quarter of2012,
we increased our allowance for credit losses by approximately $80 million for these loans. We will perform an annual
review of our portfolio going forward to assess the period of time utilized in our roll rate migration period. See "Credit
Quality" in Item 7, "Management's Discussion and Analysis of Financial Condition and Results of Operations" ("MD&A"™)
and Note 9, “Allowance for Credit Losses” for additional discussion.
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During the fourth quarter of 2012, we changed our estimate of credit valuation adjustments on derivative assets and debit
valuation adjustments on derivative liabilities to be based on a market-implied probability of default calculation rather
than a ratings-based historical counterparty probability of default calculation, consistent with evolving market practices.
This change resulted in a reduction to trading revenue of $47 million.

Throughout 2012, we continued to reduce legacy and other risk positions as opportunities arose, including the sale of
$33 million and $102 million, respectively, of leveraged acquisition finance loans and subprime residential mortgage
loans previously held for sale. Improved market conditions and reduced outstanding exposure have resulted in an
improvement in valuation adjustments recorded. In 2011, increased market volatility in the second half of the year driven
by wider credit spreads stemming in part from European sovereign debt fears tempered these improvements.

A summary of the significant valuation adjustments associated with these market conditions that impacted revenue in
2012, 2011 and 2010 is presented in the following table:

Year Ended December 31, 2012 2011 2010

(in millions)

Gains (Losses)

Insurance monoline structured credit products(') ..................................................... $ 21 $ 15 $ 93
Other structured credit products™ .............coo.corvirvereereeeeeeeee e 107 77 126
Mortgage whole loans held for sale including whole loan purchase settlement

(predominantly SUBPIME)® ............cco..covworeeeeeeeeeeeeeeeeeeeeeee e (13) (22) 50
Other-than-temporary impairment on securities available-for-sale® ............. — — (79)
Leverage acquisition finance loans® 49 (16) 42

Total gains (10SSES)....ccuevverververeeieieieeeiececeiene . $ 164 § 54 % 232

1)
)
3)
@

Reflected in Trading revenue in the consolidated statement of income (loss).

Reflected in Other income in the consolidated statement of income (loss).

Reflected in Net other-than-temporary impairment losses in the consolidated statement of income (loss).

Reflected in Gain (loss) on instruments designated at fair value and related derivatives in the consolidated statement of income (loss).

Compliance related costs continued to be a significant component of our cost base totaling $433 million in 2012, compared
to $295 million in 2011, largely attributable to our investment in BSA/AML process enhancements and infrastructure
and to a lesser extent, our foreclosure remediation efforts. While we continue to focus attention on cost mitigation efforts
in order to continue realization of optimal cost efficiencies, we believe compliance related costs have permanently
increased to higher levels due to the remediation requirements of the regulatory consent agreements.

We continue to focus on cost optimization efforts to ensure realization of cost efficiencies. In an effort to create a more
sustainable cost structure, a formal review was initiated in 2011 to identify areas where we may be able to streamline or
redesign operations within certain functions to reduce or eliminate costs. To date, we have identified and implemented
various opportunities to reduce costs through organizational structure redesign, vendor spending, discretionary spending
and other general efficiency initiatives. Workforce reductions, some of which relate to our retail branch divestitures, have
resulted in total legal entity full-time equivalent employees being reduced by 23 percent since December 31, 2011 and
30 percent since December 21, 2010. Workforce reductions are also occurring in certain non-compliance shared services
functions, which we expect will result in additional reductions to future allocated costs for these functions. The review
is continuing and, as a result, we may incur restructuring charges in future periods, the amount of which will depend upon
the actions that ultimately are implemented.

We continue to evaluate our overall operations as we seek to optimize our risk profile and cost efficiencies as well as our
liquidity, capital and funding requirements. This could result in further strategic actions that may include changes to our
legal structure, asset levels, cost structure or product offerings in support of HSBC's strategic priorities.

Performance, Developments and Trends Income (loss) from continuing operations was a loss of $1.2 billion in 2012 compared
to income of $455 million in 2011 and income of $1.0 billion in 2010. Income (loss) from continuing operations before income
tax was a loss of $910 million in 2012 compared to income of $682 million in 2011 and income of $1.4 billion in 2010. Income
(loss) from continuing operations before income tax decreased in 2012 compared to 2011 due to higher operating expenses driven
by the $1.381 billion expense related to certain regulatory matters, lower net interest income, lower other revenue and a higher
provision for credit losses. Income from continuing operations declined in 2011 compared to 2010 driven by higher operating
expenses and lower net interest income, partially offset by higher other revenues and a lower provision for credit losses. Our
results in all years were impacted by the change in the fair value of our own debt and the related derivatives for which we have
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elected fair value option and certain non-recurring items which distort the ability of investors to compare the underlying performance
trends of our business. The following table summarizes the collective impact of these items on our income (loss) from continuing
operations before income tax for all periods presented:

Year Ended December 31, 2012 2011 2010
(in millions)

Income (loss) from continuing operations before income tax, as reported...........c.cccceveveuenne $ (910 $ 682 $ 1,445
(Gain) loss in value of own fair value option debt and related derivatives..........cccccceeueunee. 323 (464) (239)
Gain on sale 0f branches.........c.ocoierieinieiniiinceeee e (433) — —
Expense related to certain regulatory matters')................ccoooorviioireioecieeeeeeeeeeeeeeeen, 1,381 — —
Impairment of software development COSES........ccoueireirerireninenneeeceeeeeee e — 110 —
Expense relating to certain mortgage Servicing Matters ..........eouerueereereereereenereenieseenienneens 19 86 —

Incremental provision for credit losses resulting from the change in the loss emergence

period used in our roll rate migration analysis during the fourth quarter of 2012% 80 — —
Gain on sale of equity interest in Wells Fargo HSBC Trade Bank.............ccccccoeineinennnnee. — — (66)
Impairment of leasehold improvements and other costs associated with branch closures... — 21 —
Revenue associated with whole loan purchase settlement™ ...................ccoocoovviverriercnrnnn. — — (89)
Gain on sale of equity interest in Guernsey Joint Venture................. — (53) —
Gain on sale of non-marketable SECUIItIES............coouiuiiiiiiiiiiiiiicce — (10) —
Gain relating to resolution of Tawsuit™ ..............cccoooivivieioeeeeeeeee e — — ®)
Income from continuing operations before income tax, excluding above items®™ ................. $ 460 $ 372§ 1,046

M For additional discussion regarding expense related to certain regulatory matters, see Note 30, "Litigation and Regulatory Matters," in the accompanying
consolidated financial statements.

@ See Credit Quality and Note 9, "Allowance for Credit Losses" in the accompanying consolidated financial statements.

®  Represents loans previously purchased for resale from a third party.

@ The proceeds of the resolution of this lawsuit were used to in 2009 to redeem 100 preferred shares held by CT Financial Services, Inc. as provided under
the terms of the preferred shares. The proceeds received in 2010 represent the final judgment.

®  Represents a non-U.S. GAAP financial measure.

Excluding the collective impact of the items in the table above, our income from continuing operations before tax increased in
2012 as higher other revenues, lower operating expenses and a lower provision for credit losses were partially offset by lower net
interest income.

Other revenues in all periods reflect the impact of changes in value of our own debt and related derivatives for which we elected
fair value option as well as several non-recurring items as presented in the table above. Excluding the impact of these items, other
revenue increased $73 million in 2012 due primarily to higher trading revenue, higher other income and higher securities gains,
partially offset by lower other fees and commissions, lower credit card fees and lower mortgage banking revenue. The higher
trading revenue was driven by improved credit market conditions which led to reduced credit spreads and higher derivative trading
revenue, as well as improvements in valuations associated with our legacy global markets businesses. The increase in other income
reflects higher miscellaneous income driven by higher income associated with fair value hedge ineffectiveness, partially offset by
lower earnings from equity investments. Securities gains were higher due to sales associated with a re-balancing of the portfolio
for risk management purposes based on the low interest rate environment. Lower other fees and commissions were driven by lower
debit card fees, while the lower credit card fees reflect lower outstanding balances driven by the sale of a portion of the portfolio
to First Niagara. The lower mortgage banking revenue was largely driven by higher provisions for mortgage repurchase exposure
on previously sold loans. See “Results of Operations” for a more detailed discussion of other revenues.

Net interest income was $2.2 billion in 2012 compared to $2.4 billion in 2011. The decrease reflects the impact of lower interest
income on securities due to lower interest rates, partially offset by higher interest income on loans, driven by higher average
balances on commercial loans due to new business volume, and lower interest charges related to estimated tax exposures. See
“Results of Operations” for a more detailed discussion of net interest income.

Our provision for credit losses was $293 million during 2012 compared to $258 million in 2011. In the fourth quarter of 2012, we
completed our review of loss emergence for loans collectively evaluated for impairment using a roll rate migration analysis and
extended our loss emergence period for these loans to 12 months for U.S. GAAP, which resulted in an incremental $80 million
credit loss provision being recorded, $75 million of which related to consumer loans. Excluding the impact of this incremental
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provision, our provision for credit losses declined in 2012, driven by a lower provision in our consumer loan portfolio driven by
continued improvements in economic and credit conditions, including lower dollars of delinquency on accounts less than 180 days
contractually delinquent and improvements in loan delinquency roll rates, partially offset by higher charge-offs in our home equity
mortgage portfolio due to an increased volume of loans where we have decided not to pursue foreclosure. In our commercial
portfolio, our provision for credit losses was higher, driven largely by increased levels of reserves for risk factors associated with
expansion activities in the U.S. and Latin America. See “Results of Operations” for a more detailed discussion of our provision
for credit losses.

Operating expenses totaled $4.7 billion in 2012, an increase of 25 percent compared to 2011. Operating expenses in 2012 reflect
an expense related to certain regulatory matters of $1.381 billion and an expense related to certain mortgage servicing matters of
$19 million. Operating expenses in 2011 include an impairment of certain previously capitalized software development costs
which totaled $110 million. In addition, occupancy expense in 2011 includes a $21 million impairment of leasehold improvements
associated with branch closure activity. Also included in operating expenses in 2011 was a provision for interchange litigation as
well as estimated costs associated with penalties related to foreclosure delays involving loans serviced for the GSEs and other
third parties and an expense accrual related to mortgage servicing matters which collectively totaled $123 million. Excluding the
impact of these items, operating expenses decreased 7 percent compared to 2011 as lower salaries and benefits, lower occupancy
costs, lower marketing costs, lower professional fees, lower FDIC assessment fees and a lower provision for off balance sheet
credit exposures were partially offset by higher compliance costs. Compliance costs were a significant component of our cost base
in 2012, totaling $433 million in 2012 compared to $295 million in 2011, largely attributable to investment in BSA/AML process
enhancements and infrastructure and, to a lesser extent our foreclosure remediation efforts. While we continue to focus attention
on cost mitigation efforts in order to continue realization of optimal cost efficiencies, we believe compliance related costs have
permanently increased to higher levels due to the remediation regulatory consent agreements. See “Results of Operations” for a
more detailed discussion of our operating expenses.

Our efficiency ratio from continuing operations was 115.1 percent in 2012 compared to 80.0 percent in 2011. Our efficiency ratio
in 2012 and 2011 was impacted by the change in the fair value of our own debt and related derivatives for which we have elected
fair value option accounting. Also impacting the efficiency ratio in 2012 was the gain from the sale of certain non-strategic retail
branches to First Niagara as well as an expense related to certain regulatory matters and, in 2011, the impairment of certain software
development costs and the impairment of leasehold improvements associated with branch closure activity as discussed above.
Excluding the impact of these and other non-recurring items as discussed above, our efficiency ratio improved to 83.0 percent in
2012 compared to 84.9 percent in 2011 as the decline in operating expenses outpaced the decline in net interest income and other
revenue in total. While operating expenses adjusted for the items discussed above declined in 2012, driven by the impact of our
retail branch divestitures and cost mitigation efforts, they continue to reflect elevated levels of compliance costs.

Our effective tax rate was (37.1) percent for 2012 compared to 33.3 percent in 2011. The effective tax rate in 2012 was primarily
impacted by non-deductible expense related to certain regulatory matters and non-deductible goodwill related to the branches sold
to First Niagara as well as the state tax expense on these items, an increase in state tax reserves related to a 2011 state court decision
and foreign (U.K.) tax expense for which no foreign tax credits are allowed.

2011 vs. 2010 Income from continuing operations declined significantly in 2011 compared to 2010 due to lower net interest
income and higher operating expenses, partially offset by higher other revenues and a lower provision for credit losses.

Other revenues improved during 2011, driven by significantly higher gains on the fair value of our own debt and related derivatives
for which we elected fair value option. Other revenues during 2011 and 2010 also includes several non-recurring items as presented
in the table above. Excluding the impact of all these items, other revenue decreased by $42 million in 2011 compared to 2010 due
primarily to lower trading revenue, lower other fees and commissions and lower other income, partially offset by higher mortgage
banking revenue, higher affiliate income, higher securities gains and lower other-than-temporary impairment losses. The decrease
in trading revenue reflects increased market volatility in the second half of 2011, leading to unfavorable credit spread movements
which impacted the performance of our legacy global markets businesses, partially offset by an increase in foreign exchange,
precious metals and rates revenue. Lower other fees and commissions was driven largely by lower refund anticipation loan fees
as we did not offer this product in 2011. The decrease in other income reflects lower miscellaneous income. The increase in
mortgage banking revenue reflects lower loss provisions for loan repurchase obligations associated with loans previously sold
while the higher affiliate income was driven by higher fees and commissions earned from HSBC Finance largely due to the transfer
of certain real estate default servicing employees in July 2010 as well as higher fees and commissions earned from HSBC Markets
(USA) Inc. Securities gains were higher due to increased security sales. Lower other-than-temporary impairment losses reflected
continued overall improvement in economic conditions.

Net interest income was $2.4 billion in 2011 compared to $2.6 billion in 2010. The decrease reflects the impact of lower average
loan balances and rates earned on these balances, partially offset by the benefit from a lower cost of funds on our outstanding debt,
including lower overall average rates on deposits. These decreases were partially offset by higher interest income on securities

41



HSBC USA Inc.

driven by higher average balances which was partially offset by lower average rates. Also contributing to the decrease was an
increase in interest expense of $94 million relating to interest on estimated tax exposures including changes in estimated tax
exposure as well as changes to the rate used to calculate interest on certain tax exposures.

Our provision for credit losses was $258 million in 2011 compared to a credit loss provision of $34 million in 2010. The increase
was driven by a higher provision for credit losses in our residential mortgage and commercial loan portfolios. While residential
mortgage loan credit quality continues to improve as delinquency and charge-off levels continue to decline compared to 2010, the
prior year reflects reserve releases due to an improving credit outlook which did not occur again in 2011. Our provision for credit
losses for commercial loans increased in 2011, driven by a $41 million specific provision associated with a corporate lending
relationship and a specific provision associated with the downgrade of an individual commercial real estate loan partially offset
by reserve reductions on troubled debt restructures in commercial real estate and middle market enterprises and lower commercial
real estate and business banking charge-offs. In addition, while our commercial loan provision in 2011 and 2010 reflects managed
reductions in certain exposures and improvements in the financial circumstances of several customer relationships which led to
credit upgrades on certain problem credits and lower levels of criticized assets and in 2010 nonperforming loans, the impact on
provision was much more pronounced in 2010.

Operating expenses totaled $3.8 billion during 2011, an increase of 13 percent compared to 2010. The increase was driven by
increased compliance costs, increased occupancy costs and increased salaries and employee benefits associated with the transfer
of certain employees of HSBC Finance to our default mortgage loan servicing department in July 2010 (for which the cost is offset
in other revenues) as well as the impairment of certain previously capitalized software development costs which were no longer
realizable as a result of decisions made to cancel certain projects totaling $110 million. Occupancy expense in 2011 includes $21
million associated with the write-off of leasehold improvements and lease abandonment costs driven by the decision to consolidate
certain branch offices in Connecticut and New Jersey. Also contributing to the increase in 2011 was a provision for interchange
litigation as well as estimated costs associated with penalties related to foreclosure delays involving loans serviced for the GSEs
and other third parties and an expense accrual related to mortgage servicing matters which collectively totaled $123 million. These
increases were partially offset by lower servicing fees paid to HSBC Finance due to lower levels of receivables being serviced
and lower tax refund anticipation loan expenses as such products were no longer offered in 2011. Compliance related costs were
a significant component of our cost base in 2011 increasing to $295 million in 2011 from $104 million in 2010.

Our efficiency ratio from continuing operations was 80.0 percent during 2011 compared to 69.1 percent during 2010. Our efficiency
ratio during 2011 and 2010 was impacted by the change in the fair value of our debt for which we have elected fair value option
accounting. Additionally, 2011 operating expenses were impacted by higher compliance costs and certain non-recurring items as
discussed above. The deterioration in the efficiency ratio in 2011 reflects these higher operating expenses, while total revenues
declined.

Our effective tax rate was 33.3 percent for 2011 compared to 30.4 percent for 2010. The effective tax rate in 2011 was primarily
impacted by a release of valuation allowance previously established on foreign tax credits, increase in tax reserves related to a
2011 state court decision and accrued foreign tax expense related to Brazilian withholding taxes which reversed in 2012.

Loans Loans, excluding loans held for sale, were $63.3 billion at December 31, 2012 compared to $51.9 billion at December 31,
2011. The increase in loans as compared to December 31, 2011 was driven by an increase in commercial loans of $10.5 billion
due to new business activity, particularly in global banking, including a $3.7 billion increase in affiliate loans, as well as in business
banking and middle market enterprises, reflecting growth associated with our business expansion strategy, partially offset by
paydowns and managed reductions in certain exposures. Consumer loans also increased, driven by higher levels of residential
mortgage loans largely associated with originations targeted at our Premier customer relationships. We continue to sell a substantial
portion of new mortgage loan originations to government sponsored enterprises. See “Balance Sheet Review” for a more detailed
discussion of the changes in loan balances.

Credit Performance Our allowance for credit losses as a percentage of total loans decreased to 1.02 percent at December 31,2012
as compared to 1.43 percent at December 31, 2011. The decrease in our allowance ratio reflects a lower allowance for credit losses
in our commercial portfolio due to reductions in certain loan exposures including the charge-off of certain specific global banking
client relationships, continued improvements in economic conditions and significantly higher outstanding loan balances due to
growth. This was partially offset by higher allowance for credit losses in our consumer portfolio driven by an incremental provision
of $75 million in the fourth quarter of 2012 due to enhancements to our estimation process for loss emergence. See "Credit Quality"
for a more detailed discussion of this change.

Our consumer two-months-and-over contractual delinquency as a percentage of loans and loans held for sale (“delinquency ratio”)
increased to 6.92 percent at December 31, 2012 as compared to 6.01 percent at December 31, 2011 largely due to higher dollars
of delinquency driven by an increase in late stage delinquency due to our earlier decision to temporarily suspend our foreclosure
activities. See “Credit Quality” for a more detailed discussion of the increase in our delinquency ratios.
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Net charge-offs as a percentage of average loans (“net charge-off ratio”) increased 4 basis points compared to the prior year due
mainly to higher global banking commercial loan charge-offs and the impact of a partial recovery of a previously charged-off loan
related to a single client relationship in the prior year, while our consumer loan net charge-off dollars and ratio declined modestly,
reflecting the impact of increased charge-offs associated with residential mortgage loans discharged under Chapter 7 bankruptcy
and not re-affirmed. See “Credit Quality” for a more detailed discussion of our trends in net charge-off.

Funding and Capital Capital amounts and ratios are calculated in accordance with current banking regulations. Our Tier 1 capital
ratio was 13.61 percent and 12.74 percent at December 31, 2012 and 2011, respectively. Our capital levels remain well above
levels established by current banking regulations as “well capitalized”.

Issuances of long-term debt during 2012 included $3.7 billion of medium term notes, of which $299 million was issued by HSBC
Bank USA, and $3.8 billion of senior notes.

In December 2012, we exercised our option to call $309 million of debentures previously issued by HUSI to HSBC USA Capital
Trust VII (the "Trust") at the contractual call price of 103.925 percent which resulted in a net loss on extinguishment of approximately
$12 million. The Trust used the proceeds to redeem the trust preferred securities previously issued to an affiliate. Under the
proposed Basel III capital requirements, the trust preferred securities would have no longer qualified as Tier I capital. We
subsequently issued one share of common stock to our parent, HNAI for a capital contribution of $312 million.

Future Prospects Our operations are dependent upon our ability to attract and retain deposits and, to a lesser extent, access to the
global capital markets. Numerous factors, both internal and external, may impact our access to, and the costs associated with, both
sources of funding. These factors may include our debt ratings, overall economic conditions, overall market volatility, the
counterparty credit limits of investors to the HSBC Group and the effectiveness of our management of credit risks inherent in our
customer base.

Our results are also impacted by general economic conditions, including unemployment, housing market conditions, property
valuations, interest rates and legislative and regulatory changes, all of which are beyond our control. Changes in interest rates
generally affect both the rates we charge to our customers and the rates we pay on our borrowings. The primary risks to achieving
our profitability goals in 2013 are largely dependent upon macro-economic conditions which include a low interest rate environment,
a housing market which is slow to recover, high unemployment rates, a slow pace of economic growth, debt and capital market
volatility and our ability to attract and retain loans and deposits from customers, all of which could impact trading and other
revenue, net interest income, loan volume, charge-offs and ultimately our results of operations.

Basis of Reporting

Our consolidated financial statements are prepared in accordance with accounting principles generally accepted in the United
States (“U.S. GAAP”). Unless noted, the discussion of our financial condition and results of operations included in MD&A are
presented on a continuing operations basis of reporting. Certain reclassifications have been made to prior year amounts to conform
to the current year presentation.

In addition to the U.S. GAAP financial results reported in our consolidated financial statements, MD&A includes reference to the
following information which is presented on a non-U.S. GAAP basis:

International Financial Reporting Standards (“/FRSs”) Because HSBC reports financial information in accordance with IFRSs
and IFRSs operating results are used in measuring and rewarding performance of employees, our management also separately
monitors net income under IFRSs (a non-U.S. GAAP financial measure). The following table reconciles our net income on a
U.S. GAAP basis to net income on an IFRSs basis.
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Year Ended December 31, 2012 2011 2010
(in millions)
Net income (108S) — U.S. GAAP DASIS .....eevieviiiiciieiictiere ettt ea et ess e re s eeeenns $ (1,045 $ 1,018 $ 1,564
Adjustments, net of tax:
IFRS reclassification of fair value measured financial assets during 2008........................... (69) 1 (102)
SECUTTEIES. ...t ettt eetee ettt ettt e et et e e eteeeteeeaeeeteeeaeeeaeeeteeeseeeaveeesseeaseeeteeeseeeseseseenseeenrens A3) 13 82
DICIIVALIVES ...ttt eiieeiieeiee ettt e et e e et e e bt e e beeteeesbeeseessbe e seaesseessseasseensaesssaanseessseenssansseenses 5 8 11
LoAn IMPAITIMENL......cviiiieiieeietieiesteetesteete st eaesseeseseeebeeseesseesseseessesseensesseensesssensesssensessnens 69 1) 5
S (0] 03 1 2O TSP TRSRRR as) (23) 28
PONSION COSES...ouuiiiiieiiiiiieiieeitte ettt e et e st e et e e bt e eebe e teesebe e seeesseeseeesseensaessseanseessseenssansseenses 7 22 77
Purchased 10an portfolios ...........ceviecierierieiieie sttt s sseennens — (49) (53)
Transfer of credit card receivables to held for sale and subsequent sale...........c.cceevenennenn. (€1)) — —
Gain on Sale Of BranChes. .......ccviiiiiiiicii et 92
Liti@ation ACCIUAL.....c.eiieiieiieiieiest ettt sttt et e e esa et e ensesseensesseensesaeensesssensensnens ) 22 —
Gain on sale of auto fiNANCE LOANS ...........ccuiiuiiiiiieiecieteeeete et — — 26
(0 111 TS (RSP TRURTRR 11 3 6
Net income (1088) — IFRSS DASIS ...cveeieriieieeiieieeiieieeiee et (983) 1,014 1,644
Tax expense (benefit) — IFRSS DASIS.......cccviiieriiiieiiiieie ettt 411 575 792
Profit (Ioss) before tax — IFRSS DASIS.......cc.coieviiiieiiiieiecieeiecte ettt $ (72) $§ 1,589 $§ 2,436

A summary of the significant differences between U.S. GAAP and IFRSs as they impact our results are presented below:

IFRS reclassification of fair value measured financial assets during 2008 - Certain securities were reclassified from “trading assets”
to “loans and receivables” under IFRSs as of July 1, 2008 pursuant to an amendment to IAS 39, “Financial Instruments: Recognition
and Measurement” (“IAS 39”), and are no longer marked to market under IFRSs. In November 2008, additional securities were
similarly transferred to loans and receivables. These securities continue to be classified as “trading assets” under U.S. GAAP.

Additionally, certain Leverage Acquisition Finance (“LAF”) loans were classified as “Trading Assets” for IFRSs and to be
consistent, an irrevocable fair value option was elected on these loans under U.S. GAAP on January 1, 2008. These loans were
reclassified to “loans and advances” as of July 1, 2008 pursuant to the IAS 39 amendment discussed above. Under U.S. GAAP,
these loans are classified as “held for sale” and carried at fair value due to the irrevocable nature of the fair value option.

Securities - Under U.S. GAAP, the credit loss component of an other-than-temporary impairment of a debt security is recognized
in earnings while the remaining portion of the impairment loss is recognized in accumulated other comprehensive income (loss)
provided we have concluded we do not intend to sell the security and it is more-likely-than-not that we will not have to sell the
security prior to recovery. Under IFRSs, there is no bifurcation of other-than-temporary impairment and the entire amount is
recognized in earnings. Also under IFRSs, recoveries in other-than-temporary impairment related to improvement in the underlying
credit characteristics of the investment are recognized immediately in earnings while under U.S. GAAP, they are amortized to
income over the remaining life of the security. There are also less significant differences in measuring impairment under IFRSs
versus U.S. GAAP.

Under IFRSs, securities include HSBC shares held for stock plans at fair value. These shares held for stock plans are measured at
fair value through other comprehensive income. If it is determined these shares have become impaired, the unrealized loss in
accumulated other comprehensive income is reclassified to profit or loss. There is no similar requirement under U.S. GAAP.

Derivatives - Effective January 1, 2008, U.S. GAAP removed the observability requirement of valuation inputs to allow up-front
recognition of the difference between transaction price and fair value in the consolidated statement of income (loss). Under IFRSs,
recognition is permissible only if the inputs used in calculating fair value are based on observable inputs. If the inputs are not
observable, profit and loss is deferred and is recognized (1) over the period of contract, (2) when the data becomes observable, or
(3) when the contract is settled.

Loan impairment - IFRSs requires a discounted cash flow methodology for estimating impairment on pools of homogeneous
customer loans which requires the discounting of cash flows including recovery estimates at the original effective interest rate of
the pool of customer loans. The amount of impairment relating to the discounting of future cash flows unwinds with the passage
of time, and is recognized in interest income. Also under IFRSs, if the recognition of a write-down to fair value on secure loans
decreases because collateral values have improved and the improvement can be related objectively to an event occurring after
recognition of the write-down, such write-down is reversed, which is not permitted under U.S. GAAP. Additionally under IFRSs,
future recoveries on charged-off loans or loans written down to fair value less cost to obtain title and sell are accrued for on a
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discounted basis and a recovery asset is recorded. Subsequent recoveries are recorded to earnings under U.S. GAAP, but are
adjusted against the recovery asset under IFRSs. Under IFRSs, interest on impaired loans is recorded at the effective interest rate
on the customer loan balance net of impairment allowances, and therefore reflects the collectibility of the loans.

For loans collectively evaluated for impairment under U.S. GAAP, bank industry practice which we adopted in the fourth quarter
of 2012 generally results in a loss emergence period for these loans using a roll rate migration analysis which results in 12 months
of losses in our allowance for credit losses. Under IFRSs, we completed a review in the fourth quarter of 2012 which concluded
that the estimated average period of time from current status to write-off for loans collectively evaluated for impairment using a
roll rate migration analysis was 10 months (previously a period of 7 months was used) which was also adopted in the fourth quarter
of 2012.

Property - The sale of our 452 Fifth Avenue property, including the 1 W. 39th Street building in April 2010, resulted in the
recognition of a gain under IFRSs while under U.S. GAAP, such gain is deferred and recognized over eight years due to our
continuing involvement.

Pension costs - Pension expense under U.S. GAAP is generally higher than under IFRSs as a result of the amortization of the
amount by which actuarial losses exceeded the higher of 10 percent of the projected benefit obligation or fair value of the plan
assets (the “corridor”). In 2012, amounts include a higher pension curtailment benefit under US GAAP as a result of the decision
in the third quarter to cease all future benefit accruals under the Cash Balance formula of the HSBC North America Pension Plan
and freeze the plan effective January 1, 2013. In 2011, amounts reflect a pension curtailment gain relating to the branch sales as
under IFRSs recognition occurs when “demonstrably committed to the transaction” as compared to U.S. GAAP when recognition
occurs when the transaction is completed. Furthermore, in 2010, changes to future accruals for legacy participants under the HSBC
North America Pension Plan were accounted for as a plan curtailment under IFRSs, which resulted in immediate income recognition.
Under U.S. GAAP, these changes were considered to be a negative plan amendment which resulted in no immediate income
recognition.

Purchased loan portfolios - Under U.S. GAAP, purchased loans for which there has been evidence of credit deterioration at the
time of acquisition are recorded at an amount based on the net cash flows expected to be collected. This generally results in only
a portion of the loans in the acquired portfolio being recorded at fair value. Under IFRSs, the entire purchased portfolio is recorded
at fair value upon acquisition. When recording purchased loans at fair value, the difference between all estimated future cash
collections and the purchase price paid is recognized into income using the effective interest method. An allowance for loan loss
is not established unless the original estimate of expected future cash collections declines.

Transfer of credit card receivables to held for sale and subsequent sale - For receivables transferred to held for sale subsequent
to origination, IFRSs requires these receivables to be reported separately on the balance sheet when certain criteria are met which
are generally more stringent than those under U.S. GAAP, but does not change the recognition and measurement criteria.
Accordingly for IFRSs purposes, such loans continue to be accounted for in accordance with IAS 39, with any gain or loss
recognized at the time of sale. U.S. GAAP requires loans that meet the held for sale classification requirements be transferred to
a held for sale category at the lower of amortized cost or fair value. As a result, any loss is recorded prior to sale.

Gain on sale of branches - Under U.S. GAAP, the amount of goodwill allocated to the retail branch disposal group is higher as
goodwill amortization ceased under U.S. GAAP in 2002 while under IFRS, goodwill was amortized until 2005. This resulted in
a lower gain under U.S. GAAP.

Litigation accrual - Under U.S. GAAP, litigation accruals are recorded when it is probable a liability has been incurred and the
amount is reasonably estimable. Under IFRSs, a present obligation must exist for an accrual to be recorded. In certain cases, this
creates differences in the timing of accrual recognition between IFRSs and U.S. GAAP.

Gain on sale of auto finance loans — The differences in the gain on sale of the auto finance loans primarily reflects differences
in the basis of the purchased loans sold between IFRSs and U.S. GAAP as well as differences in loan impairment provisioning
as discussed above. The combination of these differences resulted in a higher gain under IFRSs.

Other - Other includes the net impact of certain adjustments which represent differences between U.S. GAAP and IFRSs that were
not individually material, including deferred loan origination costs and fees, interest recognition, restructuring costs, depreciation
expense, share based payments, precious metals and loans held for sale.
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Critical Accounting Policies and Estimates

Our consolidated financial statements are prepared in accordance with accounting standards generally accepted in the United
States. We believe our policies are appropriate and fairly present the financial position and results of operations of HSBC USA
Inc.

The significant accounting policies used in the preparation of our consolidated financial statements are more fully described in
Note 2, “Summary of Significant Accounting Policies and New Accounting Pronouncements,” to the accompanying consolidated
financial statements. Certain critical accounting policies affecting the reported amounts of assets, liabilities, revenues and expenses,
are complex and involve significant judgments by our management, including the use of estimates and assumptions. As a result,
changes in estimates, assumptions or operational policies could significantly affect our financial position and our results of
operations. We base our accounting estimates on historical experience, observable market data, inputs derived from or corroborated
by observable market data by correlation or other means and on various other assumptions that we believe to be appropriate,
including assumptions based on unobservable inputs. To the extent we use models to assist us in measuring the fair value of
particular assets or liabilities, we strive to use models that are consistent with those used by other market participants. Actual results
may differ from these estimates due to the levels of subjectivity and judgment necessary to account for highly uncertain matters
or the susceptibility of such matters to change. The impact of estimates and assumptions on the financial condition or operating
performance may be material.

Of the significant accounting policies used in the preparation of our consolidated financial statements, the items discussed below
involve what we have identified as critical accounting estimates based on the associated degree of judgment and complexity. Our
management has reviewed these critical accounting policies as well as the associated estimates, assumptions and accompanying
disclosure with the Audit Committee of our Board of Directors.

Allowance for Credit Losses Because we lend money to others, we are exposed to the risk that borrowers may not repay amounts
owed when they become contractually due. Consequently, we maintain an allowance for credit losses that reflect our estimate of
probable incurred losses in the existing loan portfolio. The allowance for credit losses is set in consultation with the Finance and
Risk Departments. Estimates are reviewed periodically and adjustments to the allowance for credit losses are reflected through
the provision for credit losses in the period they become known. We believe the accounting estimate relating to the allowance for
credit losses is a “critical accounting estimate” for the following reasons:

*  Changes in the provision can materially affect our financial results;

»  Estimates related to the allowance for credit losses require us to project future delinquency and charge offs, which are
highly uncertain; and

*  The allowance for credit losses is influenced by factors outside of our control such as customer payment patterns, economic
conditions such as national and local trends in housing markets, interest rates, unemployment, bankruptcy trends and the
effects of laws and regulations.

Because our estimates of the allowance for credit losses involves judgment and is influenced by factors outside of our control,
there is uncertainty inherent in these estimates, making it reasonably possible such estimates could change. Our estimate of probable
incurred credit losses is inherently uncertain because it is highly sensitive to changes in economic conditions which influence
growth, portfolio seasoning, bankruptcy trends, trends in housing markets, delinquency rates and the flow of loans through various
stages of delinquency, the realizability of any collateral and actual loss experience. Changes in such estimates could significantly
impact our allowance and provision for credit losses.

As an illustration of the effect of changes in estimates related to the allowance for credit losses a 10 percent change in our projection
of probable net credit losses on our loans would have resulted in a change of approximately $65 million in our allowance for credit
losses at December 31, 2012.

Our allowance for credit losses is based on estimates and is intended to be adequate but not excessive. The allowance for credit
losses is regularly assessed for adequacy through a detailed review of the loan portfolio. The allowance is comprised of two balance
sheet components:

e The allowance for credit losses, which is carried as a reduction to loans on the balance sheet, includes reserves for inherent
probable credit losses associated with all loans outstanding; and

*  The reserve for off-balance sheet risk, which is recorded in other liabilities, includes probable and reasonably estimable
credit losses arising from off-balance sheet arrangements such as letters of credit and undrawn commitments to lend.

Both components include amounts calculated for specific individual loan balances and for collective loan portfolios depending on
the nature of the exposure and the manner in which risks inherent in that exposure are managed.
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*  Allcommercial loans thatexceed $500,000 are evaluated individually for impairment. When aloan is found to be “impaired,”
a specific reserve is calculated. Reserves against impaired loans, including consumer and commercial loans modified in
troubled debt restructurings, are determined primarily by an analysis of discounted expected cash flows with reference to
independent valuations of underlying loan collateral and considering secondary market prices for distressed debt where
appropriate.

*  Loans which are not individually evaluated for impairment and those evaluated and found not to be impaired are pooled
into homogeneous categories of loans and collectively evaluated to determine if it is deemed probable, based on historical
data and other environmental factors, that a loss has been incurred even though it has not yet been manifested itself in a
specific loan.

For consumer receivables and certain small business loans other than troubled debt restructurings, we utilize a roll rate migration
analysis that estimates the likelihood that a loan will progress through the various stages of delinquency, or buckets and ultimately
charge-off based upon recent performance experience of other receivables in our portfolio. This analysis considers delinquency
status, loss experience and severity and takes into account whether loans are in bankruptcy or have been subject to an account
management action. We also consider the expected loss severity based on the underlying collateral, if any, for the loan in the event
of default. In addition to roll rate reserves, we provide loss reserves on consumer receivables to reflect our judgment of portfolio
risk factors which may not be fully reflected in the roll rate statistics or historical trends that are not reflective of current inherent
losses in the loan portfolio. Portfolio risk factors considered in establishing the allowance for credit losses on consumer receivables
include growth, product mix and risk selection, bankruptcy trends, geographic concentrations, loan product features such as
adjustable rate loans, economic conditions such as national and local trends in unemployment, housing markets and interest rates,
portfolio seasoning, changes in underwriting practices, current levels of charge-offs and delinquencies, changes in laws and
regulations and other factors which can affect consumer payment patterns on outstanding receivables such as natural disasters. We
also consider key ratios such as allowance as a percentage of nonperforming loans and allowance as a percentage of net charge-
offs in developing our allowance estimates.

Reserves against loans modified in troubled debt restructurings are determined primarily by analysis of discounted expected cash
flows and may be based on independent valuation of the underlying collateral.

An advanced credit risk methodology is utilized to support the estimation of incurred losses inherent in pools of homogeneous
commercial loans and off-balance sheet risk. This methodology uses the probability of default from the customer risk rating assigned
to each counterparty, the “Loss Given Default” rating assigned to each transaction or facility based on the collateral securing the
transaction, and the measure of exposure based on the transaction. A suite of models, tools and templates is maintained using
quantitative and statistical techniques, which are combined with management's judgment to support the assessment of each
transaction. These were developed using internal data and supplemented with data from external sources which was judged to be
consistent with our internal credit standards. These advanced measures are applied to the homogeneous credit pools to estimate
the required allowance for credit losses.

The results from the commercial analysis, consumer roll rate analysis and the specific impairment reserving process are reviewed
each quarter by the Credit Reserve Committee. This committee also considers other observable factors, both internal and external
to us in the general economy, to ensure that the estimates provided by the various models adequately include all known information
at each reporting period. Loss reserves are maintained to reflect the committee's judgment of portfolio risk factors which may not
be fully reflected in statistical models. The Committee's judgment may also be used when they believe historical trends are not
reflective of current inherent incurred losses in the loan portfolio.

Our Risk and Finance departments independently assess and approve our allowance for credit losses.

Goodwill Impairment Goodwill is not subject to amortization but is tested for possible impairment at least annually or more
frequently if events or changes in circumstances indicate that the asset might be impaired. Impairment testing requires that the fair
value of each reporting unit be compared to its carrying amount, which is determined on the basis of capital invested in the unit
including attributable goodwill. We determine the invested capital of a reporting unit by applying to the unit's risk-weighted assets
a capital charge that is consistent with Basel II requirements. Significant and long-term changes in the applicable reporting unit's
industry and related economic conditions are considered to be primary indicators of potential impairment due to their impact on
expected future cash flows. In addition, shorter-term changes may impact the discount rate applied to such cash flows based on
changes in investor requirements or market uncertainties.

The impairment testing of our goodwill is a “critical accounting estimate” due to the significant judgment required in the use of
discounted cash flow models to determine fair value. Discounted cash flow models include such variables as revenue growth rates,
expense trends, interest rates and terminal values. Based on an evaluation of key data and market factors, management's judgment
is required to select the specific variables to be incorporated into the models. Additionally, the estimated fair value can be
significantly impacted by the risk adjusted cost of capital percentage used to discount future cash flows. The risk adjusted cost of
capital percentage is generally derived from an appropriate capital asset pricing model, which itself depends on a number of
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financial and economic variables which are established on the basis of that used by market participants which involves management's
judgment. Because our fair value estimate involves judgment and is influenced by factors outside our control, it is reasonably
possible such estimate could change. When management's judgment is that the anticipated cash flows have decreased and/or the
cost of capital percentage has increased, the effect will be a lower estimate of fair value. If the fair value of the reporting unit is
determined to be lower than the carrying amount, an impairment charge may be recorded and net income will be negatively
impacted.

Impairment testing of goodwill requires that the fair value of each reporting unit be compared to its carrying amount, including
goodwill. Reporting units were identified based upon an analysis of each of our individual operating segments. A reporting unit
is defined as an operating segment or any distinct, separately identifiable component one level below an operating segment for
which complete, discrete financial information is available that management regularly reviews. Goodwill was allocated to the
carrying amount of each reporting unit based on its relative fair value.

We have established July 1 of each year as the date for conducting our annual goodwill impairment assessment. We have decided
not to elect the option to apply a qualitative assessment to our goodwill impairment testing in 2012 and, therefore continue to
utilize a two-step process. The first step, used to identify potential impairment, involves comparing each reporting unit's fair value
to its carrying amount, including goodwill. If the fair value of a reporting unit exceeds its carrying amount, including allocated
goodwill, there is no indication of impairment and no further procedures are required. If the carrying amount including allocated
goodwill exceeds fair value, a second step is performed to quantify the impairment amount, if any. If the implied fair value of
goodwill as determined using the same methodology as used in a business combination is less than the carrying amount of goodwill,
an impairment charge is recorded for the excess. Any impairment charge recognized cannot exceed the amount of goodwill assigned
to a reporting unit. Subsequent reversals of goodwill impairment charges are not permitted. At July 1, 2012, the estimated fair
value of each reporting unit exceeded its carrying amount and, as such, none of our recorded goodwill was deemed to be impaired.

During the fourth quarter of 2012, we performed an interim impairment test of the goodwill associated with all of our reporting
units at December 31,2012. Interim impairment testing for Global Banking and Markets and Global Private Banking was conducted
based on the results of our annual impairment testing as of July 1, 2012, which indicated that the fair value of these reporting units
was not significantly in excess of carrying value. Interim impairment testing for Retail Banking and Wealth Management and
Commercial Banking was performed based on updates to our 5 year forecast. As a result of this testing, the fair value of all of our
reporting units continued to exceed their carrying values including goodwill. At December 31, 2012, the book value of our Global
Banking and Markets reporting unit including allocated goodwill of $612 million, was 95 percent of fair value. If we were to have
increased the discount rate by 68 basis points, fair value would have been equal to book value. For the remainder of our reporting
units, the book value of each reporting unit including allocated goodwill was 65 percent or less of fair value.

Our goodwill impairment testing is highly sensitive to certain assumptions and estimates used as discussed above. We continue
to perform periodic analyses of the risks and strategies of our business and product offerings. If a significant deterioration in
economic and credit conditions, a change in the strategy or performance of our business or product offerings, or an increase in the
capital requirements of our business occurs, the results of the annual goodwill impairment test in 2013 may indicate that goodwill
atone or more of our reporting units is impaired, in which case we would be required to recognize an impairment charge. Additionally,
a deterioration in the economic and credit conditions or a change in our strategy or performance of our business or product offerings
may require us to test goodwill for impairment, and potentially recognize an impairment charge, more frequently (i.e., in an interim
reporting period).

Valuation of Financial Instruments A substantial portion of our financial assets and liabilities are carried at fair value. These
include trading assets and liabilities, derivatives held for trading or used for hedging, securities available-for-sale and loans held
for sale. Furthermore, we have elected to measure specific assets and liabilities at fair value under the fair value option, including
commercial leveraged finance loans, structured deposits, structured notes, and certain own debt issuances. We manage groups of
derivative instruments with offsetting market or credit risks. We measure the fair value of each group of derivative instruments
based on the sale or transfer of the resultant net risk exposure.

Where available, we use quoted market prices to determine fair value. If quoted market prices are not available, fair value is
determined using internally developed valuation models based on inputs that are either directly observable or derived from and
corroborated by market data or obtained from reputable third-party vendors. These inputs include, but are not limited to, interest
rate yield curves, credit spreads, option volatilities, option adjusted spreads and currency rates. A significant portion of our assets
and liabilities reported at fair value are measured based on quoted market prices or observable independently-sourced market-
based inputs. Where neither quoted market prices nor observable market parameters are available, fair value is determined using
valuation models that feature one or more significant unobservable inputs based on management's expectation of the inputs that
market participants would use in determining the fair value of the asset or liability. These unobservable inputs must incorporate
market participants' assumptions about risks in the asset or liability and the risk premium required by market participants in order
to bear the risks. The determination of appropriate unobservable inputs requires exercise of management judgment.
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We estimate the counterparty credit risk for financial assets and own credit standing for financial liabilities (the “credit risk
adjustments”) in determining the fair value measurement. For derivative instruments, we calculate the credit risk adjustment by
applying the probability of default of the counterparty to the expected exposure, and multiplying the result by the expected loss
given default. We also take into consideration the risk mitigating factors including collateral agreements and master netting
arrangements in determining credit risk adjustments. We estimate the implied probability of default based on the credit spreads of
the specific counterparties observed in the credit default swap market. Where credit default spread of the specific counterparty is
not available, we use the credit default spread of specific proxy (e.g., the CDS spread of the parent). Where specific proxy credit
default swap is not available, we apply a blended approach based on a combination of credit default swap referencing to credit
names of similar credit standing in the same industry sector and the historical rating-based probability of default. During the fourth
quarter of 2012, we changed to use a market-implied probability of default in the determination of the credit risk adjustment to
reflect evolving market practices which reduced trading revenue by $47 million.

We review and update our fair value hierarchy classifications quarterly. Changes from one quarter to the next related to the
observability of the inputs into a fair value measurement may result in a reclassification between hierarchy levels. Level 3 assets
as a percentage of total assets measured at fair value were approximately 2.5 percent at December 31, 2012. Imprecision in
estimating unobservable market inputs can impact the amount of revenue, loss or changes in other comprehensive income recorded
for a particular financial instrument. Furthermore, while we believe our valuation methods are appropriate, the use of different
methodologies or assumptions to determine the fair value of certain financial assets and liabilities could result in a different estimate
of fair value at the reporting date. For a more detailed discussion of the determination of fair value for individual financial assets
and liabilities carried at fair value see “Fair Value” under Item 7, “Management's Discussion and Analysis of Financial Condition
and Results of Operations.”

The following is a description of the significant estimates used in the valuation of financial assets and liabilities for which quoted
market prices and observable market parameters are not available.

Complex derivatives held for trading - Fair value for the majority of our derivative instruments are based on internally
developed models that utilize independently sourced market parameters. For complex or long-dated derivative products where
market data is not available, fair value may be affected by the choice of valuation model and the underlying assumptions about
the timing of cash flows, credit spreads and liquidity of the product. The fair values of certain structured credit and structured
equity derivative products are sensitive to unobservable inputs such as default correlations and volatilities. These estimates
are susceptible to significant changes in future periods as market conditions evolve.

We may adjust certain fair value estimates to ensure that those estimates appropriately represent fair value. These adjustments,
which are applied consistently over time, are generally required to reflect factors such as market liquidity and counterparty
credit risk. Where relevant, a liquidity adjustment is applied to determine the measurement of an asset or a liability that is
required to be reported at fair value. Assessing the appropriate level of liquidity adjustment requires management judgment
and is often affected by, among other things, the level of liquidity for the product in the market and the cost to hedge, terminate
or unwind the transaction. In addition to credit risks and liquidity risks, other transaction specific factors such as the selection
of valuation models available, the range of unobservable model inputs and other model assumptions can affect fair value
estimates.

Loans held for sale - Certain residential mortgage whole loans, consumer receivables and commercial loans are classified as
held for sale and are accounted for at the lower of amortized cost or fair value. Where available, we measure held for sale
mortgage whole loans based on transaction prices of similar loan portfolios observed in the whole loan market with adjustments
made to reflect differences in collateral location, loan-to-value ratio, FICO scores, vintage year, default rates and other risk
characteristics. The fair value estimates of consumer receivables and commercial loans are determined primarily using the
discounted cash flow method with estimated inputs in prepayment rates, default rates, loss severity, and market rate of return.

Loans for which we elected the fair value option - We elected to measure certain commercial leveraged finance loans at fair
value under the fair value option provided by U.S. GAAP. To the extent available, fair value is determined based on observable
inputs such as market-based consensus pricing obtained from independent sources, relevant broker quotes or observed market
prices of instruments with similar characteristics. Where observable market parameters are not available, fair value is
determined based on contractual cash flows adjusted for estimates of prepayment rates, expected default rates, loss severity
discounted at management's estimate of the expected rate of return required by market participants. We also consider loan
specific risk mitigating factors such as the collateral arrangements in determining fair value estimate.

Structured deposits and structured notes - Certain hybrid instruments, primarily structured notes and structured certificates
of deposit, were elected to be measured at fair value in their entirety under the fair value option provided by U.S. GAAP. As
a result, derivative features embedded in those instruments are included in the fair value measurement of the instrument.
Depending on the complexity of the embedded derivative, the same elements of valuation uncertainty and adjustments described
in the derivative sections above would apply to hybrid instruments. Additionally, cash flows for the funded notes and deposits
are discounted at the appropriate rate for the applicable duration of the instrument adjusted for our own credit spreads. The
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credit spreads applied to these instruments are derived from the spreads at which institutions of similar credit standing would
be charged for issuing similar structured instruments as of the measurement date.

Long-term debt (own debt issuances) - Own debt issuances for which the fair value option has been elected are traded in the
OTC market. The fair value of our own debt issuances is determined based on the observed prices for the specific debt
instrument transacted in the secondary market. To the extent the inputs are observable, less judgment is required in determining
the fair value. In many cases, management can obtain quoted prices for identical or similar liabilities. However, the markets
may become inactive at various times where prices are not current or price quotations vary over time or among market makers.
In these situations, valuation estimates involve using inputs other than quoted prices to value both the interest rate component
and the own credit component of the debt. Changes in such estimates, and in particular the own credit component of the
valuation, can be volatile from period to period and may markedly impact the total mark-to-market on debt designated at fair
value recorded in our consolidated statement of income (loss).

Asset-backed securities - Asset-backed securities are classified as either available-for-sale or held for trading and are measured
at fair value. Where available, we use quoted market prices as the fair value measurement for asset-backed securities. In the
absence of quoted prices, fair value estimates are determined based on quotes from brokers and market makers for which
Finance performs procedures to independently validate the measurements. In addition, we also obtain fair value measurement
information from third party pricing vendors for which Finance assesses the valuation methodologies applied and validates
the inputs used by the vendors for reasonableness.

We have established a control framework designed to ensure that fair values are either determined or validated by a function
independent of the risk-taker. Controls over the valuation process are summarized in Item 7, “Management's Discussion and
Analysis of Financial Condition and Results of Operations” under the heading “Fair Value.”

Because the fair value of certain financial assets and liabilities are significantly impacted by the use of estimates, the use of
different assumptions can result in changes in the estimated fair value of those assets and liabilities, which can result in equity
and earnings volatility as follows:

*  Changes in the fair value of trading assets and liabilities (including derivatives held for trading) are recorded in current
period earnings;

+  Changes in the fair value of a derivative that has been designated and qualifies as a fair value hedge, along with the
changes in the fair value of the hedged asset or liability (including losses or gains on firm commitments), are recorded
in current period earnings;

+  Changes in the fair value of a derivative that has been designated and qualifies as a cash flow hedge are recorded in
other comprehensive income, net of tax, to the extent of its effectiveness, until earnings are impacted by the variability
of cash flows from the hedged item. Any ineffectiveness is recognized in current period earnings;

*  Changes in the fair value of securities available-for-sale are recorded in other comprehensive income;

*  Changes in the fair value of loans held for sale when their cost exceeds fair value are recorded in current period earnings;
and

*  Changes in the fair value of commercial leveraged finance loans, structured deposits, structured notes and long-term
debt that we have elected to measure at fair value under the fair value option are recorded in current period earnings.

Derivatives Held for Hedging Derivatives designated as qualified hedges are tested for hedge effectiveness. For these transactions,
assessments are made at the inception of the hedge and on a recurring basis, whether the derivative used in the hedging transaction
has been and is expected to continue to be highly effective in offsetting changes in fair values or cash flows of the hedged item.
This assessment is conducted using statistical regression analysis.

If we determine as a result of this assessment that a derivative is no longer a highly effective hedge, hedge accounting is discontinued
as of the quarter in which such determination was made. The assessment of the effectiveness of the derivatives used in hedging
transactions is considered to be a “critical accounting estimate” due to the use of statistical regression analysis in making this
determination. Similar to discounted cash flow modeling techniques, statistical regression analysis requires the use of estimates
regarding the amount and timing of future cash flows which are susceptible to significant changes in future periods based on
changes in market rates. Statistical regression analysis also involves the use of additional assumptions including the determination
of the period over which the analysis should occur as well as the selection of a convention for the treatment of credit spreads in
the analysis.

The outcome of the statistical regression analysis serves as the foundation for determining whether or not a derivative is highly
effective as a hedging instrument. This can result in earnings volatility as the mark-to-market on derivatives which do not qualify
as effective hedges and the ineffectiveness associated with qualifying hedges are recorded in current period earnings.
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Mortgage Servicing Rights We recognize retained rights to service mortgage loans as a separate and distinct asset at the time the
loans are sold. We initially value mortgage servicing rights (“MSRs”) at fair value at the time the related loans are sold and
subsequently measure MSRs at fair value at each reporting date with changes in fair value reflected in earnings in the period that
the changes occur. MSRs recorded on our balance sheet totaled $168 million and $220 million at December 31, 2012 and 2011,
respectively.

MSRs are subject to interest rate risk in that their fair value will fluctuate as a result of changes in the interest rate environment.
Fair value is determined based upon the application of valuation models and other inputs. The valuation models 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 estimate of fair value is considered to be a “critical accounting estimate”
because the assumptions used in the valuation models involve a high degree of subjectivity that is dependent upon future interest
rate movements. The reasonableness of these pricing models is validated on a quarterly basis by reference to external independent
broker valuations and industry surveys.

Because the fair values of MSRs are significantly impacted by the use of estimates, the use of different estimates can result in
changes in the estimated fair values of those MSRs, which can result in equity and earnings volatility because such changes are
reported in current period earnings.

Deferred Tax Asset Valuation Allowance We recognize deferred tax assets and liabilities for the future tax consequences related
to differences between the financial statement carrying amounts of existing assets and liabilities and their respective tax bases and
for tax credits and state net operating losses. Our deferred tax assets, net of valuation allowances, totaled $1.7 billion and $1.8
billion as of December 31,2012 and 2011, respectively. We evaluate our deferred tax assets for recoverability considering negative
and positive evidence, including our historical financial performance, projections of future taxable income, future reversals of
existing taxable temporary differences and any carryback availability. We are required to establish a valuation allowance for
deferred tax assets and record a charge to earnings or shareholders' equity if we determine, based on available evidence at the time
the determination is made, that it is more likely than not that some portion or all of the deferred tax assets will not be realized. In
evaluating the need for a valuation allowance, we estimate future taxable income based on management approved business plans,
future capital requirements and ongoing tax planning strategies, including capital support from HSBC necessary as part of such
plans and strategies. This process involves significant management judgment about assumptions that are subject to change from
period to period. Because the recognition of deferred tax assets requires management to make significant judgments about future
earnings, the periods in which items will impact taxable income and the application of inherently complex tax laws, we have
identified the assessment of deferred tax assets and the need for any related valuation allowance as a critical accounting estimate.

Our analysis of the realizability of deferred tax assets considers any future taxable income expected from operations but relies to
a greater extent on continued liquidity and capital support from our parent, HSBC, including tax planning strategies implemented
in relation to such support. We are included in HSBC North America's consolidated U.S. Federal income tax return and in certain
combined state tax returns. We have entered into tax allocation agreements with HSBC North America and its subsidiary entities
included in the consolidated return which govern the current amount of taxes to be paid or received by the various entities and,
therefore, we look at HSBC North America and its affiliates, together with the tax planning strategies identified, in reaching
conclusions on recoverability. Absent capital support from HSBC and implementation of the related tax planning strategies, we
would record a valuation allowance against our deferred tax assets.

The use of different assumptions of future earnings, the periods in which items will impact taxable income and the application of
inherently complex tax laws can result in changes in the amounts of deferred tax items recognized, which can result in equity and
earnings volatility because such changes are reported in current period earnings. Furthermore, if future events differ from our
current forecasts, valuation allowances may need to be established or adjusted, which could have a material adverse effect on our
results of operations, financial condition and capital position. We will continue to update our assumptions and forecasts of future
taxable income and assess the need and adequacy of any valuation allowance.

Our interpretations of tax laws are subject to examination by the Internal Revenue Service and state taxing authorities. Resolution
of disputes over interpretations of tax laws may result in us being assessed additional income taxes. We regularly review whether
we may be assessed such additional income taxes and recognize liabilities for such potential future tax obligations as appropriate.

Additional detail on our assumptions with respect to the judgments made in evaluating the realizability of our deferred tax assets
and on the components of our deferred tax assets and deferred tax liabilities as of December 31, 2012 and 2011 can be found in
Note 19, “Income Taxes,” in the accompanying consolidated financial statements.

Contingent Liabilities Both we and certain of our subsidiaries are parties to various legal proceedings resulting from ordinary
business activities relating to our current and/or former operations. These actions include assertions concerning violations of laws
and/or unfair treatment of consumers. We have also been subject to various governmental and regulatory proceedings.

We estimate and provide for potential losses that may arise out of litigation and regulatory proceedings to the extent that such
losses are probable and can be reasonably estimated. Significant judgment is required in making these estimates and our final
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liabilities may ultimately be materially different from those estimates. Our total estimated liability in respect of litigation and
regulatory proceedings is determined on a case-by-case basis and represents an estimate of probable losses after considering,
among other factors, the progress of each case or proceeding, our experience and the experience of others in similar cases or
proceedings and the opinions and views of legal counsel.

Litigation and regulatory exposure represents a key area of judgment and is subject to uncertainty and certain factors outside of
our control. Due to the inherent uncertainties and other factors involved in such matters, we cannot be certain that we will ultimately
prevail in each instance. Such uncertainties impact our ability to determine whether it is probable that a liability exists and whether
the amount can be reasonably estimated. Also, as the ultimate resolution of these proceedings is influenced by factors that are
outside of our control, it is reasonably possible our estimated liability under these proceedings may change. We will continue to
update our accruals for these legal, governmental and regulatory proceedings as facts and circumstances change. See Note 30,
“Litigation and Regulatory Matters” in the accompanying consolidated financial statements.

Balance Sheet Review

We utilize deposits and borrowings from various sources to provide liquidity, fund balance sheet growth, meet cash and capital
needs, and fund investments in subsidiaries. Balance sheet totals at December 31,2012 and increases (decreases) over prior periods
are summarized in the table below:

Increase (Decrease) From

December 31, December 31,

2011 2010
December 31,
2012 Amount % Amount %
(dollars are in millions)
Period end assets:

Short-term inVeStmMents. ..........ccocveveeereeieeireerierenne $ 17,787 § (12,392) “41.D)% $ (227) (1.3)%
LOANS, NEL .oviivieiieieieieeeeeeee ettt 62,611 11,487 22.5 13,654 27.9
Loans held for sale.........cccocvrievienieniinieneeiesieeeene 1,018 (2,652) (72.3) (1,372) (57.4)
Trading aSSets ....ccueervereieniieieieeieeeee e 35,995 (2,805) (7.2) 3,593 11.1
SECUTTLIES ..vvvviviieeiieieieiet ettt et ere s seebe e 69,336 14,020 253 20,623 423
Other @SSELS......evveruerienieieieieeeeeere e 9,820 (21,371) (68.5) (23,517) (70.5)

$ 196,567 $§ (13,713) (6.5)% § 12,754 6.9 %

Funding sources:

Total dePOSItS......ccvivvevieieierierieieeeee e $ 117,671 $§ (22,058) (15.8)% $  (2,947) 2.4)%
Trading liabilities........cccceoerieieiriiieecee e 19,820 5,634 39.7 9,292 88.3
Short-term DOIrrOWINgGS........cccveverveereereieereeieeeeeenne 14,933 (1,076) (6.7) (254) (1.7)
All other liabilities ........ccceceeeririninininirereseee 4,562 (583) (11.3) 895 24.4
Long-term debt.........cccooeieieiieiiiieeeeese e 21,745 5,036 30.1 4,665 27.3
Shareholders’ equity ......c.ccoeeveveevererrerinenenenenrenene 17,836 (666) (3.6) 1,103 6.6

$ 196,567 $ (13,713) 6.5)% § 12,754 6.9 %

Short-Term Investments Short-term investments include cash and due from banks, interest bearing deposits with banks, federal
funds sold and securities purchased under resale agreements. Balances will fluctuate from year to year depending upon our liquidity
position at the time. Overall balances decreased in 2012 as a result of our redeployment of excess liquidity into higher yielding
high quality securities.
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Loans, Net Loan balances at December 31, 2012, and increases (decreases) over prior periods are summarized in the table below:

Increase (Decrease) From

December 31, December 31,
2011 2010
December 31,
2012 Amount % Amount %
(dollars are in millions)

Commercial loans:

Construction and other real estate.............ccccuveeeen.e. $ 8,457 $ 597 7.6% $ 229 2.8%

Business banking and middle market enterprises..... 12,608 2,383 23.3 4,663 58.7

Global banking™ ............coovoveoeeeeeceeeeeeeeeeeeeeee 20,009 7,351 58.1 9,264 86.2

Other commercial 10ans............ccocveeveriiecienieeenene. 3,076 170 5.8 9) (.3)

Total commercial 10ans.........ccccvveviveviveeieiiiieeeeen, 44,150 10,501 31.2 14,147 47.2
Consumer loans:

Residential mortgages, excluding home equity

INOTEZAZES ..evovenerineereierereetertenesteneeteeeseeeeeeeseeenes 15,371 1,258 8.9 1,674 12.2

Home equity mortgages ..........ceceevveeverreeeenieeeennenne 2,324 (239) 9.3) (1,496) (39.2)

Total residential mortgages..........cceceeveeeeneeeennnnne. 17,695 1,019 6.1 178 1.0

Credit Card.......coovevieeieieeieeeee e 815 (13) (1.6) (435) (34.8)

Other CONSUMET .....cooueivieiiniieieniieieeeteie e 598 (116) (16.2) (441 (42.4)

Total consumer 10ans ...........ccceeveeeviereesveesieeeeeenne 19,108 890 4.9 (698) (3.5
Total 10aNS ....cveeieiieiieiieieeeee e 63,258 11,391 22.0 13,449 27.0
Allowance for credit [0SS€S ........coevivieiniiiiciriinne, 647 (96) (12.9) (205) (24.1)
L0oans, NEt .....ccveeeieieeieiieeeeeee e $ 62,611 § 11,487 22.5% $ 13,654 27.9%

(1) Represents large multinational firms including globally focused U.S. corporate and financial institutions and USD lending to selected high quality Latin
American and other multinational customers managed by HSBC on a global basis.

Commercial loan balances increased compared to both December 31, 2011 and 2010 driven by new business activity, particularly
in global banking, including a $3.7 billion increase in affiliate loans, as well as in business banking and middle market enterprises,
reflecting growth associated with our business expansion strategy. This growth was strongest in the energy, chemicals and
transportation sectors. These increases were partially offset by paydowns and managed reductions in certain exposures. In addition,
commercial loan balances at December 31, 2010 reflect $1.2 billion of loans relating to the Bryant Park commercial paper conduit
which we deconsolidated in March, 2011, as well as loan balances that were transferred to held for sale during 2011, which totaled
$521 million at December 31, 2011, as part of our agreement to sell certain retail branches and related loans to First Niagara.

Residential mortgage loans increased since December 31, 2011 and 2010 primarily due to increases to the portfolio associated
with originations targeted at our Premier customer relationships and the transfer in the first quarter of 2012 of $140 million of
FHA/VA loans from held for sale that were no longer part of the loan sale to First Niagara. As a result of balance sheet initiatives
to manage interest rate risk and improve the structural liquidity of HSBC Bank USA, we continue to sell a substantial portion of
our new residential loan originations through the secondary markets. Residential mortgage loans in 2010 include residential
mortgage loans transferred to loans held for sale in 2011, which totaled $1.4 billion at December 31, 2011, as a result of our
previously discussed agreement to sell certain retail branches and related loans to First Niagara.

Over the past several years, real estate markets in a large portion of the United States have been affected by stagnation or declines
in property values and in many cases, the loan-to-value (“LTV”’) ratios for our mortgage loan portfolio has declined since origination.
Refreshed loan-to-value ratios for our mortgage loan portfolio, excluding subprime residential mortgage loans held for sale, are
presented in the table below.
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Refreshed LTVs"® Refreshed LTVs"®
at December 31, 2012 at December 31, 2011
First Lien Second Lien First Lien Second Lien
LTV < 80%0. i 75.7% 62.3% 75.4% 62.2%
80% LTV < 90%...ccuiiiiiiniinienienieicieieteeeteteeeeee et 10.7 13.8 11.0 13.7
90% LTV < T00%0..c.uieuieiieiiniieieeienieeeeseeeeeneeee e 6.4 10.2 6.5 10.2
LTV 2 1000 .euveiiieieieieieteeeieneseeee ettt 7.1 13.7 7.2 13.8
Average LTV for portfolio.........coceverenenenenenieiiinnncncnee, 67.8% 73.1% 67.7% 71.2%

(1) Refreshed LTVs for first liens are calculated using the loan balance as of the reporting date. Refreshed LT Vs for second liens are calculated using the loan
balance as of the reporting date plus the senior lien amount at origination. Current estimated property values are derived from the property's appraised value
at the time of loan origination updated by the change in the Federal Housing Finance Agency's (formerly known as the Office of Federal Housing Enterprise
Oversight) house pricing index (“HPI”) at either a Core Based Statistical Area (“CBSA”) or state level. The estimated value of the homes could vary from
actual fair values due to changes in condition of the underlying property, variations in housing price changes within metropolitan statistical areas and other
factors. As a result, actual property values associated with loans that end in foreclosure may be significantly lower than the estimates used for purposes of
this disclosure.

(2) Current property values are calculated using the most current HPI's available and applied on an individual loan basis, which results in an approximate three
month delay in the production of reportable statistics. Therefore, the information in the table above reflects current estimated property values using HPIs as
of September 30, 2012 and 2011, respectively.

Credit card receivable balances, which represent our legacy HSBC Bank USA credit card portfolio, remained flat from December
31,2011 but decreased compared to 2010, largely due to the transfer of certain loans to held for sale in 2011 as part of our previously
discussed agreement to sell certain retail branches and related loans to First Niagara, which totaled $416 million at December 31,
2011.

Other consumer loans have decreased from both 2011 and 2010 and reflect the transfer of loans to loans held for sale during 2011,
which totaled $161 million at December 31, 2011, as a result of our agreement to sell certain branches and related loans to First
Niagara as well as the discontinuation of student loan originations and the run-off of our installment loan portfolio.

Loans Held for Sale Loans held for sale at December 31, 2012 and increases (decreases) over prior periods are summarized in
the following table.

Increase (Decrease) From

December 31, December 31,
2011 2010
December 31,
2012 Amount % Amount %
(dollars are in millions)
Total commercial 10ans............cccoceevveeieeieeecieceeieeeenee, $ 481 § (484) (50.2)% $ (875) (64.5)%
Consumer loans:
Residential mortgages.........cceeevervienveecieenveesieennens 472 (1,586) (77.1) (482) (50.5)
Credit card receivables .........cccceeeevievieecieenieeieeieens — (416) (100.0) — —
Other CONSUMET ........ccvieieiieieniierestreeeseeniesenesseeenens 65 (166) (71.9) (15) (18.8)
Total consumer 10ans............ccoeveeeerrieieneereeneeie e, 537 (2,168) (80.1) 497) (48.1)
Total loans held for sale..........c.ccooveveeveeereeereeeceeeeenee $ 1,018 § (2,652) (723)% $§  (1,372) (57.4)%

Loans held for sale at December 31, 2011 included $2.5 billion of loans that were sold in 2012 as part of our agreement to sell
certain retail branches, including $521 million of commercial loans, $1.4 billion of residential mortgages, $416 million of credit
card receivables and $161 million of other consumer loans. The decrease in loans held for sale since December 31, 2011 reflects
completion of the sale of these loans in 2012.

We originate commercial loans in connection with our participation in a number of leveraged acquisition finance syndicates. A
substantial majority of these loans are originated with the intent of selling them to unaffiliated third parties and are classified as
commercial loans held for sale. Commercial loans held for sale under this program were $465 million, $377 million and $1.0 billion
at December 31, 2012, 2011 and 2010, respectively, all of which are recorded at fair value as we have elected to designate these
loans under fair value option. Commercial loans held for sale also includes commercial real estate loans of $16 million, $55 million
and $70 million at December 31, 2012, 2011 and 2010, respectively, which are originated with the intent to sell to government
sponsored enterprises. In addition in 2010, we provided loans to third parties which are classified as commercial loans held for
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sale and for which we also elected to apply fair value option. The fair value of commercial loans held for sale under this program
was $273 million at December 31, 2010. There were none of these commercial loans outstanding as of December 31, 2012 and
2011. See Note 18, “Fair Value Option,” in the accompanying consolidated financial statements for further information.

In addition to the residential mortgage loans held for sale to First Niagara at December 31, 2011, residential mortgage loans held
for sale include subprime residential mortgage loans of $52 million, $181 million and $391 million at December 31, 2012, 2011
and 2010, respectively, which were acquired from unaffiliated third parties and from HSBC Finance with the intent of securitizing
or selling the loans to third parties. We sold subprime residential mortgage loans with a carrying amount of $102 million and $229
million in 2012 and 2011, respectively. Also included in residential mortgage loans held for sale are first mortgage loans originated
and held for sale primarily to various government sponsored enterprises. We retained the servicing rights in relation to the mortgages
upon sale.

In addition to the other consumer loans held for sale to First Niagara at December 31, 2011 as discussed above, other consumer
loans held for sale in all periods also include certain student loans which we no longer originate.

Consumer loans held for sale are recorded at the lower of cost or fair value. The valuation adjustment on loans held for sale was
$114 million and $251 million at December 31, 2012 and 2011, respectively.

Trading Assets and Liabilities Trading assets and liabilities balances at December 31, 2012, and increases (decreases) over
prior periods, are summarized in the following table.

Increase (Decrease) From

December 31, December 31,
2011 2010
December 31,
2012 Amount % Amount %
(dollars are in millions)
Trading assets:
SECUITHES" ..o $ 13,159 S 213 1.6% $ 3,494 36.2 %
Precious MELALS ....eeeeee et eeeeeees 12,332 (4,750) (27.8)% (4,393) (26.3)%
DEriVatives™.........orveeeieeieeee e 10,504 1,732 19.7 % 4,492 74.7 %
$ 35995 § (2,805) (7.2)% $ 3,593 11.1 %
Trading liabilities: -
Securities sold, not yet purchased...........cccccoeeeevveceennnnen. 207 (136) 39.71)% ) Q2.4H)%
Payables for precious metals..........c.coceevveeneenccnennnne, 5,767 (1,232) (17.6)% 441 83 %
DEriVatives™ ..o 13,846 7,002 100+ 8,856 100+
$ 19820 $ 5,634 397% $ 9,292 88.3 %

(1) Includes U.S. Treasury securities, securities issued by U.S. Government agencies and U.S. Government sponsored enterprises, other asset-backed securities,
corporate bonds and debt securities.

(2) AtDecember 31,2012,2011 and 2010, the fair value of derivatives included in trading assets has been reduced by $5.1 billion, $4.8 billion and $3.1 billion,
respectively, relating to amounts recognized for the obligation to return cash collateral received under master netting agreements with derivative counterparties.

(3) AtDecember 31,2012,2011 and 2010, the fair value of derivatives included in trading liabilities has been reduced by $1.3 billion, $6.3 billion and $5.8 billion,
respectively, relating to amounts recognized for the right to reclaim cash collateral paid under master netting agreements with derivative.

Securities balances increased since December 31, 2011 and 2010 in part due to an increase in U.S. Treasury, corporate and foreign
sovereign positions held to mitigate the risks of interest rate products issued to customers of domestic and emerging markets.
Balances of securities sold, not yet purchased decreased since December 31,2011 and 2010 due to a decrease in short U.S. Treasury
positions related to hedges of derivatives in the interest rate trading portfolio.

Precious metals trading assets decreased at December 31, 2012 compared to 2011 and 2010. Unallocated metal balances held for
customers have declined in 2012 as competition for metal custody business has intensified. Also driving the decline are decreases
in our own inventory positions and spot metal prices. The lower payable for precious metals compared to 2011 was primarily due
to adecrease in obligations to return unallocated client balances as a result of clients moving their metal deposits to peer competitors.
The higher payable for precious metals in comparison to 2010 was primarily a result of an increase in spot prices.

Derivative assets balances at December 31,2012 increased compared to 2011 and 2010 mainly from market movements as valuations
of interest rate derivatives increased offsetting decreases in value of foreign exchange and credit derivatives. The balances also
reflect the continued decrease in credit derivative positions as a number of transaction unwinds and commutations reduced the
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outstanding market value as we continue to actively reduce the exposure in the legacy structured credit business. The derivative
liability balance increased compared to both periods due to a decrease in cash collateral required as well as the increase in interest
rate derivative valuations

Securities Securities include securities available-for-sale and securities held-to-maturity. Balances will fluctuate between periods
depending upon our liquidity position at the time. See Note 7, “Securities,” in the accompanying consolidated financial statements
for additional information.

Other Assets Other assets includes intangibles, goodwill and in 2011 and 2010, assets of discontinued operations. The decrease
from 2011 and 2010 is primarily related to a reduction in assets of discontinued operations as a result of the completion of the sale
of certain credit card receivables to Capital One in May 2012.

Deposits Deposit balances by major depositor categories at December 31, 2012, and increases (decreases) over prior periods, are
summarized in the following table.

Increase (Decrease) From

December 31, December 31,
2011 2010
December 31,
2012 Amount % Amount %

(dollars are in millions)
Individuals, partnerships and corporations....... $ 95,850 $ (5,820) 5% $ (8,105) (7.8)%
Domestic and foreign banks ........c..ccccecevenennene 20,259 (367) (1.8) 8,347 70.1
U.S. government and states and political

SUDAIVISIONS.....cvviiienieiiriiricciceicncrcseie e 693 (142) (17.0) (3,600) (83.9)

Foreign governments and official institutions .. 869 (586) (40.3) 411 89.7
Deposits held for sale™ ..............ccocccooovrrrirnnn.. — (15,144) (100.0) — —
Total depoSItS.....ccveeeeeieieeieieieieeee e $ 117,671 $ (22,059) (15.8)% $ (2,947) 2.4)%
Total core deposits™ ..........cowovvveeererereerrre, $ 90,081 $  (14,058) (13.5)% $ (890) (1.0)%

(1) Represents deposits sold to First Niagara

(2) We monitor “core deposits” as a key measure for assessing results of our core banking network. Core deposits generally include all domestic demand, money
market and other savings accounts, as well as time deposits with balances not exceeding $100,000. Balances at December 31, 2011 include deposits held
for sale.

Deposits continued to be a significant source of funding during 2012, 2011 and 2010. Deposits at December 31, 2012 decreased
compared to December 31, 2011 largely driven by the completion of the sale of 195 retail branches which reduced outstanding
deposit levels by $13.2 billion at the time of the sale as well as decreases in interest bearing deposits in foreign and domestic
offices, partially offset by increases in non-interest bearing domestic branch deposits. Deposits also decreased since 2010 as the
impact of the branch sales to First Niagara and lower deposits from foreign governments were partially offset by increases in
domestic and foreign bank placed deposits. Core domestic deposits, which are a substantial source of our core liquidity, decreased
during 2012 from 2011 and 2010 driven largely by the sale of branches, partially offset by an increase in core deposits as a result
ofthe 2012 closure of our Cayman Branch which shifted significant deposits from deposits in foreign offices to deposits in domestic
offices. The strategy for our core retail banking business, includes building deposits and wealth management across multiple
markets, channels and segments. This strategy includes various initiatives, such as:

*  HSBC Premier, a premium service wealth and relationship banking proposition designed for the internationally-minded
client with a dedicated premier relationship manager. Total Premier deposits have decreased to $22.8 billion at
December 31,2012 as compared to $29.9 billion and $29.5 billion at December 31,2011 and 2010, respectively, primarily
as a result of the sale of branches to First Niagara; and

»  Deepening our existing customer relationships by needs-based sales of wealth, banking and mortgage products.

Short-Term Borrowings Short-term borrowings at December 31, 2012 declined from 2011 as a result of decreased levels of
securities sold under agreements to repurchase and a reduction in certain other short-term borrowings, partially offset by an increase
in metals leases. Balances at December 31, 2010 include $3.0 billion of commercial paper related to a variable interest entity
which we no longer consolidate beginning in the first quarter of 2011. Excluding this amount, short-term borrowings increased
from 2010 as a result of an increase in commercial paper outstanding and metals leases.
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Long-Term Debt Long-term debt at December 31, 2012 increased as compared to 2011, primarily due to the impact of debt
issuances which included $3.8 billion of medium-term notes, of which $299 million was issued by HSBC Bank USA and $3.8
billion of senior notes partially offset by long-term debt retirements. Long-term debt at December 31,2011 decreased as compared
to 2010, primarily due to the impact of long-term debt retirements and continued focus on deposit gathering activities, partially
offset by the issuance of $6.3 billion of medium-term notes which includes $618 million issued by HSBC Bank USA and $3.0
billion of senior loans borrowed from HSBC North America in April 2011.

Incremental issuances from the $40 billion HSBC Bank USA Global Bank Note Program totaled $299 million during 2012 and
$618 million during 2011. Total debt outstanding under this program was $4.8 billion and $4.9 billion at December 31, 2012 and
2011. Given the more than adequate liquidity of HSBC Bank USA, we do not anticipate the Global Bank Note Program being
heavily used in the future as deposits will continue to be the primary funding source for HSBC Bank USA.

Incremental long-term debt issuances from our shelf registration statement with the Securities and Exchange Commission totaled
$7.3 billion during 2012 compared to incremental issuances of $2.6 billion during 2011. Total long-term debt outstanding under
this shelf was $10.1 billion and $3.8 billion at December 31, 2012 and 2011, respectively.

Borrowings from the Federal Home Loan Bank of New York (“FHLB”) totaled $1.0 billion at December 31, 2012 and 2011. At
December 31, 2012, we had the ability to access further borrowings of up to $4.2 billion based on the amount pledged as collateral
with the FHLB.

In December 2012, we exercised our option to call $309 million of debentures previously issued by HUSI to HSBC USA Capital
Trust VII (the "Trust") at the contractual call price of 103.925 percent which resulted in a net loss on extinguishment of approximately
$12 million. The Trust used the proceeds to redeem the trust preferred securities previously issued to an affiliate. Under the
proposed Basel III capital requirements, the trust preferred securities would have no longer qualified as Tier I capital. We
subsequently issued one share of common stock to our parent, HNAI for a capital contribution of $312 million.

During the third quarter of 2011, we notified the holders of our outstanding Puttable Capital Notes with an aggregate principal
amount of $129 million (the “Notes”) that, pursuant to the terms of the Notes, we had elected to revoke the obligation to exchange
capital securities for the Notes and would redeem the Notes in full. The Notes were redeemed in January, 2012.

Real Estate Owned

We obtain real estate by taking possession of the collateral pledged as security for residential mortgage loans. REO properties
are made available for sale in an orderly fashion with the proceeds used to reduce or repay the outstanding receivable balance.
The following table provides quarterly information regarding our REO properties:

Three Months Ended
Full Year December 31, September 30, June 30, March 31, Full Year
2012 2012 2012 2012 2012 2011

Number of REO properties at end of

PETIO .t 221 221 203 188 201 206
Number of properties added to REO

inventory in the period.........c.cccceeneenne. 377 96 87 88 106 507
Average (gain) loss on sale of REO

properties” ..o, 1.8% 1% (2)% 5.9% 1% 4.0%
Average total loss on foreclosed

properties® ..., 49.4% 45.4% 46.8 % 48.7% 55.7% 50.5%
Average time to sell REO properties (in

dAYS) et 304 285 296 273 362 255

M Property acquired through foreclosure is initially recognized at the lower of amortized cost or its fair value less estimated costs to sell (“Initial REO Carrying

Amount”). The average loss on sale of REO properties is calculated as cash proceeds less the Initial REO Carrying Amount divided by the unpaid loan
principal balance prior to write-down (excluding any accrued finance income) plus certain other ancillary disbursements that, by law, are reimbursable from
the cash proceeds (e.g., real estate tax advances) and were incurred prior to our taking title to the property. This ratio represents the portion of our total loss
on foreclosed properties that occurred after we took title to the property.

The average total loss on foreclosed properties sold each quarter includes both the loss on sale of the REO property as discussed above and the cumulative
write-downs recognized on the loans up to the time we took title to the property. This calculation of the average total loss on foreclosed properties uses the
unpaid loan principal balance prior to write-down (excluding any accrued finance income) plus certain other ancillary disbursements that, by law, are
reimbursable from the cash proceeds (e.g., real estate tax advances) and were incurred prior to our taking title to the property.

)

Our methodology for determining the fair values of the underlying collateral as described in Note 2, “Summary of Significant
Accounting Policies and New Accounting Pronouncements” is continuously validated by comparing our net investment in the
loan subsequent to charging the loan down to the lower of amortized cost or fair value less cost to sell, or our net investment in
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the property upon completing the foreclosure process, to the updated broker's price opinion and once the collateral has been
obtained, any adjustments that have been made to lower the expected selling price, which may be lower than the broker's price
opinion. Adjustments in our expectation of the ultimate proceeds that will be collected are recognized as they occur based on
market information at that time and consultation with our listing agents for the properties.

As previously reported, beginning in late 2010 we temporarily suspended all new foreclosure proceedings and in early 2011
temporarily suspended foreclosures in process where judgment had not yet been entered while we enhanced foreclosure
documentation and processes for foreclosures and re-filed affidavits where necessary. During 2012, we added 377 properties to
REO inventory, the majority of which reflects loans for which we accepted the deed to the property in lieu of payment (“deed-in-
lieu”). We expect the number of REO properties added to inventory may increase during 2013 although the number of new REO
properties added to inventory will continue to be impacted by our ongoing refinements to our foreclosure processes as well as the
extended foreclosure timelines in all states as discussed below.

The number of REO properties at December 31, 2012 increased slightly as compared to December 31, 2011. While the volume
of properties added to REO inventory continues to be slow as a result of the backlog in foreclosure activities driven by the temporary
suspension of foreclosures as discussed above, the inventory increased in the fourth quarter of 2012 as compared to the fourth
quarter of 2011. We have resumed processing suspended foreclosure actions in substantially all states and have referred the majority
of the backlog of loans for foreclosure. We have also begun initiating new foreclosure activities in substantially all states.

In addition, certain courts and state legislatures have issued new rules or statutes relating to foreclosures. Scrutiny of foreclosure
documentation has increased in some courts. Also, in some areas, officials are requiring additional verification of information filed
prior to the foreclosure proceeding. The combination of these factors has led to a significant backlog of foreclosures which will
take time to resolve. If these trends continue, there could be additional delays in the processing of foreclosures, which could have
an adverse impact upon housing prices which is likely to result in higher loss severities while foreclosures are delayed.

The average loss on sale of REO properties and the average total loss on foreclosed properties improved for full year 2012 as
compared to full year 2011 as we had taken title by accepting a deed-in-lieu for a greater percentage of REO properties sold during
the current year. Total losses on deed-in-lieu are typically lower than losses from REO properties acquired through the standard
foreclosure process. Additionally, the decrease reflects less deterioration in housing prices during 2012, and in some markets,
improvements in pricing, as compared to the prior year.

Results of Operations

Unless noted otherwise, the following discusses amounts from continuing operations as reported in our consolidated statement of
income (loss).

Net Interest Income Net interest income is the 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 a taxable equivalent
basis to permit comparisons of yields on tax-exempt and taxable assets. An analysis of consolidated average balances and interest
rates on a taxable equivalent basis is presented in this MD&A under the caption “Consolidated Average Balances and Interest
Rates — Continuing Operations.”

58



HSBC USA Inc.

In the following table which summarizes the significant components of net interest income according to “volume” and “rate”
includes $50 million, $237 million and $306 million for 2012, 2011 and 2010, respectively, that has been allocated to our
discontinued operations in accordance with our existing internal transfer pricing policies as external interest expense is unaffected
by these transactions.

2012 Compared to 2011 Compared to
2011 2010
Increase (Decrease) Increase (Decrease)
Year Ended December 31, 2012 Volume Rate 2011 Volume Rate 2010

(in millions)

Interest income:

Interest bearing deposits with banks....................... $ 58 $ (16) $ 2 $ 76 $ 2 3 59 73
Federal funds sold and securities purchased under
resale agreements .........o.eevevvereeveieneeeeneeeeeennes 38 13 32) 57 1 18 38
Trading aSSets ......ccceveruirireririineiereeeee e 110 (16) (71) 197 115 (65) 147
SECUITICS . .c.eveneteieterieierteiertee ettt seere e 1,111 252 (404) 1,263 282 (199) 1,180
Loans:
Commercial ........ccoveireirieineneeeeeereees 1,052 198 49) 903 22 (25) 906
Consumer:
Residential mortgages ........ccoceevveverereeniennnnns 595 26 (68) 637 11 (52) 678
Home equity mortgages. ........coceveeveververervenenen 95 (25) 2 118 (14) 3 129
Credit cards.......oceveeveeneireeeeeeeeee 80 15) 8 87 “) 2) 93
AUt fINANCE ...coveneviicieicccccccccccee — — — — (169) — 169
Other CONSUMET .....ccevvervenveieieiereieceeeenaeene 45 (14) ®) 67 (10) 3 74
Total conSUMETr ......ccevvereeieieiecieieceee 815 (28) (66) 909 (186) (48) 1,143
Other INEIeSt ......c.evveeereiieiiiereieereeiereeeseeeseeeeenes 43 22) 21 44 (6) 2 48
Total interest iNCOME........c.coevvererierieniereeieieeeeeenne 3,227 381 (603) 3,449 226 (312) 3,535

Interest expense:

Deposits in domestic offices:

Savings deposits .........ccoceeveercirciicircereee 161 (25) (55) 241 26 (164) 379

Other time deposits.........ccvererererieneieieceeeeee, 159 4 “) 159 C) 6) 174
Deposits in foreign offices:

Foreign banks deposits..........coeeereneieiencecennnne. 6 2 5) 9 2) (1) 12

Other time and savings.......c..cocceevvenevecvececenenne. 14 6) 2 18 — 3 15
Deposits held for sale..........cocooerenenenieneneien 17 — 1 16 16 — —
Short-term borrowings.........ceceerveeeeneeeneereeereeneene. 28 9) @) 44 1 (35) 78
Long-term debt .........ccoceeeririninenenieieeeeeeee 680 45 (10) 645 90 8 547
Total interest EXPense .......coceevereeereeneeneeeeeneeeeenees 1,065 11 (78) 1,132 122 (195) 1,205
OFhET ...viiiiiciricrc e 33 32 98) 99 74 20 5
Total interest EXPense ........ecvevereeereeeeeneeeeeneeeeenees 1,098 43 (176) 1,231 196 (175) 1,210
Net interest income — taxable equivalent basis....... 2,129 $§ 338 $§ (427) 2,218 § 30 $ (137) 2,325
Less: tax equivalent adjustment............ccccceeceeuenene 2n 21 19
Net interest income — non taxable equivalent basis § 2,108 $ 2,197 $ 2,306
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The significant components of net interest margin are summarized in the following table.

Year Ended December 31, 2012 2011 2010
Yield on total Carning ASSELS.......c..eeirterierierierieieieieteeeieee sttt ettt ettt 1.98% 2.26% 2.57%
Rate paid on interest bearing Habilities.........c.ccvvrierieiieerierieieeiee et .84 .90 91
INEETESE TALE SPTEA ...eevveeeiiieiieeieetie ettt ettt e ettt e et et e st e e teesste e saeesbeessaeenseeseesnseenseesnsens 1.14 1.36 1.66
Benefit from net non-interest paying funds' ...............ccccooiviiiiieieeee e .16 .09 .03

Net interest margin . 1.30% 1.45% 1.69%

M Represents the benefit associated with interest earning assets in excess of interest bearing liabilities. The increased percentages reflect growth in this excess.

Significant trends affecting the comparability of 2012, 2011 and 2010 net interest income and interest rate spread are summarized
in the following table. Net interest income in the table is presented on a taxable equivalent basis.

2012 2011 2010

Interest Rate Interest Rate Interest Rate
Year Ended December 31, Amount Spread Amount Spread Amount Spread

(dollars are in millions)
Net interest income/interest rate spread
from prior year .........ccococeveeveveveerevenenennnn $ 2218 1.36% $ 2,324 1.66% § 2,484 1.98%

Increase (decrease) in net interest income
associated with:

Trading related activities ....................... (109) 129 (107)
Balance sheet management activities" .. s) (84) (26)
Commercial l0ans.........cccoeccveeencrcnencnn 38 (13) (158)
DEPOSILS ... (80) 96 117

Residential mortgage banking ................ (44) 18 (28)
Interest on estimated tax exposures........ 66 (94) %)
Other aCtiVIty ...c..ecevveerrecnecrecnecneenne 55 (158) 47

Net interest income/interest rate spread

for current year..........ccoeeveveeverenverennnne. $ 2,129 1.14% $§ 2,218 1.36% § 2,324 1.66%

M Represents our activities to manage interest rate risk associated with the repricing characteristics of balance sheet assets and liabilities. Interest rate risk,

and our approach to managing such risk, are described under the caption “Risk Management” in this Form 10-K.

Trading related activities Net interest income for trading related activities decreased during 2012 primarily due to lower rates
earned on interest earning trading assets. Net interest income for trading related activities increased during 2011 primarily due to
higher balances on interest earning trading securities, which was partially offset by lower rates earned on these assets. Net interest
income for trading related activities decreased during 2010 primarily due to lower balances on interest earning trading assets, such
as trading bonds, which was partially offset by lower cost of funds.

Balance sheet management activities Lower net interest income from balance sheet management activities during 2012 and 2011
reflects the impact of the sale of certain securities for risk management purposes and the impact of a lower interest rate environment.
Lower net interest income from balance sheet management activities during 2010 was primarily due to the sale of securities in
2010 and the re-investment into lower margin securities, partially offset by positions taken in expectation of decreasing short-term
rates including additional purchases of U.S. Treasuries and Government National Mortgage Association mortgage-backed
securities.

Commercial loans Net interest income on commercial loans increased during 2012 primarily due to higher average loan balances
due to new business activity as well as lower levels of nonperforming loans which was partially offset by higher funding costs and
a lower yield on loans. Net interest income on commercial loans was lower during 2011 due to lower average loan rates, partially
offset by lower funding costs and higher average loan balances. Net interest income on commercial loans decreased during 2010
primarily due to lower average loan balances, partially offset by loan repricing, lower levels of nonperforming loans and lower
funding costs.
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Deposits Lower net interest income during 2012 reflects the impact of lower average balances on interest bearing deposits and
improved spreads in the Retail Banking and Wealth Management (“RBWM”) and Commercial Banking (“CMB”) business
segments as deposit pricing has been adjusted to reflect the on-going low interest rate environment. Higher net interest income
during 2011 and 2010 reflects improved spreads in RBWM and CMB business segments as deposit pricing has been adjusted to
reflect the on-going low interest rate environment. Both segments continue to be impacted however, relative to historical trends
by the current low rate environment.

Residential mortgage banking Lower net interest income during 2012 reflects narrower spreads and lower average balances as
well as increased deferred cost amortization in 2012 as a result of higher prepayments. The reduction in residential mortgage
average outstanding balances primarily as a result of the sale of branches to First Niagara was partially offset by an increase in
residential mortgage loans to our Premier customers. Higher net interest income during 2011 resulted from lower funding costs.
Lower net interest income during 2010 resulted from lower average residential loans outstanding partially offset by lower funding
costs.

Interest on estimated tax exposures Net interest income during 2012 reflects the impact of higher interest expense in the prior
year associated with tax reserves on estimated exposures. Lower net interest income in 2011 resulted from higher interest expense
associated with tax reserves on estimated exposures.

Other activity Net interest income on other activity was higher during 2012, largely driven by lower unallocated funding costs.
Net interest income on other activity was lower during 2011, largely attributable to lower net interest income from the sale of auto
finance receivables in August 2010. Net interest income on other activity was higher in 2010, largely driven by lower interest
expense related to long-term debt and higher net interest income related to interest bearing deposits with banks, partially offset by
lower net interest income on auto finance receivables.

Provision for Credit Losses The provision for credit losses associated with our various loan portfolios is summarized in the
following table:

Year Ended December 31, 2012 2011 2010
(in millions)
Commercial:
Construction and Other TEAl ESTALE............cc.evievviiieericeeere ettt ettt ettt eeeereeneens $ 33 % 11 3 101
Business banking and middle market enterpriSes..........ccveverieierieienieieseere e 48 3) 19
GlODAl DANKING.....c.veevieiieiieeieieeierie ettt sttt e et e e esaesseessesseensesseensesssensesssensensnens 14 31 (163)
Other COMIMETCIAL .......ocvviiieiieiiciecteeeeete ettt ettt et et e e b e e beessesreessesaeesseesseseesnens 10) (28) (35)
TOtal COMIMETCIAL.....c.viiviiiietietiete ettt ettt ettt ettt ettt eteeete et e eteeateeaeeaeeaseseeasesseennens $ 19 3 11 3 (78)
Consumer:
Residential mortgages, excluding home equity MOTtgages ..........ceeeruerverierienieieieceeeecenene 114 133 (14)
HOME eqUIty MOTTZAZES ... .eovieeieeieeieieeit ettt ettt ettt e st e e saeeeesaeesesneenseeneens 72 49 13
Credit card reCeIVADIES .......co.ciiviiiriiieieietete ettt 67 46 68
AT TINANCE....eeeiieie ettt et b et s b et b et eb et e it e et eaeesbe e — — 35
OtNET COMSUITIET .....ueeeuiieiieeiieeiee st eiteete e it e ebeesteeeebe e seesabeesseessseesssessseesaeesseassessseesssensseenses 21 19 10
TOtAl COMSUIMET.....c.eeiiiiiiitiitiite ettt ettt bbbttt et ettt ebe b b 274 247 112
Total provision fOr Credit LOSSES..........cciiuiiiieriiieieeeeee ettt ettt ettt et e e easeas e eaeas $ 293 § 258 § 34

Our provision for credit losses increased $35 million to $293 million in 2012 compared with $258 million in 2011. In the fourth
quarter of 2012, we completed our review of loss emergence for loans collectively evaluated for impairment using a roll rate
migration analysis and extended our loss emergence period for these loans to 12 months for U.S. GAAP. As a result, we recorded
an incremental credit loss provision of approximately $80 million ($75 million of which related to consumer loans, including $50
million related to residential mortgage loans and $25 million related to credit card loans) in the fourth quarter of 2012. Excluding
the impact of this incremental provision, our provision for credit losses declined in 2012, driven by a lower provision in our
consumer loan portfolio, partially offset by a modestly higher provision in our commercial loan portfolio. Our provision for credit
losses increased in 2011 compared with 2010 as a higher credit loss provision in our residential mortgage portfolio was partially
offset by lower loss estimates in our commercial loan portfolio. Our provision as a percentage of average receivables was 1.08
percent in 2012, .51 percent in 2011 and .07 percent in 2010. During 2012, 2011 and 2010, we decreased our credit loss reserves
as the provision for credit losses was lower than net charge-offs by $96 million, $63 million and $719 million, respectively.

In our commercial portfolio, the provision for credit losses was modestly higher in 2012 driven largely by increased levels of
reserves for risk factors associated with expansion activities in the U.S. and Latin America. Our commercial loan loss provision
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increased in 2011, driven by specific provisions associated with a corporate lending relationship and the downgrade of an individual
commercial real estate loan totaling $86 million, which was partially offset by the benefit of a partial recovery of a previously
charged-off loan relating to a single client relationship, lower commercial real estate and business banking charge-offs and reserve
reductions on troubled debt restructures in commercial real estate and middle market enterprises. In addition, we experienced
continued improvements in economic and credit conditions including lower nonperforming loans and criticized asset levels in all
years, including reductions in higher risk rated loan balances, stabilization in credit downgrades and improvements in the financial
circumstances of certain customer relationships. While these improvements resulted in an overall release of loss reserves in all
years, the releases were higher in 2011 when compared to 2012 and in 2010 when compared to 2011.

The provision for credit losses on residential mortgages including home equity mortgages increased $4 million during 2012 as
compared to an increase of $183 million in 2011. Excluding the impact of the incremental provision for the change in loss emergence
as discussed above, the provision for credit losses on residential mortgages including home equity mortgages decreased $46 million
in 2012, driven by continued improvements in economic and credit conditions including lower dollars of delinquency on accounts
less than 180 days contractually delinquent and improvements in loan delinquency roll rates, partially offset by higher charge-offs
in our home equity mortgage portfolio due to an increased volume of loans where we have decided not to pursue foreclosure. The
provision for credit losses on residential mortgages including home equity mortgages increased during 2011 as compared to a
decrease during 2010. While residential mortgage loan credit quality continued to improve as early stage delinquency and charge-
off levels continue to decline in 2011, the prior year included reserve releases due to an improving credit outlook which did not
occur again in 2011.

The provision for credit losses associated with credit card receivables increased $21 million during 2012 compared to a decrease
$22 million during 2011. Excluding the impact of the incremental provision for the change in the estimated roll rate migration
period as discussed above, the provision for credit losses on credit card receivables decreased $4 million in 2012. The decrease in
both periods reflects improved economic conditions, including lower dollars of delinquency, improvements in loan delinquency
roll rates and in the current year, lower receivable levels.

There was no provision expense associated with our auto finance portfolio during 2012 and 2011 as a result of the sale of the
remaining auto loans purchased from HSBC Finance in August 2010.

Our methodology and accounting policies related to the allowance for credit losses are presented in “Critical Accounting Policies
and Estimates” in this MD&A and in Note 2, “Summary of Significant Accounting Policies and New Accounting Pronouncements”
in the accompanying consolidated financial statements. See “Credit Quality” in this MD&A for additional discussion on the
allowance for credit losses associated with our various loan portfolios.
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Other Revenues The components of other revenues are summarized in the following tables.

Year Ended December 31, 2012 2011 2010
(in millions)

Credit CAd FEES ...ouvviviitiietiictiee ettt ettt ettt ettt et eaete et teebeseesess et essebe s esessesenas $ 87 $ 129 $ 125
Other fees and COMMUISSIONS ....veirvieiiieriieiiiereeeteesee et esteesbeesteesseessreeseessaeeseesseessseesseesssens 715 773 897
TIUSE INCOMIC....cuviieiietieeiieette e et e et e e etee st e esteeeebeesbeeesseeteeesbeessaessseesssensseesssessseeseessseenssenssens 110 108 102
TTAQING FEVEIUC. .....evevvieeietiettetietesteetesteestesteestesteesaesteessesseessesssessesssensenssensenssenseessesseessesseenses 498 349 538
Net other-than-temporary impairment 10SSES.......c..cevvereeriirierieienieieseee e — — (79)
Other SECUTITIES ZAINS, NET .....erueruiriirtietiriertetetetet ettt ettt ettt sttt se ettt eneeaeeresaens 145 129 74
HSBC affiliate income:

Fees and COMIMISSIONS ......ccueriieriieeieeiiesieestee ettt e ettt e eteesteesveeseeesebeessaessseesaeenseenseenns 105 105 97

Other affiliate INCOME.......cceeeiieiiiieiecie ettt et e e e et e e b e e teesae e eaeereesseeens 97 97 59

Total HSBC affiliate INCOME........ccueviieieriieieiieie sttt ebe sttt se e e sseeneesseesaesseeneas 202 202 156
Residential mortgage banking revenue (10SS) ™1 1. 16 37 (122)
Gain (loss) on instruments designated at fair value and related derivatives............ccceneeee. (342) 471 294
Gain 0n Sale OFf DIANCHES .....cveciieiiiiciiciieecc ettt sb e ae e sneennes 433 — —
Other income (loss):

Valuation of loans held for Sale............cciiiiiiiiiiiieeie et 12) 27 47

TIISUTATICE ..ottt sttt sttt e sttt e st e et e st e e seesateessaesaseenbaesnseenseenas 9 13 17

Earnings from equity INVEStMENTS........ccevuiiiiiriiieiieie ittt (€)) 40 30

MiSCEIIANEOUS INCOIME .....eeuvieeeiieiieeiieeteeeveeeteeeveeeteeebeesteeebeesseesseesseeesseesssessseessseensaesseeans 62 42 101

Total Other INCOME. ... .c.viceieiieeieiieieee ettt sttt sa b essesseeseesseesaesseeneas 58 68 195
TOtAl OTRET TEVENMUES ...ttt ettt e et e e et e e e e s eaa e e e enteeesnaneesaaeeas $ 1,922 $§ 2266 $ 2,180

M Includes servicing fees received from HSBC Finance of $3 million, $10 million and $8 million during 2012, 2011 and 2010, respectively.

Credit card fees Credit card fees declined in 2012 largely due to lower outstanding balances driven by the sale of a portion of the
portfolio as part of the sale of 195 retail branches in 2012 as well as a trend towards lower late fees due to improved customer
behavior and lower enhancement services revenue. Credit card fees remained relatively flat in 2011 as higher interchange fees due
to increased customer purchase volumes was offset by changes in customer behavior, improved delinquency levels and the
implementation of certain provisions of the CARD Act subsequent to January 2010.

Other fees and commissions Other fee-based income decreased in 2012 reflecting the impact of the sale of 195 retail branches as
discussed above and the implementation of new legislation in late 2011 which limits fees paid by retailers to banks on debit card
purchases. The decrease in 2011 was due largely to lower refund anticipation loan fees as we did not offer these products during
the 2011 tax season.

Trust income Trust income increased in 2012 and 2011 due to an increase in fee income associated with our management of fixed
income assets, partially offset by reduced fee income associated with the continued decline in money market assets under
management.

Trading revenue Trading revenue is generated by participation in the foreign exchange, rates, credit and precious metals markets.
The following table presents trading related revenue by business. The data in the table includes net interest income earned on
trading instruments, as well as an allocation of the funding benefit or cost associated with the trading positions. The trading related
net interest income component is included in net interest income on the consolidated statement of income (loss). Trading revenues
related to the mortgage banking business are included in residential mortgage banking revenue.
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Year Ended December 31, 2012 2011 2010
(in millions)

TTAINE TEVETIUE. ......eevvevievieeierieteeteeteeteeteete et et eee et eateseeaeetseteetseseeseeseeseesessessessensessessessessereenea $ 498 § 349 § 538

NEt INTEIESt INCOINE ......eeeeeiiieeiieeeeeeee ettt e ettt e et e e et e e eeteeeeetaeeeeteeeeteeeeeaeeeeesaeeeeseeeenseeeenns 33) 78 33

Trading related revenue . 8% 465 § 427 § 571

Business: -
DEIIVALVES" .....o oottt $ 172 $ 199 § 244
Balance sheet ManagemeENt ..........cc.evieiierierierieieseerieseeieeeeiesete e eseeseeseesseennesseesaesseennes Q) (62) 73
FOTreign EXCRANZE .......coviviiiieieiicieectece ettt sb e e sbeesaesaeeneas 207 209 174
Precious metals 84 93 60
Global banking 1 2 11
OthEr tTAAING ...eveevvievieiieieieeeet ettt ettt et eeae e et e e teesbeets e b e essesseesseseersesseessesseeneas 10 (14) 9

Trading related TEVENUE. ........coieiiiitieieie ettt sttt et eneeseeneeneas $ 465 $ 427 $ 571

M Includes derivative contracts related to credit default and cross-currency swaps, equities, interest rates and structured credit products.

2012 Compared to 2011 Trading revenue increased during 2012 as a result of improved credit market conditions which reflected
tighter credit spreads and led to higher derivative trading revenue from favorable price variation. Balance sheet management and
other trading activities also contributed to higher revenue during 2012. These increases were partially offset by lower revenue
from precious metals and foreign exchange due to a decline in trading volumes and price volatility.

Trading revenue related to derivatives products increased in 2012, benefiting from tighter credit spreads which led to higher income
from our credit related exposures including reserve releases in valuations associated with our legacy global markets businesses.
Also contributing to higher income were gains associated with the termination of certain structured credit exposures in advance
of scheduled maturity dates. Partially offsetting these revenue improvements was lower net interest income, mainly from reduced
holdings of interest bearing instruments, higher interest costs associated with increased issuances of structured notes and a change
in credit risk adjustment estimates on derivatives, as discussed below.

During the fourth quarter of 2012, we changed our estimate of credit valuation adjustments on derivative assets and debit valuation
adjustments on derivative liabilities to be based on a market-implied probability of default calculation rather than a ratings-based
historical counterparty probability of default calculation, consistent with evolving market practices. This change resulted in a
reduction to other trading revenue of $47 million. Trading revenue related to balance sheet management activities increased during
2012 primarily as economic hedge positions used to manage interest rate risk improved due to a more stable interest rate environment.

Foreign exchange trading revenue decreased during 2012 from lower volumes and reduced margins due to tightening spreads.
Precious metals trading revenues decreased during 2012 as a result of lower metals price volatility and a decline in trading volumes.
Global banking trading revenue decreased during 2012 mainly from the change in the valuation of credit default swaps.

Other trading revenue declined in 2012 from movements in interest rate curves used to value certain instruments and valuation
reserve releases.

2011 Compared to 2010 Trading revenue decreased during 2011 as weakness in the credit markets drove credit spreads wider
which adversely affected the performance of derivatives trading revenue. Also contributing to the decrease was lower balance
sheet management revenue. These decreases were partly offset by higher foreign exchange and precious metals revenue.

Trading revenue related to derivatives declined in 2011 as weakness in the credit markets led to an overall widening of credit
spreads and trading losses on credit derivatives. These losses were partly offset by an increase in new deal activity for interest rate
derivatives.

Trading revenue related to balance sheet management activities declined during 2011 primarily due to losses on instruments used
to hedge non-trading assets and lower net interest income as holdings of certain collateralized mortgage obligations were sold for
risk management purposes.

Foreign exchange trading revenue increased during 2011 due to increased trading volumes and improved margins.

Precious metals trading revenues increased during 2011 as customer demand for metals as a perceived safe haven investment
continued to generate strong trading volumes throughout the year.
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Global banking trading revenue in 2011 declined reflecting the sale of substantially all of its risk exposure during the fourth quarter
of 2010.

Net other-than-temporary impairment (losses) recoveries During 2012 and 2011, there were no other-than-temporary impairment
losses recognized. During 2010, 39 debt securities, respectively, were determined to have either initial other-than-temporary
impairment or changes to previous other-than-temporary impairment estimates with only the credit component of such other-than-
temporary impairment recognized in earnings. The following table presents the other-than-temporary impairment recognized in
earnings.

Year Ended December 31, 2012 2011 2010

(in millions)

Other-than-temporary impairment losses recognized in consolidated statement of
INCOME (1OSS) ...vevveeieeveeeeeeteeeee ettt et es ettt et et et e e s es et eee s eseseae s et eseeeseseseneneasns $ — — 8 (79)

Other securities gains, net We maintain various securities portfolios as part of our balance sheet diversification and risk
management strategies. During 2012, we sold $10.4 billion of U.S. Treasury, mortgage-backed and other asset-backed securities
as part of a strategy to re-balance the securities portfolio for risk management purposes based on the current interest rate environment
and recognized gains of $260 million and losses of $115 million, which is included as a component of other security gains, net
above. During 2011, we sold $21.4 billion of U.S. Treasury, mortgage-backed and other asset-backed securities as part of a strategy
to adjust portfolio risk duration as well as to reduce risk-weighted asset levels and recognized gains of $276 million and losses of
$147 million. During 2010, we sold $14.1 billion of U.S. Treasury, municipal, mortgage-backed and other asset-backed securities
as part of a strategy to adjust portfolio risk duration as well as to reduce risk-weighted asset levels and recognized gains of $177
million and losses of $151 million. Gross realized gains and losses from sales of securities are summarized in Note 7, “Securities,”
in the accompanying consolidated financial statements.

HSBC affiliate income Affiliate income was flat in 2012. The increase in 2011 due to higher fees and commissions earned from
HSBC Finance affiliates driven by the transfer in July 2010 of certain real estate default servicing employees from HSBC Finance,
partially offset by lower fees on tax refund anticipation loans transferred to HSBC Finance as we did not offer this loan program
during the 2011 tax season.

Residential mortgage banking revenue The following table presents the components of residential mortgage banking revenue.
The net interest income component reflected in the table is included in net interest income in the consolidated statement of income
(loss) and reflects actual interest earned, net of interest expense and corporate transfer pricing.

Year Ended December 31, 2012 2011 2010
(in millions)
NEt INLETESE INCOIMIE ...ttt sttt ettt ettt et ebe sttt be bt e b e b et et et et e st eseeneeneeneanes $ 195 §$ 239 § 221
Servicing related income:
SErVICING fEE INCOMEC ... .cuveieieiieiieieeiieteete ettt ettt ettt st ete st et esse et e sseenseeneeseeneesseenees 87 109 121
Changes in fair value 0f MSRS dUE 10: ...c.eccviiuieiiiieie et
Changes in valuation, including inputs or asSUMPLIONS .......ccceerveeieriierieneeiereeeeneenee. as) (136) (12)
Realization of cash flOWS.........ccoeviriiriiiiiee e (61) 77) (92)
Trading — Derivative instruments used to offset changes in value of MSRs................. 31 173 115
Total servicing related INCOME ... ...cc.eeiiirieiiiiiee e 42 69 132
Originations and sales related income (loss):
Gains on sales of residential MOTtZAZES ........ccceevviiieriiiieiieieieee et 80 40 53
Provision for repurchase obligations...........ccooeeiiiiiriiiieieiieee e (134) 92) (341
Trading and hedZing ACtIVILY ........ccveruieiierieieeiee ettt e sne s 4 (11) 4
Total originations and sales related iNCOME (10SS).......ecvververieriieierrieieieeienie e (50) (63) (284)
Other MOTZAZE INCOIMNEC. ... eeueetieuietieiiertt ettt te st ettt ete et e e sb e e e ebe e beeseebeeseesaeeneeseeeneeseeenees 24 31 30
Total residential mortgage banking revenue included in other revenues...........ccccoevevennen. 16 37 (122)
Total residential mortgage banking related rEVENUE ............c.cceevieieviiiieririerieicieeee e $ 211§ 276 $ 99

Lower net interest income in 2012 reflects narrower spreads as well as increased deferred cost amortization as a result of higher
prepayments. Residential mortgage average outstanding balances were slightly lower in 2012 primarily as a result of the sale of
branches to First Niagara as well as due to higher portfolio prepayments which was almost entirely offset by an increase in residential
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mortgage loans to our Premier customers. Higher net interest income during 2011 reflects wider spreads on relatively flat average
outstanding balances with increases in Premier loans offsetting portfolio prepayments. Consistent with our Premier strategy,
additions to our residential mortgage portfolio are primarily to our Premier customers, while sales of loans consist primarily of
conforming loans sold to government sponsored enterprises.

Total servicing related income decreased in 2012 and 2011 driven by a decrease in the average serviced loan portfolio as well as
a decline in net hedged MSR performance. Changes in MSR valuation are driven by updated market based assumptions such as
interest rates, expected prepayments, primary-secondary spreads and cost of servicing. Due to the continued low rate environment,
updates to these assumptions led to a lower MSR value in 2012 and 2011.

Originations and sales related income (loss) improved in 2012 as higher loss provisions for loan repurchase obligations associated
with loans previously sold were more than offset by both increased gains on individual loan sales and improved trading and hedging
activity. Originations and sales related income (loss) improved in 2011, driven largely by lower loss provisions for loan repurchase
obligations associated with loans previously sold. During 2012, we recorded a charge of $134 million due to an increase in our
estimated exposure associated with repurchase obligations on loans previously sold compared to a charge of $92 million and $341
million in 2011 and 2010, respectively.

Gain (loss) on instruments designated at fair value and related derivatives We have elected to apply fair value option accounting
to commercial leveraged acquisition finance loans, unfunded commitments, certain own fixed-rate debt issuances and all structured
notes and structured deposits issued after January 1, 2006 that contain embedded derivatives. We also use derivatives to
economically hedge the interest rate risk associated with certain financial instruments for which fair value option has been elected.
See Note 18, “Fair Value Option,” in the accompanying consolidated financial statements for additional information including a
breakout of these amounts by individual component.

Gain on sale of branches As discussed above, we completed the sale of 195 non-strategic retail branches to First Niagara and
recognized a pre-tax gain, net of allocated non-deductible goodwill, of $433 million.

Valuation of loans held for sale Valuation adjustments on loans held for sale improved in 2012 due to lower average balances and
reduced volatility. Valuations on loans held for sale relate primarily to residential mortgage loans purchased from third parties and
HSBC affiliates with the intent of securitization or sale. Included in this portfolio are subprime residential mortgage loans with a
fair value of $52 million and $181 million as of December 31, 2012 and 2011, respectively. Included in 2010 is an $89 million
settlement relating to certain whole loans previously purchased for re-sale from a third party. Excluding the impact of this item,
valuation adjustments on loans held for sale improved during 2011 due to lower average balances and reduced volatility. Loans
held for sale are recorded at the lower of their aggregate cost or fair value, with adjustments to fair value being recorded as a
valuation allowance. Valuations on residential mortgage loans held for sale that we originate are recorded as a component of
residential mortgage banking revenue in the consolidated statement of income (loss).

Other income Other income, excluding the valuation of loans held for sale as discussed above, includes in 2011, gains of $53
million and $10 million, respectively, relating to the sale of our equity interest in a joint venture and the sale of certain non-
marketable securities. Excluding the impact of these items, other income increased in 2012 driven by higher income associated
with fair value hedge ineffectiveness, partially offset by lower earnings from equity investments. Additionally, other income in
2010 included a gain of $66 million relating to the sale of our equity investment in Wells Fargo HSBC Trade Bank, a $9 million
gain on the sale of auto finance loans to SC USA, as well as a $5 million gain associated with a final payment from a judgment
related to our purchase of a community bank from CT Financial Services. Excluding the impact of these items in both periods,
other income decreased in 2011 due to lower income associated with hedge ineffectiveness, partially offset by higher earnings
from equity investments.
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Operating Expenses The components of operating expenses are summarized in the following table.

Year Ended December 31, 2012 2011 2010

(dollars are in millions)

Salaries and employee benefits:

SALATIES ...vevieiveteeiiet ettt ettt ettt ettt e b et ettt b et se b bt et ae s s s s s esens $ 59 § 652 § 595
EMPIOYEE DENETILS .....eoeeeiieiieiieiieee ettt ettt sne s 348 462 466
Total salary and employee DenefitS..........coecvvieriiiieniiiieeceeeeecee e 944 1,114 1,061
OCCUPANCY EXPEIISE, TET....eereutieiietieiterteeiterteetesteetesteetesbeentestt e besbeenteeseenteeseenbeeateneeeneenreenees 241 280 267

Support services from HSBC affiliates:
Fees paid to HSBC Finance for loan servicing and other administrative

10103101 o A TSP 27 36 101
Fees paid to HIMUS .......ooiiieceteee ettt ettt e sse s sneennas 303 242 288
Fees Paid t0 HTSU .....ooiiiiieeeeieee ettt ettt ettt sve et esbeessaessse e saeensaenne e 912 967 780
Fees paid to other HSBC affiliates.......c..cceoueiiirininiinininenenesceeeccteeeeee e 187 209 117
Total support services from HSBC affiliates..........ccoovveeriinieniinieniieieiieieseeee e 1,429 1,454 1,286
Expense related to certain regulatory mMatters ........coceieeruerierienierienienieeieieeee et 1,381 — —
Other expenses:
Equipment and SOftWATE.........c.ccieiirieiecieiectee sttt 43 156 48
IMAATKEETINE ...ttt ettt sttt st et ettt et ae et e bt et et e b et e sbeenees 47 67 110
OULSIAC SEIVICES. .. uvierieieiieitieeriesiieeteesteeereesteeebeessteesseesseeassaessesssseesseessseesssessseessseessensseeans 103 68 81
Professional fEES.........coeiiiiiiiieeeee s 123 151 74
Postage, printing and office SUPPIIES......cc.eeriiriiriiiiiiieeeeee e 13 15 15
Off-balance sheet Credit TESEIVES ........ecvirierierieie ettt see s (26) 15 (29)
FDIC @SSESSIMENLE T8 ....c.veovetiiiiiienieieteiet ettt ettt ettt sbe s 929 122 134
INSUTANCE DUSINESS ..c.vvieieiieiieeiieeiie et eteesteestte et e ste e bt esbeeesaeeteesnseenseesssaesssessseesssennseenseeans 12 — 2)
IMISCEIIANEOUS .....c.eveevieieiieiie ettt e te et eeveeeteeeebe e teeeabe e beessbeeseessseeseeesseesssessseesseensaesseeans 288 318 269
TOtal OthET EXPEINSES ...cuvivieriieeieiieieie et et et et e steeaeseesbesteesbestaesseessesseessenseeseesseessesseensas 702 912 700
TOtal OPETALING EXPEIISES.....cveevievirtirtietertertesteteeeeenteneeseeseeteeteeteetesbeseessesessesenseneeneeneeneeneaneas $ 4,697 $ 3,760 $ 3,314
Personnel - aVerage NUMDET ..........ccieiirieieeieie sttt ee et neesneenees 77765 9582 9377
EffICICNCY TALIO....uiitiiiieeieiieiteie ettt ettt ettt st e st et esea e e esae b e essesseesseseessesseensesseeneas 115.1% 80.0% 69.1%

Salaries and employee benefits Total salaries and employee benefits expense decreased during 2012 driven by the impact of the
sale of 195 non-strategic retail branches completed in 2012 and continued cost management efforts, partially offset by higher
salaries expense relating to expansion activities associated with certain businesses. Total salaries and employee benefits expense
increased in 2011 primarily due to the transfer in July 2010 of certain employees from HSBC Finance to the default mortgage loan
servicing department of a subsidiary of HSBC Bank USA and, to a lesser extent, higher salaries expense related to expansion
activities associated with certain businesses including commercial banking and higher severance costs. These increases were
partially offset by the impact from continued cost management efforts.

Occupancy expense, net Occupancy expense decreased in 2012 reflecting lower rent and lower utilities costs, including the impact
of the retail branch sales as discussed above, as well as the commencement of the recognition of a $117 million deferred gain on
the sale of our 452 Fifth Avenue headquarters building which began in April 2012 and is being recognized over the eight year
remaining life of our lease. In addition, occupancy expense during 2011 includes $21 million relating to the write-off of leasehold
improvements and lease abandonment costs associated with the consolidation of certain retail branch offices as well as a charge
of $5 million in the second quarter of 2011 associated with the closure of the Amherst Data Center. In addition, occupancy expense
in 2010 includes $8 million in lease abandonment costs associated with the closure of several non-strategic branches. Excluding
the impact of these items from both years, occupancy expense decreased in 2011 driven by lower depreciation and lower utilities
costs.

Support services from HSBC affiliates includes technology and certain centralized support services, including human resources,
corporate affairs and other shared services, legal, compliance, tax and finance charged to us by HTSU. Support services from
HSBC affiliates also includes services charged to us by an HSBC affiliate located outside of the United States which provides
operational support to our businesses, including among other areas, customer service, systems, risk management, collection and
accounting functions as well as servicing fees paid to HSBC Finance for servicing nonconforming residential mortgage loans,
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auto finance receivables until the auto finance portfolio was sold in August 2010 and, prior to May 1, 2012, certain credit card
receivables. Lower support services from HSBC affiliates in 2012 reflects lower fees paid to HTSU as increased costs relating to
compliance, including costs associated with our AML/BSA and foreclosure remediation activities was more than offset by workforce
reductions in certain shared services functions which resulted in lower allocated costs for these functions and lower fees paid to
HSBC Finance, who no longer services our credit card portfolio partially offset by higher fees paid to HMUS, primarily related
to compliance costs. Compliance costs reflected in support services from affiliates totaled $381 million in 2012 compared to $252
million and $104 million in 2011 and 2010, respectively. Higher support services from HSBC affiliates in 2011 largely reflects
the impact of higher compliance costs, including costs associated with our BSA/AML remediation activities and to a lesser extent
foreclosure, partially offset by lower fees paid to HMUS and lower charges from HSBC Finance due to lower levels of receivables
being serviced, including the impact of the sale in 2010 of all remaining auto loans purchased from HSBC Finance as well as lower
expenses for servicing and assuming the credit risk associated with refund anticipation loans originated as we did not offer this
loan program during the 2011 tax season.

Expense related to certain regulatory matters Included in 2012 is an expense related to certain regulatory matters of $1.381 billion.
See Note 30, “Litigation and Regulatory Matters” for the additional information.

Marketing expenses Lower marketing and promotional expenses in 2012 and 2011 resulted from continued optimization of
marketing spend as a result of general cost saving initiatives.

Other expenses Other expenses (excluding marketing expenses) in 2012 includes a $19 million expense accrual related to mortgage
servicing matters. Other expenses (excluding marketing expenses) in 2011 includes a charge of $110 million included within
equipment and software relating to the impairment of certain previously capitalized software development costs which are no
longer realizable. Also included in 2011 was a provision for interchange litigation as well as estimated costs associated with
penalties related to foreclosure delays involving loans serviced for the GSEs and other third parties and an expense accrual related
to mortgage servicing matters which collectively totaled $123 million. Excluding these amounts, other expenses were higher in
2012 largely due to higher outside services fees, higher litigation expenses and were higher in 2011 due to increased professional
fees associated with compliance activities and higher expense for off balance exposures partially offset by lower FDIC assessment
fees.

Efficiency ratio Our efficiency ratio from continuing operations was 115.1 percent during 2012 compared 80.0 percent in 2011
and 69.1 percent in 2010. Our efficiency ratio was impacted in each period by the change in the fair value of our own debt and
related derivatives for which we have elected fair value option accounting. Also impacting the efficiency ratio in 2012 was the
gain from the sale of certain non-strategic retail branches as well as an expense related to certain regulatory matters and, in 2011,
the impairment of certain software development costs as well as the impairment of leasehold improvements associated with certain
branch closures and certain non-recurring items as discussed above. Excluding the impact of these items, our efficiency ratio for
2012 improved to 83.0 percent compared to 84.9 percent in 2011 and 75.4 percent in 2010. While operating expenses adjusted for
the items above declined in 2012, driven by the impact of our retail branch divestitures and cost mitigation efforts, they continue
to reflect elevated levels of compliance costs.

Segment Results — IFRS Basis

We have four distinct segments that are utilized for management reporting and analysis purposes. The segments, which are generally
based upon customer groupings and global businesses, are described under Item 1, “Business” in this Form 10-K.

Our segment results are reported on a continuing operations basis. As previously discussed, in the second quarter of 2012 we sold
our GM and UP credit card receivables as well as our private label credit card and closed-end receivables to Capital One. Because
the credit card and private label receivables sold had been classified as held for sale prior to disposition and the operations and
cash flows from these receivables are eliminated from our ongoing operations post-disposition without any significant continuing
involvement, we have determined we have met the requirements to report the results of these credit card and private label card
and closed-end receivables being sold, as discontinued operations for all periods presented. Prior to being reported as discontinued
operations beginning in the third quarter of 2011, these receivables were previously included in our Retail Banking and Wealth
Management segment. As discussed in Note 3, “Discontinued Operations,” our wholesale banknotes business (“Banknotes
Business”), which was previously reported in our Global Banking and Markets segment, is also reported as discontinued operations
and is not included in our segment presentation.

We report financial information to our parent, HSBC, in accordance with International Financial Reporting Standards ("IFRSs").
As a result, our segment results are presented on an IFRSs basis (a non-U.S. GAAP financial measure) as operating results are
monitored and reviewed, trends are evaluated and decisions about allocating resources such as employees are made almost
exclusively on an I[FRSs basis. However, we continue to monitor capital adequacy, establish dividend policy and report to regulatory
agencies on a U.S. GAAP basis. The significant differences between U.S. GAAP and IFRSs as they impact our results are
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summarized in Note 25, “Business Segments,” in the accompanying consolidated financial statements and under the caption “Basis
of Reporting” in the MD&A section of this Form 10-K.

Retail Banking and Wealth Management (“RBWM?”) Our RBWM segment provides a full range of banking and wealth products
and services through our branches and direct channels. During 2012, we continued to direct resources towards the development
and delivery of premium service, client needs based wealth and banking services with particular focus on HSBC Premier, HSBC's
global banking service that offers customers a seamless international service. In order to align our retail network to our strategic
focus on internationally connected markets and customers, we sold 195 branches, primarily in our non-strategic upstate New York
region and closed and/or consolidated a further 13 branches in Connecticut and New Jersey.

Consistent with our strategy, additions to our residential mortgage portfolio are primarily to our Premier customers, while sales
of loans consist primarily of conforming loans sold to GSEs. In addition to normal sales activity, at times we have historically sold
prime adjustable and fixed rate mortgage loan portfolios to third parties. We retained the servicing rights in relation to the mortgages
upon sale.

The following table summarizes the IFRSs Basis results for our RBWM segment:

Year Ended December 31, 2012 2011 2010
(in millions)

Nt INEETEST INCOIMIC ....vvevienteeeieteeiesieetesteetesseenseeseeteeseesseeseesseassessesssessesssessesssenseensenseensensennes $ 84 § 1,023 § 1,077
Other OPerating INCOME. .......ceeuiruiririietirertet ettt ettt sttt sttt e et et eueeae e eaeen 555 409 277
Total OPETALING INCOIME. .......eiueitiriiiiiitietetertetet ettt ettt ettt ettt ebe b saea 1,409 1,432 1,354
Loan impairment Charges..........cocevirieierenierieieieieietctettee ettt 204 247 77

1,205 1,185 1,277
OPETALINE EXPEIISES ...eevveverieuietiereriertietetestetentesteneestesteatesterestesseetesbesaestessesensennennenteneesesuesuens 1,301 1,653 1,371
LLOSS DEIOTE TAX c.cveiteiieiieiieieeicet ettt ettt sttt ettt ettt ebe b $ 96) $ (468) $ (94)

2012 loss before tax compared to 2011 Our RBWM segment reported a lower loss before tax during 2012, reflecting higher other
operating income as a result of a gain from the sale of certain branches, lower loan impairment charges and lower operating
expenses, partially offset by lower net interest income.

Net interest income was lower during 2012 driven by lower deposit margins primarily as a result of lower returns related to deposits
held for sale to First Niagara due to their short term nature, lower deposit balances as a result of the sale as well as a continued
low interest rate environment. Net interest income related to consumer loans was lower as a result of the branch sale, however,
net interest income related to residential mortgages improved as net interest income from the discounted collateral values on
delinquent mortgage loans was partially offset by narrower spreads and increased deferred origination cost amortization as a result
of higher prepayments. Residential mortgage average balances were slightly lower as the impact of the branch sale were almost
entirely offset by an increase in residential mortgage loans to our Premier customers.

Other operating income included a gain from the sale of certain branches to First Niagara totaling $238 million in 2012. Excluding
the gain on the sale of certain branches, other operating income decreased in 2012 driven by higher provisions for mortgage loan
repurchase obligations associated with previously sold loans and a reduction in debit card fee income as a result of the
implementation of new legislation which caps fees paid by retailers to banks for debit card purchases. These items were partially
offset by improved gains on sales of loans sold to GSEs.

Loan impairment charges decreased in 2012 driven by continued improvements in economic and credit conditions including lower
delinquency levels on accounts less than 180 days contractually delinquent and improvements in delinquency roll rates, partially
offset by an incremental provision of approximately $25 million during the fourth quarter of 2012 associated with the completion
of a review which concluded that the estimated average period of time from current status to write-off for loans collectively
evaluated for impairment using a roll rate migration analysis was 10 months (previously a period of 7 months was used) under
IFRSs.

Operating expenses in 2012 included $56 million in litigation related charges, $19 million in expense related to mortgage servicing
matters, partially offset by an $8 million reduction in estimated cost associated with penalties related to foreclosure delays involving
loans serviced for GSEs. Operating expenses in 2011 include the impairment of previously capitalized software development costs,
which resulted in a charge of $87 million, and charges of $86 million for estimated costs associated with penalties related to
foreclosure delays involving loans serviced for the GSEs and other third parties as well as an expense accrual related to mortgage
servicing matters. Excluding these amounts, operating expenses remained lower in 2012 primarily due to the sale of the 195
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branches to First Niagara as well as a decrease in expenses in our retail banking business driven by several cost reduction initiatives
primarily optimizing staffing in the branch network and administrative areas as well as reduced marketing expenditures. In addition,
there were lower FDIC assessments beginning in the second quarter of 2011 as assessments are now based on assets rather than
deposits. Partially offsetting these improvements in operating expense were transaction costs associated with our announced branch
sale as well as increased compliance costs, increased cards servicing costs and the impact of a reduction in the amount of branch
costs allocated to Commercial Banking based upon an updated cost study.

2011 loss before tax compared to 2010 Our RBWM segment reported a higher loss before tax during 2011, reflecting lower net
interest income, higher operating expenses and higher loan impairment charges, partially offset by higher other operating income.

Net interest income was lower during 2011 driven by lower auto loan receivables as a result of the sale of the auto loan portfolio
in August 2010. The decrease also reflected lower credit card yields due to the continued focus on originating to premium customers
resulting in a lower proportion of revolving balances. In addition, the implementation of certain provisions of the Credit Card
Accountability Responsibility and Disclosure Act 0of2009 including periodic re-evaluation of rate increases has negatively impacted
net interest income. Also contributing to the decrease in net interest income was higher interest charges on tax exposures. These
decreases were partially offset by improvements in deposit spreads driven by customer rate reductions.

Other operating income increased in 2011 primarily due to a lower provision for mortgage loan repurchase obligations associated
with previously sold loans, partially offset by lower positive net MSR hedging results. We also experienced higher fees earned
from HSBC Finance due to the transfer in July 2010 of certain real estate default loan servicing employees which we bill back to
HSBC Finance for services provided. Partially offsetting the increase are changes in the ability to charge overdraft fees on debit
card transactions implemented on July 1, 2010, which resulted in lower deposit fee income as compared to the prior year period.
In addition, there was also a reduction in debit card fee income in the fourth quarter as a result of the implementation of new
legislation which caps fees paid by retailers to banks for debit card purchases.

Loan impairment charges increased in 2011, driven largely by residential mortgage reserve releases in 2010 due to an improving
credit outlook which did not occur again in 2011 as we continue to experience weakness in the housing market including depressed
property values. These factors were partially offset by improvements in credit card credit quality as dollars of delinquency continued
to decline leading to continued improvements in our future loss estimates.

Operating expenses in 2010 includes a $48 million pension curtailment gain as a result of the decision in February 2010 to cease
all future benefit accruals for legacy participants under the final average pay formula components of the HSBC North America
defined benefit pension plan effective January 1, 2011. Excluding these amounts and the amounts for 2011 discussed above,
operating expenses remained higher in 2011 due primarily to higher costs associated with our announced branch sale, as well as,
compliance, mortgage foreclosure, litigation, asset management and the transfer of certain employees of HSBC Finance to our
default loan servicing department in July 2010. Partially offsetting these items were decreases in expenses in our on-going retail
banking business driven by several cost reduction initiatives including optimizing staffing in the branch network and administrative
areas as well as and reduced marketing spend. In addition, there were lower FDIC assessments as beginning in the second quarter
of 2011 assessments are based on assets rather than deposits.

Commercial Banking (“CMB”) CMB's business strategy is to be the leading international trade and business bank in the U.S.
CMB strives to execute this vision and strategy in the U.S. by focusing on key markets with high concentration of international
connectivity. Our Commercial Banking segment serves the markets through three client groups, notably Corporate Banking,
Business Banking and Commercial Real Estate which allows us to align our resources in order to efficiently deliver suitable
products and services based on the client's needs and abilities. Through its commercial centers and our retail branch network, CMB
provides customers with the products and services needed to grow their businesses internationally, and deliver those through our
relationship managers who operate within a robust customer focused compliance and risk culture, and collaborate across HSBC
to capture a larger percentage of a relationship, as well as our award winning on-line banking channel HSBCret. In 2012, our
continued focus on expanding our core proposition and proactively targeting companies with international banking requirements
led to an increase in the number of relationship managers and product partners enabling us to gain a larger presence in key growth
markets, including the West Coast, Southeast and Midwest.

During 2012, interest rate spreads continued to be pressured from a low interest rate environment while loan impairment charges
improved. Both an increase in demand for loans as well as new loan originations have resulted in a 24 percent increase in average
loans outstanding to middle-market customers since December 31, 2011. The business banking loan portfolio has seen a 26 percent
decrease in loans outstanding since December 31, 2011 resulting from the sale of 195 branches in the non-strategic upstate New
York region. The commercial real estate group is focusing on selective business opportunities and portfolio management, which
resulted in a 4 percent increase in average outstanding loans for this portfolio since December 31, 2011. Excluding the impact of
the branch sale, average customer deposit balances across all CMB business lines during 2012 increased 5 percent compared to
2011. Total average loans increased 13 percent across all CMB business lines as compared to December 31, 2011.

The following table summarizes the IFRSs Basis results for our CMB segment:
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Year Ended December 31, 2012 2011 2010
(in millions)
NEt INLETESE INCOIMIE ...ttt sttt ettt ettt et eb ettt be sttt e st et et et et eseebeebeeseebeanes $ 657 $ 711 $ 704
Other OPerating INCOMIC. ......ccevutruiririietirtertet ettt ettt ettt sttt st et e st eneeneeaeeaeeaens 683 453 455
Total OPETAtiNg INCOMC.......ecuvetieietieiieeteeie et ete st eteseebeseeesbesssesseessesseessesseessesseessesseessesseesses 1,340 1,164 1,159
Loan impairment CharZeS........c.oeouirieiinieeeee ettt ettt ettt 4 6 115
1,336 1,158 1,044
OPETALINZ EXPEIISES ....oveveveeuirririeriertietetestetentestenteatestestesteuestesstesessessesensensensensenteneeneesesnessens 716 741 681
Profit DEOTE tAX ...eeuviuieiieiieiieeeteet ettt ettt $ 620 $ 417 $ 363

2012 profit before tax compared to 2011 Our CMB segment reported a 48 percent increase in profit before tax during 2012 as
higher other operating income as a result of a gain from the sale of certain branches and lower operating expenses were partially
offset by lower net interest income.

Net interest income in 2012 was lower, reflecting higher funding costs and lower business banking revenue due to the branch sale,
partially offset by the favorable impact of higher loan balances.

Other operating income in 2012 reflects a $278 million gain from the sale of certain branches. Excluding the gain, other operating
income was lower in 2012 due to lower interchange and deposit service fees.

Loan impairment charges were relatively flat in 2012 compared with 2011.

Operating expenses decreased during 2012 as additional expenses relating to staffing increases in growth markets as well as higher
compliance and technology infrastructure costs were more than offset by lower branch network charges, including a reduction in
the amount of branch costs allocated from RBWM based upon an updated cost study. Included in 2011 was an $18 million
impairment charge associated with previously capitalized as software development costs.

2011 profit before tax compared to 2010 Our CMB segment reported higher profit before tax as higher net interest income and
lower loan impairment charges, partially offset by lower other operating income and higher operating expenses.

Net interest income was higher in 2011 reflecting the favorable impact of higher loans balances partially offset by lower deposit
spreads resulting from changing product mix.

Other operating income in 2011 reflects higher fee income and higher gains on the sale of certain commercial real estate assets
which more than offset the non-recurrence of a $66 million gain recorded during the first quarter of 2010 on the sale of our equity
investment in Wells Fargo HSBC Trade Bank.

Loan impairment charges decreased in 2011 largely driven by lower reserves required on troubled debt restructures in commercial
real estate and middle market enterprises as well as lower charge-offs in business banking due to improved credit quality and lower
delinquency levels, partially offset by a specific provision associated with the downgrade of an individual commercial real estate
loan.

Operating expense increased in 2011 due to higher expenses relating to staffing increases to support growth as well as infrastructure
costs such as compliance, the impairment of previously capitalized software development costs, and higher technology costs.
Additionally, the first quarter of 2010 includes a $16 million pension curtailment gain as previously discussed.

Global Banking and Markets Our Global Banking and Markets business segment supports HSBC’s emerging markets-led and
financing-focused global strategy by leveraging HSBC Group advantages and scale, strength in developed and emerging markets
and Global Markets products expertise in order to focus on delivering international products to U.S. clients and local products to
international clients, with New York as the hub for the Americas business, including Canada and Latin America. Global Banking
and Markets provides tailored financial solutions to major government, corporate and institutional clients as well as private investors
worldwide. Managed as a global business, Global Banking and Markets clients are served by sector-focused teams that bring
together relationship managers and product specialists to develop financial solutions that meet individual client needs. With a focus
on providing client connectivity between the emerging markets and developed markets, we ensure that a comprehensive
understanding of each client’s financial requirements is developed with a long-term relationship management approach. In addition
to Global Banking and Markets clients, Global Banking and Markets works with RBWM, CMB and PB to meet their domestic
and international banking needs.

Within client-focused business lines, Global Banking and Markets offers a full range of capabilities, including:

71



HSBC USA Inc.

¢ Corporate and investment banking and financing solutions for corporate and institutional clients, including loans, working
capital, investment banking, trade services, payments and cash management, and leveraged and acquisition finance; and

¢ One of the largest markets business of its kind, with 24-hour coverage and knowledge of world-wide local markets and
providing services in credit and rates, foreign exchange, derivatives, money markets, precious metals trading, cash equities
and securities services.

Also included in our Global Banking and Markets segment is Balance Sheet Management, which is responsible for managing
liquidity and funding under the supervision of our Asset and Liability Policy Committee. Balance Sheet Management also manages
our structural interest rate position within a limit structure.

We continue to proactively target U.S. companies with international banking requirements and foreign companies with banking
needs in the Americas. Furthermore, we have seen higher average loan balances as well as growth in revenue from the cross-sale
of our products to CMB and RBWM customers consistent with our global strategy of cross-sale to other global businesses. Global
Banking and Markets segment results during 2012 benefited from more stable U.S. financial market conditions, which reflected
lower interest rates and generally tighter credit spreads. This environment led to improved performance of our economic hedges
used to manage interest rate risk and increased income from structured credit products, which we no longer offer. Our risk
management efforts to improve the credit quality of our corporate lending relationships, as well as increased liquidity costs on
unused commitments, has resulted in a slight tightening of average spreads, which was more than offset by higher revenue from
growth in loan balances. Partially offsetting these revenue gains were reductions in foreign exchange, metals and transaction
services. Additionally, other global markets revenue declined due to fair value adjustments on structured note issuances.

The following table summarizes IFRSs Basis results for the Global Banking and Markets segment.

Year Ended December 31, 2012 2011 2010
(in millions)

INEE INEETESE IMCOIMNE ...viuvevieieeiietiteiteteetetet ettt et te st te st be st beseeseseesensesesseseebeneeseneeseneeseneesenens $ 606 $§ 504 $ 638
Other OPETatiNg IMCOINE ... .eeueetieiieitieie ettt ettt ettt ettt te et et e st e et e saeeneesaeesaesseesbeeseenbeensanseans 916 969 1,010
Total OPETALING INCOMIE ......eeuieiieiierieeieeiteteetetestet e et et e esaeeeestesseeneesseesesneesesseensesnsessennsensenns 1,522 1,473 1,648
Loan impairment Charges (TECOVETICS) .....uiivirierrerreeierteetesieereeseesesseessesseessesssessesssessesssessenns 1) 5 (180)

1,523 1,468 1,828
OPETALING CXPCIISES ...uveuvrenteereererentesseetesseesesstessesseensesssessesssasseessesseensesseessesssessesseessesssessesssessenns 997 986 724
PrOfIt DETOTE TAX ...vviieiiiee ettt ettt ettt e et e it e et st e eaeeeaeeeeaeesaaeeaeesaaeeans $ 526 $ 482 § 1,104

The following table summarizes on an IFRSs Basis, the impact of key activities on total operating income of the Global Banking
and Markets segment.

Year Ended December 31, 2012 2011 2010
(in millions)
Foreign exchange and Metals...........ccceiiiiiiiiiniiineseseeeeee e $ 38 $§ 417 $§ 317
CIEAIE™Y i 26 69 251
RALES ..ot s e 127 165 100
EQUILIES ..ttt sttt sttt ettt et b e st 15 14 21
Other GIobal MATKELS .......c.coveuirieirieirieiricintceneteteeeet ettt 27) (51) (18)
Total GlODAl IMATKELS ......c.eeeeieiieeierie ettt ettt ettt st sae e s teeseeteeneeneeens 526 614 671
FINAINCIIE. ¢ttt sttt ettt b e eb e ebesb et be b e e et nee 189 159 218
Payments and cash management..............cccccooeiiiiiiiiiiiiniiicce e 354 304 302
Other tranSaCtiON SEIVICES ...c..c.erveuerieuirieuiriertrieaerietetesteretereseeteseeteseetesseresaenessesesresesneneerenene 76 110 188
Total GLobal BANKING. ........cviuiiriiiitiieiiriet ettt 619 573 708
Balance Sheet Management™................co.cooovuivuerieeeeeeeeeeeeee s 390 291 351
OTRET ettt ettt sttt ettt ettt h et na e et neeeen (13) %) (82)
Total OPETAtING INCOIMEC ......ecuievieeieiieiieteeeie st ete st ebe et ebeetteseeseesseeseesseessesseessesseessesssessenssessenns $ 1,522 $§ 1,473 $ 1,648

M Credit includes $87 million, $78 million and $189 million in 2012, 2011 and 2010, respectively, of revenue related to valuation adjustments on structured
credit products which we no longer offer.
@ Includes gains on the sale of securities of $123 million, $131 million and $110 million in 2012, 2011 and 2010, respectively.
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2012 profit before tax compared to 2011 Our GBM segment reported a higher profit before tax during 2012 driven by higher net
interest income and lower loan impairment charges (recoveries) partially offset by lower other operating income and higher
operating expenses.

Net interest income increased during 2012 due to higher corporate loan and investment balances, partially offset by lower credit
spreads on corporate loans as the business continues to manage down high risk credit exposures and increased costs related to
liquidity facilities.

Other operating income decreased in 2012 due to lower revenue from foreign exchange and metals driven by a reduction in trading
volumes and price volatility, losses from fair value adjustments on our structured notes liabilities and a decline in other transaction
services revenue resulting from the transfer of our fund services business to an affiliate entity. In addition, other operating income
declined in 2012 from a change in estimation methodology with respect to credit valuation adjustments and debit valuation
adjustments, as discussed below. These reductions were partially offset by improved performance of economic hedges employed
by Balance Sheet Management to manage interest rate risk, increased income from payments and cash management generated
from services to affiliates and increased financing revenue growth in loan balances.

During the fourth quarter of 2012, we changed our estimate of credit valuation adjustments on derivative assets and debit valuation
adjustments on derivative liabilities to be based on a market implied probability of default calculation rather than a ratings based
historical counterparty probability of default calculation, consistent with evolving market practice. This change resulted in a
reduction to other operating income of $42 million.

Other operating income reflected gains on structured credit products of $81 million during 2012 compared to gains of $83 million
during 2011. Included in structured credit products were exposures to monoline insurance companies that resulted in gains of
$6 million during 2012 compared to gains of $15 million during 2011. Valuation losses of $8 million during 2012 were recorded
against the fair values of sub-prime residential mortgage loans held for sale compared to valuation losses of $24 million in 2011.

Loan impairment charges decreased during 2012 due to reductions in higher risk rated loan balances and the stabilization of credit
downgrades.

Operating expenses increased during 2012 as higher compliance costs associated with our AML/BSA remediation activities were
partially offset by decreased staff costs as a result of lower headcount.

2011 profit before tax compared to 2010 Our Global Banking and Markets segment reported a lower profit before tax during 2011
driven by lower net interest income, lower other operating income, lower recoveries of loan impairment charges and higher operating
expenses.

Net interest income decreased during 2011 due to lower corporate loan balances and lower average yields as the business continues
to manage down high risk credit exposures. Also contributing to lower net interest income was higher funding costs that resulted
from senior debt issuances during 2011.

Other operating income decreased in 2011 as credit market conditions deteriorated during the second half of 2011 which led to a
decline in the value of certain structured credit exposures. Partially offsetting these declines was an increase in revenues in foreign
exchange and metals, which benefited from price volatility and strong customer demand, as well as from higher revenue from
interest rate derivatives due to an increase in new deal activity. In addition, 2010 included a one-time gain of $89 million associated
with a settlement relating to certain loans previously purchased for resale from a third party.

Other operating income reflects gains on structured credit products of $83 million during 2011 compared to gains of $130 million
during 2010, including gains from exposures to monoline insurance companies of $15 million during 2011 and $93 million during
2010. Valuation losses of $24 million during 2011 were recorded against the fair values of subprime residential mortgage loans
held for sale as compared to valuation losses of $59 million during 2010.

Loan impairment charges were higher in 2011 as the benefit from reductions in higher risk rated loan balances and stabilization
of credit downgrades was mostly offset by a specific provision associated with a corporate lending relationship.

Operating expenses increased during 2011 driven by higher staff costs, higher compliance costs associated with our AML/BSA
remediation activities, higher legal and professional fees, and higher FDIC assessments. The increase in FDIC assessments was
due to a methodology change by the FDIC from a deposit driven to an asset driven assessment base, effective at the beginning of
the second quarter of 2011. Also included in 2010 was a $7 million pension curtailment gain.

Private Banking (“PB”) PB provides private banking and trustee services to high net worth individuals and families with local
and international needs. Accessing the most suitable products from the marketplace, PB works with its clients to offer both traditional
and innovative ways to manage and preserve wealth while optimizing returns. Managed as a global business, PB offers a wide
range of wealth management and specialist advisory services, including banking, liquidity management, investment services,
custody services, tailored lending, wealth planning, trust and fiduciary services, insurance, family wealth and philanthropy advisory
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services. PB also works to ensure that its clients have access to other products and services, capabilities, resources and expertise
available throughout HSBC, such as credit cards, investment banking, commercial real estate lending and middle market lending,
to deliver services and solutions for all aspects of their wealth management needs.

During 2012, we continued to dedicate resources to strengthen product and service leadership in the wealth management market.
Areas of focus are banking and cash management, investment advice including discretionary portfolio management, investment
and structured products, residential mortgages, as well as wealth planning for trusts and estates. Also in 2012, our compliance
and risk framework was strengthened by the establishment of a Global Private Banking Global Standards Committee and a revised
risk appetite framework. Average client deposit levels increased $700 million or 6 percent compared to December 31, 2011 due
to large deposits from domestic and international market customers. Total average loans increased 16 percent compared to December
31, 2011 from growth in both commercial lending and tailored mortgage products. Overall period end client assets were lower by
$1.2 billion compared to December 31, 2011 mainly due to reductions in large deposits during the first half of the year partially
offset by increases in various PB wealth management products and investment products. Spreads were higher on the tailored
mortgage portfolio which was offset by lower spreads on commercial loans due to lower risk appetite, higher funding costs, lower
fees on investment products due to clients moving to more risk adverse investments and lower recoveries on previously charged-
off loans.

The following table provides additional information regarding client assets during 2012 and 2011:

2012 2011
(in billions)
Client assets at beginning of the Period............ccccooveieeiiiieieeeeeeeeeeeee e $ 477 $ 44.0
INEL NEW IMOTIEY ..ottt ettt ettt sttt sat e bt e st e e bt e st e e bt e sabeenbeesateenbaesaneenne .7 3.5
ValUE ChANGE........oooviiiiiiiiieceeeeee ettt sttt ettt e e ebeereesseereenseees S 2
Client assets at end Of PETIOQ........ccveieriiriierieiereeie e $ 465 § 47.7

The following table summarizes IFRSs Basis results for the PB segment.

Year Ended December 31, 2012 2011 2010
(in millions)

INEE INEETESE ITCOIIIE ...ttt ettt ettt ettt a et s et bbbt ebe s eb e ae s e s eneeneseenens $ 184 § 180 $ 184
Other OPErating INCOMIC. ......ccevuiririrtietiriertetetetee ettt ettt sttt e st et eneeaeeaesaeas 106 184 132
Total OPETAING INCOIME. .......eiuirtiriiitiititete sttt ettt sttt sttt ettt ebe b eaea 290 364 316
Loan impairment charges (IECOVETIES).....coueruerereieieiieiieiieienienteetesreseesteseeeeenneeeneeneeneeaesaens 3) (30) (38)

293 394 354
OPETALING EXPEIISES ....veveuiruirrietertertietentestetententententeatestesteuesuesteesessessessensensensennenneneeneesessesaens 232 261 242
Profit (1088) DEFOTE taX......eeuiiiiriirtiiiititerte ettt $ 61 $ 133 § 112

2012 profit (loss) before tax compared to 2011 Our PB segment reported lower profit before tax during 2012 driven by lower
other operating income and lower recoveries of loan impairment charges partially offset by higher net interest income and lower
operating expenses.

Net interest income was slightly higher during 2012 due to improved volumes of banking and lending as well as improved spreads
on mortgage products.

Other operating income was lower in 2012 reflecting lower fees on managed and structured investment products, fund fees, custody
fees as well as the impact in 2011 of a gain of $57 million related to the sale of our equity interest in a joint venture.

Recoveries on loan impairment charges were lower in 2012 while continued improved credit conditions and client credit ratings
favorably impacted 2012, these factors were more pronounced in 2011 leading to an overall reduction in recoveries compared to
2012.

Operating expenses decreased during 2012 due to lower staff costs and lower support service costs.

2011 profit (loss) before tax compared to 2010 Our PB segment reported higher profit before tax during 2011 driven by higher
other operating income, including a gain on the sale of an equity interest in a joint venture, partially offset by lower net interest
income, lower recoveries of loan impairment charges and higher operating expenses.
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Net interest income was lower during 2011 due to lower funding credits partially offset by improvements of lending and banking
spreads and higher income driven by the increase in loan balances.

Other operating income was higher in 2011 reflecting a gain of $57 million relating to the sale of our equity interest in a joint
venture and higher fees on managed and structured investment products, funds and insurance.

Recoveries on loan impairment charges were lower in 2011, as continued improved credit conditions and client credit ratings
resulted in higher overall net recoveries in 2010.

Operating expenses increased during 2011 due to higher costs for shared services such as compliance. Additionally, 2010 reflects
a $5 million pension curtailment gain as previously discussed.

Other The other segment primarily includes adjustments made at the corporate level for fair value option accounting related to
certain debt issued, the offset to funding credits provided to CMB for holding certain investments, income and expense associated
with certain affiliate transactions, adjustments to the fair value on HSBC shares held for stock plans, interest expense associated
with certain tax exposures and in 2012, an expense related to certain regulatory matters.

The following table summarizes IFRSs Basis results for the Other segment.

Year Ended December 31, 2012 2011 2010
(in millions)

INEE INEETEST EXPEIISE -..venvevervverrevirteetrteateteaeeteeeteeetensere sttt saeststeaesteet et sese s estsebensesensenensenessenes $ 27 $ (83) $ (11)
Gain (loss) on own debt designated at fair value and related derivatives..........ccccceecerercnens (385) 401 162
Other operating iNCOME (I0SS) ......eovervirtirierieieieteie ettt ettt 57) (65) 31
Total operating iNCOME (10SS)....ceververvirririerierieieieietet ettt sttt sttt ettt ere e saens (469) 253 182
Loan impairment CHATZES .......cceviiiiiriirierieteieet ettt sttt sttt ettt eae b saea — — —

(469) 253 182
OPETALINZ EXPEIISES ...nveveviriruirtietertesteatertestetestetetesteseeseestebeabesbeabeabesbetensessensenseneeneeneeseanesneas 1,464 65 70
Profit (10S8) DELOTE taX.....ccueeuieiieietieieete ettt ettt eneeneas $ (1,933) $ 188 $ 112

2012 profit (loss) before tax compared to 2011 Profit (loss) before tax decreased $2.1 billion and in 2012 was driven largely by
an expense related to certain regulatory matters totaling $1.381 billion in 2012 as well as credit and interest rate related changes
in the fair value of certain of our own debt for which fair value option was elected. Net interest expense was higher in 2012 due
to a reduction in interest expense associated with changes in estimated tax exposures.

2011 profit (loss) before tax compared to 2010 Profit (loss) before tax increased $76 million in 2011, driven largely by credit and
interest rate related changes in the fair value of certain of our own debt for which fair value option was elected, partially offset by
higher net interest expense due to increased interest expense associated with changes in estimated tax exposure. In addition, other
operating income during 2010 also includes a $56 million gain on the sale of our 452 Fifth Avenue property in New York City,
including the 1 W. 39th Street building.

Operating expenses were lower during 2011 due largely to reduced real estate related expenses, partially offset by a $5 million
charge associated with the sale of a data center.

Reconciliation of Segment Results Aspreviously discussed, segment results are reported on an IFRS Basis. See Note 25, “Business
Segments,” in the accompanying consolidated financial statements for a discussion of the differences between IFRSs and
U.S. GAAP. For segment reporting purposes, intersegment transactions have not been eliminated. We generally account for
transactions between segments as if they were with third parties. Also see Note 25, “Business Segments,” in the accompanying
consolidated financial statements for a reconciliation of our IFRS Basis segment results to U.S. GAAP consolidated totals.

Credit Quality

In the normal course of business, we enter into a variety of transactions that involve both on and off-balance sheet credit risk.
Principal among these activities is lending to various commercial, institutional, governmental and individual customers. We
participate in lending activity throughout the U.S. and, on a limited basis, internationally.

Allowance for Credit Losses For a substantial majority of commercial loans, we conduct a periodic assessment on a loan-by-loan
basis of losses we believe to be inherent in the loan portfolio. When it is deemed probable based upon known facts and circumstances
that full contractual interest and principal on an individual loan will not be collected in accordance with its contractual terms, the
loan is considered impaired. An impairment reserve is established based on the present value of expected future cash flows,
discounted at the loan's original effective interest rate, or as a practical expedient, the loan's observable market price or the fair
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value of the collateral if the loan is collateral dependent. Updated appraisals for collateral dependent loans are generally obtained
only when such loans are considered troubled and the frequency of such updates are generally based on management judgment
under the specific circumstances on a case-by-case basis. Problem commercial loans are assigned various obligor grades under
the allowance for credit losses methodology. Each credit grade has a probability of default estimate.

Our credit grades for commercial loans align with U.S. regulatory risk ratings and are mapped to our probability of default master
scale. These probability of default estimates are validated on an annual basis using back-testing of actual default rates and
benchmarking of the internal ratings with external rating agency data like Standard and Poor's ratings and default rates. Substantially
all appraisals in connection with commercial real estate loans are ordered by the independent real estate appraisal unit at HSBC.
The appraisal must be reviewed and accepted by this unit. For loans greater than $250,000, an appraisal is generally ordered when
the loan is classified as Substandard as defined by the Office of the Comptroller of the Currency (the “OCC”). On average, it takes
approximately four weeks from the time the appraisal is ordered until it is completed and the values accepted by HSBC's independent
appraisal review unit. Subsequent provisions or charge-offs are completed shortly thereafter, generally within the quarter in which
the appraisal is received.

In situations where an external appraisal is not used to determine the fair value of the underlying collateral of impaired loans,
current information such as rent rolls and operating statements of the subject property are reviewed and presented in a standardized
format. Operating results such as net operating income and cash flows before and after debt service are established and reported
with relevant ratios. Third-party market data is gathered and reviewed for relevance to the subject collateral. Data is also collected
from similar properties within the portfolio. Actual sales levels of condominiums, operating income and expense figures and rental
data on a square foot basis are derived from existing loans and, when appropriate, used as comparables for the subject property.
Property specific data, augmented by market data research, is used to project a stabilized year of income and expense to create a
10-year cash flow model to be discounted at appropriate rates to present value. These valuations are then used to determine if any
impairment on the underlying loans exists and an appropriate allowance is recorded when warranted.

Forloans identified as troubled debt restructures, an allowance for credit losses is maintained based on the present value of expected
future cash flows discounted at the loans' original effective interest rate or in the case of certain commercial loans which are solely
dependent on the collateral for repayment, the estimated fair value of the collateral less costs to sell. The circumstances in which
we perform a loan modification involving a TDR at a then current market interest rate for a borrower with similar credit risk would
include other changes to the terms of the original loan made as part of the restructure (e.g. principal reductions, collateral changes,
etc.) in order for the loan to be classified as a TDR.

For pools of homogeneous consumer loans which do not qualify as troubled debt restructures, probable losses are estimated using
a roll rate migration analysis that estimates the likelihood that a loan will progress through the various stages of delinquency, or
buckets, and ultimately charge-off based upon recent historical performance experience of other loans in our portfolio. This
migration analysis incorporates estimates of the period of time between a loss occurring and the confirming event of its charge-
off. This analysis considers delinquency status, loss experience and severity and takes into account whether loans have filed for
bankruptcy, have been re-aged or are subject to an external debt management plan, hardship, modification, extension or deferment.
The allowance for credit losses on consumer receivables also takes into consideration the loss severity expected based on the
underlying collateral, if any, for the loan in the event of default based on historical and recent trends which are updated monthly
based on a rolling average of several months' data using the most recently available information and is typically in the range of
25-35 percent for first lien mortgage loans and 80-100 percent for second lien home equity loans. At December 31, 2012,
approximately one percent of our second lien mortgages where the first lien mortgage is held or serviced by us and has a delinquency
status of 90 days or more delinquent, were less than 90 days delinquent and not considered to be a troubled debt restructure or
already recorded at fair value less costs to sell.

The roll rate methodology is a migration analysis based on contractual delinquency and rolling average historical loss experience
which captures the increased likelihood of an account migrating to charge-off as the past due status of such account increases.
The roll rate models used were developed by tracking the movement of delinquencies by age of delinquency by month (bucket)
over a specified time period. Each “bucket” represents a period of delinquency in 30-day increments. The roll from the last
delinquency bucket results in charge-off. Contractual delinquency is a method for determining aging of past due accounts based
on the status of payments under the loan. The roll percentages are converted to reserve requirements for each delinquency period
(i.e., 30 days, 60 days, etc.). Average roll rates are developed to avoid temporary aberrations caused by seasonal trends in
delinquency experienced by some product types. We have determined that a 12-month average roll rate balances the desire to
avoid temporary aberrations, while at the same time analyzing recent historical data. The calculations are performed monthly and
are done consistently from period to period. In addition, loss reserves on consumer receivables are maintained to reflect our
judgment of portfolio risk factors which may not be fully reflected in the statistical roll rate calculation.

As discussed above, we historically have estimated probable losses for consumer loans and certain small balance commercial
loans which do not qualify as a troubled debt restructure using a roll rate migration analysis. This has historically resulted in the
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identification of a loss emergence period for these loans collectively evaluated for impairment using a roll rate migration analysis
which results in less than 12 months of losses in our allowance for credit losses. A loss coverage of 12 months using a roll rate
migration analysis would be more aligned with U.S. bank industry practice. As previously disclosed in the third quarter of 2012
our regulators indicated they would like us to more closely align our loss coverage period implicit within the roll rate methodology
with U.S. bank industry practice for those loan products. During the fourth quarter of 2012, we extended our loss emergence period
to 12 months for U.S. GAAP. As a result, during the fourth quarter of 2012, we increased our allowance for credit losses by
approximately $80 million for these loans. We will perform an annual review of our portfolio going forward to assess the period
of time utilized in our roll rate migration period. See Note 9, "Allowance for Credit Losses," in the accompanying consolidated
financial statements for additional discussion.

Our allowance for credit losses methodology and our accounting policies related to the allowance for credit losses are presented
in further detail under the caption “Critical Accounting Policies and Estimates” in this MD&A and in Note 2, “Summary of
Significant Accounting Policies and New Accounting Pronouncements,” in the accompanying consolidated financial statements.
Our approach toward credit risk management is summarized under the caption “Risk Management” in this MD&A.

The following table sets forth the allowance for credit losses for the periods indicated:

At December 31, 2012 2011 2010 2009 2008
(dollars are in millions)
Allowance for credit I0SSeS ..o $ 647 $ 743 $ 852 $ 1,602 $ 1,027
Ratio of Allowance for credit losses to: -
Loans:"
COMMETCIAL....cviiieiiieiesiieie ettt ae e e se e esseeseens 0.72% 1.31% 1.74% 3.02% 1.45%
Consumer:
Residential mortgages, excluding home equity mortgages......... 1.37% 1.36% 1.22 2.53 1.15
Home equity MOTrtZages .........ceceveruerrenrenienieieieeeeeeneeeeeneneens 1.94% 2.03% 2.02 4.44 3.67
Credit card receivables........ccivveriieieriieienieiese e 6.75% 4.71% 4.64 6.28 6.13
AULO TINANCE ....vieviieieeiie ettt sve e sbe e e sene s — — — 2.12 3.25
Other CONSUMET 10ANS........c.eeciieieiieieieeiere e 3.34% 2.52% 2.60 3.96 2.81
Total cONSUMET 10ANS.........eevvieriiiiiieeieeie et sve e 1.73% 1.65% 1.66 3.15 1.95
TO ALt re b eraens 1.02% 1.43% 1.71% 3.08% 1.65%
Net charge-offs":
COMMETCIAL......eeiieiieiieiesieeie ettt ettt ae e enseeseens 220.14% 669.70%  169.81% 359.92% 466.96%
CONSUIMET ...euviieitieieieeieeeiieeteesteeeteesseesbeesseeesseesseessseeseesssansseenes 134.69 118.04 73.93 114.88 155.56
TO ALt re b eraens 166.32% 231.96% 113.15% 186.93% 238.84%
Nonperforming loans'":
COMMETCIAL......eeiieiieiieiesieeie ettt ettt ae e enseeseens 63.40% 52.68% 52.99% 63.96% 137.34%
CONSUIMET ...euviieitieieieeieeeiieeteesteeeteesseesbeesseeesseesseessseeseesssansseenes 28.16 31.39 31.30 67.34 102.06
TO ALt era e 38.70% 41.32% 41.81% 65.39% 114.93%

(1) Ratios exclude loans held for sale as these loans are carried at the lower of cost or fair value.

Changes in the allowance for credit losses by general loan categories for the years ended December 31, 2012, 2011 and 2010 are
summarized in the following table:
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Commercial Consumer
Business Residential
Banking Mortgage,
Construction and Middle Excl Home Home
and Other Market Global Other Equity Equity Credit Auto Other
Real Estate Enterprises  Banking Comm’l Mortgages Mortgages Card Finance  Consumer Total
(in millions)
Year Ended December 31,
2012:
Allowance for credit losses —
beginning of period................. $ 212§ 78 $ 131 $ 21§ 192 § 52 $ 39 § — 8§ 18 § 743
Provision charged to income......... 33) 48 14 10) 114 72 67 — 21 293
Charge offs .....cccoveererecne. (36) 37 (105) a 107) (79) (62) — (25) (452)
RECOVEIIES ..oveveieeieiirieieiciene 19 8 1 7 11 — 11 — 6 63
Net charge offs an (29) (104) 6 (96) (79) (51) — 19 (389)
Other......ooveiveieieeeeeceeeee — — — — — — — — — —
Allowance for credit losses — end
OF Period ..., $ 162§ 97 $ 41 $ 17 $ 210 $ 45 $ 55 § — § 20 $ 647
Year Ended December 31, 2011:
Allowance for credit losses —
beginning of period.................. $ 243 $ 132§ 116 §$ 32§ 167 § 77 $ 58 § — 8 27 $ 852
Provision charged to income........ 11 3) 31 (28) 133 49 46 — 19 258
Charge offs .....cccoeveenereicne. (51) (53) — (6) (106) (70) (71) — (29) (386)
RECOVEIIES ..oveveieeieiirieieiciene 9 12 — 23 5 — 12 — 4 65
Net charge offs .......cccocoeveiiinccne 42) 41) — 17 (101) (70) (59) — (25) (321)
Allowance on loans transferred to
held for sale........cccccouevrivininnnne. — (10) (16) — 7) 4) (6) — 3) (46)
Other......cooviveniirincerecceee — — — — — — — — — —
Allowance for credit losses — end
of period.......cceveverieineieene $ 212§ 78 $ 131 $ 21§ 192 $ 52 % 39§ — 8§ 18 $ 743
Year Ended December 31,
2010:
Allowance for credit losses —
beginning of period.................. $ 303§ 184 $§ 301 $ 119 § 347 $ 185 $§ 8 $ 36 $ 47  $ 1,602
Provision charged to income 101 19 (163) 39%5) 14 13 68 35 10 34
Charge offs .....c.covveerenecinnne. (173) (88) (24) (59) (170) (121) (98) (37 (36) (806)
RECOVETIES ...ovviniceiiiecee 12 17 2 5 4 — 8 (1) 6 53
Net charge offs .......ccccoceerereeueenne 161) (71) (22) (54) (166) (121) (90) (38) (30) (753)
Allowance on loans transferred to
held for sale........cccceerveueennnee. — — — — — — — (33) — (33)
Other......ceoiniieiicceecereeene — — — 2 — — — — — 2
Allowance for credit losses — end
Of period........cvvviciiiiciens $ 243§ 132§ 116 $§ 32§ 167§ 77 $ 58 $§ — % 27 $ 852
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Commercial Consumer
Business Residential
Banking Mortgage,
Construction  and Middle Excl Home Home
and Other Market Global Other Equity Equity Credit Auto Other

Real Estate Enterprises Banking Comm’l Mortgages Mortgages Card Finance  Consumer Total

(in millions)

Year Ended December 31,

2009:
Allowance for credit losses —
beginning of period.................. $ 186 § 189 § 131 $ 31 $ 207 $ 167 $§ 74 $ 58 37 $1,027
Provision charged to income......... 177 137 215 93 364 195 100 104 46 1,431
Charge offS .....ccooeveinereenne. (64) (158) (45) ®) (235) (189)  (100) 92) (42) (933)
RECOVETIES ...oovvveeeieieereeeeeee 4 16 — 3 11 12 6 18 6 76
Net charge offs ......ccoevvvevreiecnnne (60) (142) (45) (5) (224) 177) (94) (74) (36) (857)
Allowance on loans transferred to
held for sale........cccoceoenneinnnnne — — — — — — — (12) (12)
Other....c.ooveieiieieieieeeeeeeeee — — — — — — — 13 13
Allowance for credit losses — end
Of Period ..o $ 303§ 184 $ 301 $ 119 $ 347§ 185 $ 8 $ 36 $ 47 $1,602
Year Ended December 31,
2008:
Allowance for credit losses —
beginning of period.................. $ 81 § 100 $§ 52§ 67 § 53§ 35 % 19§ 8 S 33§ 448
Provision charged to income......... 105 187 86 (26) 286 219 117 4 31 1,009
Charge offs — (119) (10) (15) (133) 87) (70) 9) (32) 475)
Recoveries — 21 3 5 1 — 8 2 5 45
Net charge offs ......ccccoevvereeeerennne. — (98) (@) (10) (132) (87) (62) 7 (27) (430)
Allowance for credit losses — end
of period......ceeevveennecinine $ 186 $ 189 $§ 131 $ 31§ 207 $ 167 $ 74 $ 5 8 37  $1,027

The allowance for credit losses decreased $96 million, or 13 percent as compared to December 31, 2011, driven largely by lower
loss estimates in our commercial loan portfolio, partially offset by a higher allowance in our consumer loan portfolio due to an
incremental provision of $75 million, (including $50 million relating to residential mortgage loans and $25 million relating to
credit card loans), associated with changes in the loss emergence period used in our roll rate migration analysis as previously
discussed. Excluding the impact of this incremental provision, our consumer allowance for credit losses declined $48 million in
2012, driven by lower loss estimates in our residential mortgage loan portfolio due to continued improvements in credit quality
including lower delinquency levels on accounts less than 180 days contractually delinquent and improvements in loan delinquency
roll rates. Reserve levels for all consumer loan categories however continue to be impacted by the slow pace of the economic
recovery in the U.S. economy, including elevated unemployment rates and, as it relates to residential mortgage loans, a housing
market which is slow to recover. Reserve requirements in our commercial loan portfolio declined in 2011, due to reductions in
certain global banking exposures and improvements in the financial circumstances of several customer relationships which led to
credit upgrades on certain problem credits and lower levels of nonperforming loans and criticized assets.

The allowance for credit losses at December 31, 2011 decreased $109 million, or 13 percent as compared to December 31, 2010,
driven by lower loss estimates in our commercial loan portfolio and, to a lesser extent, in our home equity mortgage and credit
card loan portfolios, partially offset by higher loss estimates in our residential mortgage portfolio excluding home equity loans.
Reserve requirements in our commercial loan portfolio have declined since December 31, 2010 due to pay-offs, including managed
reductions in certain exposures and improvements in the financial circumstances of several customer relationships which led to
credit upgrades on certain problem credits and lower levels of criticized assets. The lower allowance on our credit card portfolio
was due to lower receivable levels including the transfer of certain receivables to held for sale and lower dollars of delinquency
and charge-off. Our allowance for our residential mortgage loan portfolio, excluding home equity loans, increased largely due to
higher troubled debt restructures and higher loss severities. Reserve levels for all consumer loan categories however remained
elevated due to ongoing weakness in the U.S. economy, including elevated unemployment rates and as it relates to residential
mortgage loans, continued weakness in the housing market.

The allowance for credit losses at December 31, 2010 decreased $750 million, or 47 percent, as compared to December 31, 2009
reflecting lower loss estimates in all of our consumer and commercial loan portfolios. The lower delinquency levels resulted from
continued improvement in delinquency including early stage delinquency roll rates as economic conditions improved. The decrease
in the allowance for our residential mortgage loan portfolio and home equity loan portfolios reflects lower receivable levels and
dollars of delinquency, moderation in loss severities and an improved outlook for incurred future losses. The lower allowance in
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our credit card portfolio was due to lower receivable levels as a result of actions previously taken to reduce risk which has led to
improved credit quality including lower delinquency levels as well as an increased focus by consumers to reduce outstanding
credit card debt. The decline in the allowance for credit losses relating to auto finance loans reflects the sale of all remaining auto
loans previously purchased from HSBC Finance to Santander Consumer USA ("SC USA") in August 2010. Reserve levels for all
consumer loan categories however remained elevated due to continued weakness in the U.S. economy, including elevated
unemployment rates. Reserve requirements in our commercial loan portfolio also declined due to run-off, including managed
reductions in certain exposures and improvements in the financial circumstances of several customer relationships which led to
credit upgrades on certain problem credits and lower levels of nonperforming loans and criticized assets.

Our residential mortgage loan allowance for credit losses in all periods reflects consideration of certain risk factors relating to
trends such as recent portfolio performance as compared to average roll rates and economic uncertainty, including housing market
trends.

The allowance for credit losses at December 31, 2009 increased $575 million, or 56 percent as compared to December 31, 2008
reflecting higher loss estimates on our residential mortgage portfolio driven largely by increased charge-off and delinquency in
our prime residential mortgage loan portfolio due to deterioration in the housing markets, higher reserve requirements in our
commercial loan portfolio. Reserve levels for all loan categories were impacted by continued weakness in the U.S. economy,
including rising unemployment rates, and for consumer loans, higher levels of personal bankruptcy filings.

The allowance for credit losses as a percentage of total loans at December 31, 2012, 2011 and 2010 decreased as compared their
respective prior periods for the reasons discussed above. The allowance for credit losses as a percentage of total loans at December
31, 2009 increased as compared to December 31, 2008 reflecting a higher allowance percentage on our residential mortgage loan
and commercial loan portfolios and low outstanding balances in these portfolios.

The allowance for credit losses as a percentage of net charge-offs decreased in 2012 as compared to 2011 in our commercial loan
portfolio driven by increased charge-off associated with reductions in certain global banking exposures while the commercial
allowance for credit losses declined. This was partially offset by the impact of a higher allowance for credit losses in our consumer
loan portfolio driven by changes in the loss emergence period used in our roll rate migration analysis as previously discussed
while consumer loan charge-off decreased. The allowance for credit losses as a percentage of net charge-offs improved in 2011
as the decline in dollars of net charge-off outpaced the decline in the allowance. Net charge-off levels declined in 2011 due to
improved economic conditions as the decline in overall delinquency levels experienced resulted in lower charge-off. In 2010, the
allowance for credit losses as a percentage of net charge-offs declined driven by a significantly lower allowance for credit losses
in both our commercial and consumer portfolios as delinquency and economic conditions improved. In 2009, the allowance for
credit losses as a percentage of net charge offs declined as increases in the allowance for credit losses due to higher delinquencies
and economic uncertainty were more than offset by higher charge-off levels..
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The allowance for credit losses by major loan categories, excluding loans held for sale, is presented in the following table:

% of % of % of % of % of
Loans to Loans to Loans to Loans to Loans to
Total Total Total Total Total
Amount Loans" Amount Loans" Amount Loans" Amount Loans" Amount Loans"
At December 31, 2012 2011 2010 2009 2008
(dollars are in millions)
Commercial®........co........ $ 317 69.79% $ 442 64.88% $ 523 60.24% $ 907 57.65% $ 537 59.54%
Consumer:
Residential mortgages,
excluding home
equity mortgages ..... 210 24.30 192 27.21 167 27.50 347 8.00 207 7.31
Home equity
mortgages ................ 45 3.67 52 4.94 77 7.67 185 26.36 167 28.84
Credit card receivables 55 1.29 39 1.60 58 2.51 80 245 74 1.94
Auto finance................ — — — — — — 36 3.27 5 25
Other consumer ........... 20 95 18 1.37 27 2.08 47 2.28 37 2.12
Total consumer............ 330 30.21 301 35.12 329 39.76 695 42.35 490 40.46
Total .....ooovveeiieieeieeee, $ 647 100.00% $ 743 100.00% $ 852 100.00% $ 1,602 100.00% $ 1,027 100.00%

(1) Excluding loans held for sale.

(2) Components of the commercial allowance for credit losses, including exposure relating to off-balance sheet credit risk, and the movements in comparison
with prior years, are summarized in the following table:

At December 31, 2012 2011 2010 2009 2008
(in millions)

On-balance sheet commercial allowance:

] 8103 RS $ 94 $ 213 $ 178 $ 326 $ 43
Collective 223 229 345 581 494
Total on-balance sheet commercial allowance 317 442 523 907 537
Off-balance sheet commercial allowance..........c.ccceeeveveecieneecieneennenns 139 155 94 188 168
Total commercial AllOWaANCES .......eeeeeeeeeeeeeeeeeeee e $ 456 $ 597 $ 617 $1,095 $ 705

While our allowance for credit loss is available to absorb losses in the entire portfolio, we specifically consider the credit quality
and other risk factors for each of our products in establishing the allowance for credit loss.
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Delinquency The following table summarizes dollars of two-months-and-over contractual delinquency and two-months-and-over
contractual delinquency as a percent of total loans and loans held for sale (“delinquency ratio™):

2012 2011
Dec. 31 Sept. 30 June 30 Mar. 31 Dec. 31 Sept. 30 June 30 Mar. 31
(dollars are in millions)
Dollars of delinquency:
Commercial........ccooeeeuveeeennn. $ 339 $ 217 $ 226 $ 298 $ 460 $ 533 $ 542 $ 631
Consumer:
Residential mortgages,
excluding home equity
mortgages" ... 1,233 1,148 1,107 1,063 1,101 1,055 983 967
Home equity mortgages ... 75 67 62 94 99 101 93 92
Total residential
mortgages®................. 1,308 1,215 1,169 1,157 1,200 1,156 1,076 1,059
Credit card receivables..... 21 22 23 25 28 25 25 29
Auto finance...................... — — — — — — — —
Other consumer ................ 30 29 28 26 30 33 31 33
Total consumer................. 1,359 1,266 1,220 1,208 1,258 1,214 1,132 1,121
Total..oocoeeeieeieeeeeceeeeeee $ 1,698 $ 1,483 $ 1,446 $ 1,506 $ 1,718 $ 1,747 $ 1,674 $ 1,752
Delinquency ratio: -
Commercial...........cceeureurenen. 76% 50% 59% 82% 1.33% 1.64% 1.78% 1.99%
Consumer:
Residential mortgages,
excluding home equity
MOrtgages.......ocereeeneenne. 7.78% 7.34% 7.16% 6.94% 7.19% 7.05% 6.72% 6.61%
Home equity mortgages ... 3.23 2.81 2.33 2.81 2.89 2.87 2.58 2.50
Total residential
mortgages? ... 7.20 6.74 6.45 6.20 6.41 6.26 5.90 5.78
Credit card receivables..... 2.58 2.76 2.62 2.13 2.25 2.08 2.09 2.44
Other consumer ................ 4.25 4.26 3.68 2.92 3.17 3.36 3.10 3.11
Total consumer................. 6.92 6.49 6.18 5.83 6.01 5.88 5.54 5.45
Total....coveeeeieieieeeeiee 2.64% 2.37% 2.49% 2.63% 3.09% 3.28% 3.28% 3.36%

M At December 31, 2012 and 2011, residential mortgage loan delinquency includes $1.0 billion and $874 million, respectively, of loans that are carried at
the lower of amortized cost or fair value of the collateral less costs to sell, including $39 million and $71 million, respectively, relating to loans held for

sale.

@ The following reflects dollars of contractual delinquency and delinquency ratios for interest-only loans and ARM loans:

2012 2011
Dec. 31 Sept. 30 June 30 Mar. 31 Dec. 31 Sept. 30 June 30 Mar. 31
(dollars are in millions)

Dollars of delinquency: ................ccoeueeee.
Interest-only 10ans ..........cccceeveveveieieiciririennnn. 87 $ 114§ 120 $ 124§ 133§ 127 $ 114 3 127
ARM 10808 ...t 356 419 423 428 452 443 407 407
Delinquency ratio: ...............cccocceevveninnennnne
Interest-only loans 2.18% 2.86% 3.03% 3.09% 3.37% 3.27% 4.10% 4.56%
ARM 10@a0S ... 3.43 4.09 4.16 427 4.53 4.55 4.93 5.03
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Compared to September 30, 2012, our total two-months-and-over contractual delinquency ratio increased 27 basis points due to
higher delinquency levels in our commercial and residential mortgage portfolios. Dollars in delinquency increased $122 million
in our commercial loan portfolio during the quarter driven largely by two specific commercial real estate credits as well as, to a
lesser extent, certain matured loans in the process of refinancing or paydown which were subsequently resolved in early 2013,
while the higher delinquency in our residential mortgage portfolios reflects the continued impact of our previous decision to
temporarily suspend new foreclosure activities which has slowed the rate at which loans are transferred to REO.

Compared to December 31, 2011 our two-months-and-over contractual delinquency ratio decreased 45 basis points driven by
lower levels of commercial loan delinquency which was partially offset by higher levels of consumer loan delinquency. Compared
to December 31, 2011, our commercial two-months-and-over contractual delinquency ratio decreased 57 basis points driven by
lower dollars of commercial loan delinquency due to improved credit quality and improved credit conditions as well as higher
outstanding loan balances. Our consumer loan two-month-and-over contractual delinquency ratio at December 31, 2012 increased
91 basis points from December 31, 2011 driven largely by our decision in late 2010 to suspend new foreclosure proceedings as
discussed above. Overall delinquency levels also continue to be impacted our decision in late 2010 to suspend new foreclosure
proceedings which has resulted in loans which would otherwise have been foreclosed and transferred to REO remaining in loan
account. Also contributing to the increase was a decline in residential mortgage loans held for sale, a substantial majority of which
were less than 60 days delinquent. Overall delinquency levels also continue to be impacted by elevated unemployment levels
and, as it relates to residential mortgages, a housing market which is slow to recover.

Residential mortgage first lien delinquency is significantly higher than second lien home equity mortgage delinquency in all
periods largely due to the inventory of loans which are held at the lower of amortized cost or fair value of the collateral less cost
to sell and are in the foreclosure process. Given the extended foreclosure time lines, particularly in those states where HUSI has
a large footprint, the first lien residential mortgage portfolio has a substantial inventory of loans which are greater than 180 days
past due and have been written down to the fair value of the collateral less cost to sell. There is a substantially lower volume of
second lien home equity mortgage loans where we pursue foreclosure less frequently given the subordinate position of the lien.
In addition, our legacy business originated through broker channels and loan transfers from HSBC is of a lower credit quality and,
therefore, contributes to an overall higher weighted average delinquency rate for our first lien residential mortgages. Both of these
factors are expected to decline in future periods as the foreclosure backlog resulting from extended foreclosure time lines is
managed down and the portfolio mix continues to shift to higher quality loans as the legacy broker originated business and prior
loan transfers run off.
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Net Charge-offs of Loans The following table summarizes net charge-off dollars as a percentage of average loans, excluding
loans held for sale, (“net charge-off ratio”) for continuing operations:

2012 2011

2010
Full Quarter Ended Full Quarter Ended Full
Year Dec.31  Sept.30 June30  Mar. 31 Year Dec.31  Sept.30 June30  Mar. 31 Year

(dollars are in millions)

Net Charge-off
Dollars:

Commercial:

Construction and
other real estate ..... $ 17 $ 22 $ 6 $ 2 $ (13) $ 42 $ 5 $ 2 9 37 $ @ $ 1el

Business banking and
middle market

enterprises 29 4 6 11 8 41 6 8 15 12 71
Global banking.......... 104 20 — — 84 — — — — — 22
Other commercial....... 6) — — 5) (6)) (17) 2 (20) 2 1) 54
Total commerecial....... 144 46 12 8 78 66 13 (10) 54 9 308

Consumer:
Residential

mortgages,

excluding home

equity mortgages... 96 32 21 18 25 101 27 23 26 25 166
Home equity

mortgages.............. 79 14 18 30 17 70 17 15 18 20 121
Total residential

mortgages.............. 175 46 39 48 42 171 44 38 44 45 287
Credit card

receivables............. 51 11 12 13 15 59 12 13 16 18 90
Auto finance............... — — — — — — — — — — 38
Other consumer ......... 19 7 3 4 5 25 7 6 5 7 30
Total consumer.......... 245 64 54 65 62 255 63 57 65 70 445

U E:1 PO $ 389 $ 110 $ 66 $ 73 $ 140 $ 321 $ 76 $ 47 § 119 $ 79 $ 753
Net Charge-off Ratio:.
Commercial:

Construction and
other real estate ..... 21% 1.05% 30% 10% (.67)% 52% 26% .10% 1.81% (.10)% 1.87%

Business banking and
middle market

enterprises ............. 25 13 .20 39 30 46 24 35 71 .64 96
Global banking .......... .65 41 — — 2.49 — — — — — .20
Other commercial...... (.19) — — (.65) (.13) .53 25 (2.76) .29 (.13) 1.91

Total commercial.......... 37 42 12 .09 .90 21 .16 (.13) .70 12 1.04
Consumer:
Residential

mortgages,

excluding home

equity mortgages... .65 .83 .56 .50 71 72 77 .65 74 73 1.22
Home equity

Mortgages.............. 3.24 2.38 293 4.87 2.69 2.13 2.59 1.88 1.98 2.16 3.05
Total residential

mortgages.............. 1.02 1.04 0.89 1.14 1.01 .99 1.06 .88 1.00 1.04 1.63
Credit card

receivables.... 6.38 5.54 5.98 6.55 7.47 6.10 5.96 7.59 5.42 6.06 7.34
Auto finance............... — — — — — — — — — — 4.12
Other consumer ......... 2.91 4.61 1.91 2.41 2.81 2.76 3.47 2.36 2.08 2.76 2.63

Total consumer-............. 1.32 1.34 1.14 141 1.36 1.33 1.38 1.18 1.32 1.44 2.13
Total ..o .68% 70% A45% 54% 1.06 % .64% .60% 37% 95% .64 % 1.49%
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Our net charge-off ratio as a percentage of average loans increased 4 basis points for the full year of 2012 compared to the full
year of 2011, driven by higher commercial loan charge-offs in global banking, as well as the impact in the prior year of a partial
recovery relating to a previously charged off loan relating to a single client relationship. Our consumer loan net charge-off ratio
remained relatively flat for the full year 2012 compared to the full year 2011 with residential mortgage loan charge-offs increasing
modestly driven by higher home equity charge-offs due to the impact of an increased volume of loans where we decided not to
pursue foreclosure, which was partially offset by lower charge-offs on first lien residential mortgage loans which also includes
the impact of $13 million of additional charge-offs associated with loans discharged under Chapter 7 bankruptcy and not re-
affirmed.

Our net charge-off ratio as a percentage of average loans decreased 85 basis points for the full year of 2011 compared to the full
year of 2010 primarily due to lower commercial and to a lesser extent residential mortgage charge-offs driven by improved credit
quality, partially offset in the case of residential mortgage loans by the impact from continued high unemployment levels and
continued weakness in the housing markets. Commercial charge-off dollars and ratios decreased significantly for the full year of
2011 compared to the full year of 2010 driven by lower charge-offs in construction and other real estate as well as business banking
and middle market enterprises and a partial recovery of a loan to an individual customer relationship that had been charged-off in
2010. Charge-off dollars and ratios in the residential mortgage loan portfolio for the full year of 2011 improved compared to the
full year of 2010 reflecting the impact of the lower delinquency levels we first began to experience in the second quarter of 2010.
Charge-off dollars and ratios for credit card receivables also declined for the full year of 2011 compared to the full year of 2010
due to lower delinquency levels as a result of improved credit quality and a continued focus by consumers to paydown debt, lower
levels of personal bankruptcy filings and higher recoveries, partially offset by the impact of continued high unemployment levels.
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Nonperforming Assets Nonperforming assets are summarized in the following table for both continuing and discontinued

operations.

At December 31,

2012

2011

2010

Nonaccrual loans:

Commercial:
Real Estate:
Construction and 1and 10ANS ...........cceouieiirieieieieeee ettt ettt ene 104 103 70
OhEr TEAL ESLALE......evieveeieeeieiieiieietesteet ettt et et et e et et e s testeseesseeseessessessensensenseeseeseassessessensensensensanen 281 512 529
Business banking and middle market nterpriSes..........cooveereirerieirieinieneereeee e 47 58 116
GLODAL DANKING ....eenenienietiieeteet ettt eb bbb b e bt sbe s bt e bt et e et e be b nbeas 18 137 74
Other COMMETCIAL ......ccuviiiieitieiiieie ettt ettt e et e et e e b e e e e e saeeaaeesaesse e seesseenseesseenseessesssensnas 13 15 12
Total commercial 463 825 801
Consumer:
Residential mortgages, excluding home equity MOTtZAZES .....c.eeveieierieieieriereeieereeeeeereeesae e saeneeas 1,038 815 900
HOME ©QUILY MOTEZAZES ...c.evievenitiietiteiete ettt ettt ettt ettt sttt e bt se et et e st ee et ebe e eseebeneenennas 86 89 93
Total residential Mortgages® @™ . .o 1,124 904 993
ONETS. ...ttt ettt ettt ettt et et e et e e sbeesaeesaeetseeaeesssasseesseenseesseeaseasaeesseesseessesssensaebeenseenbeenseesbeensensnas 5 8 9
TOtal CONSUMET L0ANS.........eeiuiiitiiiiiie ettt ettt et e teebe e b e ebeesaeesaeeaseeseesseeseesseenseesseenseessesssensnas 1,129 912 1,002
Nonaccrual 10ans held fOr SALE .........oviiiriirieicieieeee ettt sbesre e 37 91 186
Total nonaccruing loans 1,629 1,828 1,989
Accruing loans contractually past due 90 days or more:
Commercial:
Real Estate:
Construction and [and LOANS ..............cciiiiiiiiiiiieiieie ettt et et e e e ereeereeeteeereesseeseenns — — —
OLhEr TEAL ESLALE......e.virverieeiieiieieieie ettt ettt et te et e e testeetesseeseeseensensensesesseeseeseeseensensensensensessense 8 1 137
Business banking and middle market enterpriSes........cuererireririeieieieierieseseeeeeeseeeesesaessessensenseas 28 11 47
Other COMMIETCIAL .....euviiitietietieiieiietetet ettt ettt et e b e besbesbeese e st e st essessassessessessaeseessessessessensassasens 1 2 2
Total commercial.... 37 14 186
Consumer:
Credit Card TECEIVADIES ......cc.eeiuiiciiiiieieeie ettt ettt et b e et e e e b e e aeeeteesae e seeebeeseesseenseesseesseennas 15 20 24
OthET CONMSUIMIET.......uteuieietietietietietiet et e steeteete e st e st eseestessesbesseeseeseeseentensensensesseasessesseeseensensensensensensens 28 27 23
TOtal CONSUMET LOANS......ccuietieeieeieiieieiertesteete et et et e et e testesbesseeseeseeseestessessessessensessassaessessessensensensensens 43 47 47
Total accruing loans contractually past due 90 days or mMore................cccoeeerieieieeeieriereerieseseeneas 80 61 233
Total nonPerforming LOANS.............cccooiiiiiiiiiiice e sta e s s teesbeeseeseenes 1,709 1,889 2,222
Other real estate owned . 80 81 159
Total NONPerforming ASSELS ............ccoiiiiiiiieieieeteee ettt ettt ettt ettt ettt st sbe e 1,789 1,970 2,381
Allowance for credit losses as a percent of nonperforming loans":
COMIMEICIAL ...veviiiieiieieieetieteett ettt et et e et e e teeteese e s eseessessesseseeseeseeseessensessansenseasessessaessessensensensensensens 63.40% 52.68% 52.99%
COMSUINICT .....e.veeveevtestenteteeseeseeteeseestessessessassessesseeseeseessessessassassasseassessassessessassassansessessseseessessessensansansassens 28.16 31.39 31.30
o

(dollars are in millions)

Represents our commercial or consumer allowance for credit losses, as appropriate, divided by the corresponding outstanding balance of total nonperforming

loans held for investment. Nonperforming loans include accruing loans contractually past due 90 days or more. Ratio excludes nonperforming loans associated
with loan portfolios which are considered held for sale as these loans are carried at the lower of amortized cost or market.

@ At December 31, 2012 and 2011, residential mortgage loan nonaccrual balances include $1,023 million and $774 million, respectively, of loans that are
carried at the lower of amortized cost or fair value less cost to sell.

®  Nonaccrual residential mortgages includes all receivables which are 90 or more days contractually delinquent as well as second lien loans where the first
lien loan that we own or service is 90 or more days contractually delinquent.

“)

recently issued regulatory guidance. Interest income reversed on these loans was not material.

In 2012, we reclassified $66 million of residential mortgage loans discharged under Chapter 7 bankruptcy and not re-affirmed to nonaccrual, consistent with

Nonaccrual loans at December 31,2012 declined as compared to December 31, 2011 driven largely by lower levels of commercial
non-accrual loans, partially offset by increases in residential mortgage non-accrual loans. The increase in nonaccrual residential
mortgage loans reflects the reclassification of $66 million of residential mortgage loans discharged under Chapter 7 bankruptcy
during the third quarter as previously discussed as well as our earlier decision to temporarily suspend foreclosure activity, which
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results in loans which would otherwise have been transferred into REO remaining in loan account. Commercial non-accrual loans
decreased due to credit risk rating upgrades outpacing credit risk rating downgrades, managed reductions in certain exposures, as
well as payments and charge-offs within our global banking portfolio as previously discussed. Accruing loans past due 90 days
or more increased since December 31, 2011 driven by commercial loan receivable activity, a substantial majority of which was
refinanced in early 2013 at market rates without foreclosure.

Nonaccrual loans at December 31,2011 decreased as compared to December 31, 2010 driven largely by lower levels of residential
mortgage non-accrual loans and lower levels of nonaccrual loans held for sale due to sales of subprime mortgage loans, partially
offset by slightly higher levels of commercial nonaccrual loans. The decline in nonaccrual residential mortgage loans has been
tempered by our temporary suspension of foreclosure activity, which results in loans which would otherwise have been transferred
into REO remaining in loan account as discussed above. Commercial non-accrual loans increased in 2011 due to credit risk rating
downgrades outpacing creditrisk rating upgrades, payments and charge-offs within commercial real estate as this business continues
to exhibit stressed conditions in many markets. Additionally, global banking experienced two large credits being placed on
nonaccrual in the second half of 2011. These increases were partially offset by declines within other commercial market sectors
as credit quality continues to improve. Decreases in accruing loans past due 90 days or more since December 31, 2010 were driven
by commercial loan and credit card receivables reflecting improvements in credit quality including lower dollars of delinquency
at December 31, 2011.

Our policies and practices for problem loan management and placing loans on nonaccrual status are summarized in Note 2,
“Summary of Significant Accounting Policies and New Accounting Pronouncements,” in the accompanying consolidated financial
statements.

Accrued but unpaid interest on loans placed on nonaccrual status generally is reversed and reduces current income at the time
loans are so categorized. Interest income on these loans may be recognized to the extent of cash payments received. In those
instances where there is doubt as to collectability of principal, any cash interest payments received are applied as reductions of
principal. Loans are not reclassified as accruing until interest and principal payments are brought current and future payments are
reasonably assured.

Impaired Commercial Loans A commercial loan is considered to be impaired when it is deemed probable that all principal and
interest amounts due according to the contractual terms of the loan agreement will not be collected. Probable losses from impaired
loans are quantified and recorded as a component of the overall allowance for credit losses. Generally, impaired commercial loans
include loans in nonaccrual status, loans that have been assigned a specific allowance for credit losses, loans that have been partially
charged off and loans designated as troubled debt restructurings. Impaired commercial loan statistics are summarized in the
following table:

At December 31, 2012 2011 2010

(in millions)

Impaired commercial loans:

Balance at €nd Of PEIIOd..........cveiiuiiiiiiiciietee ettt ettt $ 697 $ 1,087 $ 1,127
Amount With IMPAITMENTt TESEIVE .....cccueruieiierieiietierteeiente ettt eteseeeee st e et eeesseetesseenseeseenes 250 597 620
IMPAITINENTE TESEIVE ...vvevveniieeieiieieetieteeteeteetteteseeeseseesesseesesssessessseseesseseessenseessesssensesseenss 96 216 188

Criticized Loan Criticized loan classifications are based on the risk rating standards of our primary regulator. Problem loans are
assigned various criticized facility grades under our allowance for credit losses methodology. The following facility grades are
deemed to be criticized.

»  Special Mention — generally includes loans that are protected by collateral and/or the credit worthiness of the customer, but
are potentially weak based upon economic or market circumstances which, if not checked or corrected, could weaken our
credit position at some future date.

*  Substandard — includes loans that are inadequately protected by the underlying collateral and/or general credit worthiness of
the customer. These loans present a distinct possibility that we will sustain some loss if the deficiencies are not corrected.
This category also includes certain non-investment grade securities, as required by our principal regulator.

*  Doubtful — includes loans that have all the weaknesses exhibited by substandard loans, with the added characteristic that the
weaknesses make collection or liquidation in full of the recorded loan highly improbable. However, although the possibility
of loss is extremely high, certain factors exist which may strengthen the credit at some future date, and therefore the decision
to charge off the loan is deferred. Loans graded as doubtful are required to be placed in nonaccruing status.
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Criticized loans are summarized in the following table.

At December 31, 2012 2011 2010
(in millions)

Special mention:

COMMETCIAL LOANS ...ttt ettt ettt ettt e ettt e st esaesatesaessesneennens $ 1,125 $§ 1,598 $§ 2,284
Substandard:

CommMEICIAL IOANS .......c.eveiiiiiiieiie et e e e e e et e e eeaeeeeenns 916 1,759 2,260

CONSUMET LOANS ...ttt eae e et e et e e e eaaeeeenteeeeeaneeeenaeeeenaeseenaneeeennes 1,031 1,356 1,695

Total SUDSTANAATA. ......cceeviiieiii et ettt st e e et e e s e e e snas 1,947 3,115 3,955
Doubtful:

COMMETCIAL JOANS ....vvivieiieiieii ettt ettt ettt e e e et eesbesseessessaessessnessesnsensensnens 117 307 202
TOMAL 1.ttt ettt et ettt et ettt e et b e e tt e beetb e b e etb e beerb e beeraeebeeraeereenseereennas $ 3,189 § 5,020 $ 6,441

The overall decreases in criticized commercial loans in 2012 and 2011 resulted primarily from changes in the financial condition
of certain customers, some of which were upgraded during the period as well as paydowns and charge-off related to certain
exposures as well as general improvement in market conditions.

Reserves for Off-Balance Sheet Credit Risk We also maintain a separate reserve for credit risk associated with certain off-balance
sheet exposures, including letters of credit, unused commitments to extend credit and financial guarantees. This reserve, included
in other liabilities, was $139 million and $155 million at December 31, 2012 and 2011, respectively. The related provision is
recorded as a component of other expense within operating expenses. The decrease in off-balance sheet reserves December 31,
2012 as compared to December 31, 2011 largely reflects improved credit conditions and lower outstanding exposure. Off-balance
sheet exposures are summarized under the caption “Off-Balance Sheet Arrangements, Credit Derivatives and Other Contractual
Obligations” in this MD&A.

Our commercial credit exposure is diversified across a broad range of industries. Commercial loans outstanding and unused
commercial commitments by industry are presented in the table below.
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Unused Commercial

Commercial Utilized Commitments
At December 31, 2012 2011 2012 2011
(in millions)

Real estate and related............oooevieiiiiiiiie e $ 8625 $ 7317 $ 2,340 $§ 2,175
Petro/gas and related..........coooveieiiiiiiii e 3,087 1,814 4,488 3,137
Ferrous and non ferrous...........oooerieriiieniieeeeeee e 2,749 1,270 3,111 2,332
Non bank holding COMPANIES ........ccereriiriririririenieeeeeeteeeeee e 2,134 1,717 2,030 2,198
Chemicals, plastics and rubDber ...........cceviiiiiiiiieeeee e 1,946 690 2,552 2,374
Banks and depository inSttULIONS. .......c.ceererererieniirienienieeieeeeeeeeee e 1,859 2,361 341 704
Electronic and electrical €qUipment ...........cceveeeererienieiienieieecee e 1,656 1,423 7,537 6,526
Health, child care and education .............cccceverierieeienieieceeieeee e 1,607 1,814 4,974 4,865
Recreational INAUSIIY ....c..oeeiiiieieiieiee e e 1,551 1,549 1,098 1,271
Food and kindred products ............ccceceeirerinincnininceseeeeeeee e 1,306 1,100 3,603 2,973
Business and professional SErVICES..........ccoiririririirenerienieiee e 1,206 1,209 2,092 3,035
TTANSPOTTALION SETVICES . ..uveuveureuieuieiieieeiiriertestestestestestesae st et et oot eie et et sbesbesbesaens 1,182 452 907 637
Security brokers and dealers.............ooveieiieiiiiiniie e 1,002 453 1,209 1,727
Textile, apparel and leather G0OdS.........ccccveriririninineniiiciecceesee 977 963 2,552 983
Non-durable consumer Products...........coeceeeeiririnenenineneneeeeereeeeee e 563 266 1,840 1,799
Industrial machinery & eqUIPMENt...........cccoeeveririnienenienicieeee et 518 480 1,542 2,003
Natural resources and precious mMetals ..........ccceceeeeererinienienenieneeeeeeeeeeeeee 471 112 266 92
Printing, publishing & broadcasting............ceceveverirenenienienieneeceerenesene 452 316 1,158 1,059
Non deposit credit INSHEULIONS .....c..coveveieieiiiiiiieere e 446 202 1,711 1,905
UILIEIES ..ttt 428 336 555 640
Total commercial credit exposure in top 15 industries based on utilization........ 33,765 25,844 45,906 42,435
Al Other INAUSLIIES ...eecvviiiiieiiciee ettt et ebe e eeeve e eteeeveeaee e 5,871 6,947 11,747 12,333
Total commercial credit exposure by industry ™ ..............cocooiiiiiieeeen. $ 39,636 $ 32,791 $ 57,653 $ 54,768

" Excludes commercial credit exposures with affiliates.

Exposures to Certain Countries in the Eurozone Eurozone countries are members of the European Union and part of the euro
single currency bloc. The peripheral eurozone countries are those that exhibited levels of market volatility that exceeded other
eurozone countries, demonstrating fiscal or political uncertainty which may persist in 2013. In 2012, the peripheral eurozone
countries of Greece, Ireland, Italy, Portugal and Spain continued to exhibit a high ratio of sovereign debt to GDP or short to
medium-term maturity concentration of their liabilities, with Greece and Spain seeking assistance to meet sovereign liabilities or
direct support for banking sector recapitalization. The "selected other eurozone" countries analyzed below are those that we have
anet on-balance sheet exposure that exceed 5% of our total equity at December 31, 2012. Our net exposure at December 31,2012
to the peripheral eurozone countries was $552 million including a net exposure to sovereign, agencies and banks of $80 million.
During 2012, we continued to reduce our overall net exposure to counterparties domiciled in other eurozone countries that had
exposures to sovereign and/or banks in peripheral eurozone countries of sufficient size to threaten their on-going viability in the
event of an unfavorable conclusion to the current crisis.

The tables below summarize our exposures to selected eurozone countries in 2012, including:

. governments and central banks along with quasi government agencies;
. banks; and
. other financial institutions and other corporates.

Exposures to banks, other financial institutions and other corporates are based on the counterparty's country of domicile.

The net on-balance sheet exposure is stated after taking into account mitigating offsets that are incorporated into the risk management
view of the exposure but do not meet accounting offset requirements. These risk mitigating offsets include:

. short positions managed together with trading assets;
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. derivative liabilities for which a legally enforceable right to offset with derivative assets exists; and

. collateral received on derivative assets.

Off-balance sheet exposures primarily relate to commitments to lend and the amount shown in the tables represent the maximum
amount that could be drawn down by the counterparty.

Credit default swaps ("CDS's") reported in the detailed peripheral eurozone country tables are not included in the derivative
exposure line as they are typically transacted with counterparties incorporated or domiciled outside of the country whose exposure
they reference.

Exposures to peripheral eurozone countries — sovereign and agencies Greece Ireland Italy Portugal Spain Total

(in millions)

Net on-balance sheet eXpOSUIES .......cceeverieeveeieerieeieieeeeeene $ — $ — 9 — 3 — 3 — $ —
Net off-balance sheet eXpoSures..........ceeveveererierenieseeeiee — — — — — —
Total NEt EXPOSUIES....eevirereiieiierieeiereeee st eeeseeeaesreeaeseeeseseeas $ — $ — 9 — 3 — 3 — $ —
CDS aSSet POSILIONS ....cueeeeeeieiieiieiieie e ee e T $—— $—48 $—1 $—61 m
CDS liability POSItIONS ....ccververeeieieieieieeeieeiieeeie et — — 46 — 65 111
CDS asset NOHONAIS..........c.eeeeuieieiie e — 7 694 26 905 1,632
CDS liability NOtiONALlS .......ccververierieieieieeeeeeeeeeeee e — 29 867 3 826 1,725
Summary exposures of select other eurozone countries — sovereign and agencies France Germany Netherlands Total

(in millions)
Net on-balance Sheet EXPOSUIES..........c.ocveveeverieverieieeieieeeeeeeeeeee et $ 135§ — $ — 135
Net off-balance sheet eXPOSUIES ......c.eeeerieriereiiere et — — — —

Exposures to peripheral eurozone countries — banks Greece Ireland Italy Portugal Spain Total
(in millions)
L0ANS" ... $ — 3 — 8 5% — 3 — 3 5
Gross derivative aSSELS ......ccevverveeierveevenieeienseeeenseenns — 20 10 — 460 490
Collateral and derivative liabilities .............ccccveeennenne. — 18 10 — 414 442
DEIIVALIVES ..ottt — 2 — — 46 48
Net on-balance sheet eXpoSures ..........oceveeverieevennenns — 2 5 — 46 53
Net off-balance sheet exposures...........cccevveveereeenennen. — — 14 13 — 27
Total Net EXPOSULES.....verveveeeienieieieeieeeeeereeeeseeeeeseenns $ — 3 2 $ 19 3 13 % 46 $ 80
CDS asset poSitions........cccooccorvcvrrcvercesriesrriisrren. . — 8 — & 58 28§ 1§ 8
CDS liability pOSItiONS ......cc.ccvevveeierrierrereeienreeeerenes — — 4 1 2 7
CDS asset NOtIONAIS.........cccveervierieeeieeieeeie e sve e — — 209 85 46 340
CDS liability notionals...........ccecceeverieeeerieeienieeeeneenes — — 173 80 72 325
Summary exposures of select other eurozone countries — banks France Germany Netherlands Total
(in millions)
Net on-balance ShEet EXPOSUTES.........ceeveriereriereeereeereeeteeeteeeete e $ 297 $ 221 $ 124 3 642
Net off-balance sheet eXPOSUIES .......c..ceevvieeeriiiieiieciecie e 17 — — 17

(1) Allowance for loan loss is not significant.
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Exposures to peripheral eurozone countries — other financial
institutions and corporates Greece Ireland Italy Portugal Spain Total

(in millions)

Gross trading aSSEtS.......cccvevververueeierieererieeieeeeeeneeenes $ — $ 12 $ — 3 — 5 — 3 12
L0081 oo — — — — 2 2
Gross derivative aSSEts .......ceeverveevereeeeenieeieneeeeeneeenns — 10 — — 3 13
Collateral and derivative liabilities .............cccceevvenneeee. — 4 — — —

DEIIVALIVES ..evveveeiieiieie et — 6 — — 3 9
Net on-balance sheet eXposures ...........cocceveevereeeennen. — 18 — — 5 23
Net off-balance sheet eXposSures............cceeeeeeerveecvennnnns — 305 86 50 2 443
Total NEt EXPOSULES.......cvvevererererereeerereseaeteeeeeseseseeeaeaeaas $ — 323§ 86 $ 50 $ 7 9 466
CDS asSet POSILIONS .......ecveeeereieieeeieieeereieeeeneeeeeenee e $—— $—— $—8 $—1 $—5 $—14
CDS liability pOSItionS ......cccceeeruervierieneienieeieneeceneeee — 1 8 — 4 13
CDS asset NOtioNals..........cceeevieereeeieecrieeie e — 18 980 217 520 1,735
CDS liability notionals..........ccccceeeeveevrrvenininenenennenn — — 836 203 515 1,554

Summary exposures of select other eurozone countries — other financial

institutions and corporates France Germany Netherlands Total
(in millions)

Net on-balance ShEet EXPOSUTES.........cevverieveriereiereiereeeteeereeete e sseee s $ 16 $ 59 § 207 $ 282

Net off-balance Sheet EXPOSUIES .........ccvverierierieriieieiieeere et eae e e 15 13 726 754

(1) Allowance for loan loss is not significant.

Cross-Border Net Outstandings Cross-border net outstandings are amounts payable by residents of foreign countries regardless
ofthe currency of claim and local country claims in excess of local country obligations. Cross- border net outstandings, as calculated
in accordance with Federal Financial Institutions Examination Council (“FFIEC”) guidelines, include deposits placed with other
banks, loans, acceptances, securities available-for-sale, trading securities, revaluation gains on foreign exchange and derivative
contracts and accrued interest receivable. Excluded from cross-border net outstandings are, among other things, the following:
local country claims funded by non-local country obligations (U.S. dollar or other non-local currencies), principally certificates
of deposit issued by a foreign branch, where the providers of funds agree that, in the event of the occurrence of a sovereign default
or the imposition of currency exchange restrictions in a given country, they will not be paid until such default is cured or currency
restrictions lifted or, in certain circumstances, they may accept payment in local currency or assets denominated in local currency
(hereinafter referred to as constraint certificates of deposit); and cross-border claims that are guaranteed by cash or other external
liquid collateral. Cross-border net outstandings that exceed .75 percent of total assets at year-end are summarized in the following
table.
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Banks and Commercial
Other Financial and
Institutions Industrial Total

(in millions)

December 31, 2012:
2 4 | USSP $ 1,839 $§ 3,389 § 5,228
IMLEXICO vevvivveieentesteentesteesteeteesseeseenseeseesseeseesseessesseessesseassassaessesssensesseensenseenns 704 7,405 8,109
(@71 0T T« - TR 1,049 1,905 2,954
CRILC...eeiiieeie ettt ettt e te e s be e b e s beesbeeseenseeseenseeseenes 1,027 843 1,870
TOMAL .ottt ettt et ettt ettt beere s $ 4,619 $ 13,542 § 18,161

December 31, 2011
JAPAMN .. $ 82 § 2,526 $ 2,608
CANAAA ...ttt et et et et e e b e ebe e aaeebeeeaaeens 663 3,444 4,107
IMEXICO .vveivieniieeireesieeeteeteeeteestteseteeseeeesseessaeesseessaeansaenseesnsaessseenseessseansannsneans 1,079 4,043 5,122
BIAZIL....oiceiicieecee e et et eb e abeebeeeaaeens 1,067 2,075 3,142
TOAL v s e e s ee e e s ee e eeseeeseees e s seseees e eeseeeees $ 2891 $ 12,088 $ 14,979

December 31, 2010
FIANCE .ovivieieceeeeee ettt ettt ettt ettt et eteans $ 1,274 $ 1,503 $ 2,777
L 1 T - ST 926 1,448 2,374
IMLEXICO wvvnvivreieeetesieeateeteesseeteesbeeteesseeseesseeseesseessesseessesseessasssessesssensenseensenseanns 533 2,153 2,686
United KiNGOm .......c.oouiiiiiiiiiiieceeee e 2,240 832 3,072
BIAZIL....ooiiiceieceeee et re s 723 1,209 1,932
TOTAL et e oo enaees $ 5696 $ 7,145 $ 12,841

Cross-border net outstandings related to Portugal, Ireland, Italy, Greece and Spain totaled .25 percent of total assets and did not
individually exceed .19 percent of total assets.

Credit and Market Risks Associated with Derivative Contracts Credit risk associated with derivatives is measured as the net
replacement cost in the event the counterparties with contracts in a gain position to us fail to perform under the terms of those
contracts. In managing derivative credit risk, both the current exposure, which is the replacement cost of contracts on the
measurement date, as well as an estimate of the potential change in value of contracts over their remaining lives are considered.
Counterparties to our derivative activities include financial institutions, foreign and domestic government agencies, corporations,
funds (mutual funds, hedge funds, etc.), insurance companies and private clients as well as other HSBC entities. These counterparties
are subject to regular credit review by the credit risk management department. To minimize credit risk, we enter into legally
enforceable master netting agreements which reduce risk by permitting the closeout and netting of transactions with the same
counterparty upon occurrence of certain events. In addition, we reduce credit risk by obtaining collateral from counterparties. The
determination of the need for and the levels of collateral will vary based on an assessment of the credit risk of the counterparty.

The total risk in a derivative contract is a function of a number of variables, such as:

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

e current market events or trends;

e country risk;

*  maturity and liquidity of contracts;

«  credit worthiness of the counterparties in the transaction;

+ the existence of a master netting agreement among the counterparties; and

»  existence and value of collateral received from counterparties to secure exposures.
The table below presents total credit risk exposure measured using rules contained in the risk-based capital guidelines published
by U.S. banking regulatory agencies. Risk-based capital guidelines recognize that bilateral netting agreements reduce credit risk

and, therefore, allow for reductions of risk-weighted assets when netting requirements have been met. As a result, risk-weighted
amounts for regulatory capital purposes are a portion of the original gross exposures.
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The risk exposure calculated in accordance with the risk-based capital guidelines potentially overstates actual credit exposure
because the risk-based capital guidelines ignore 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
provisions that allow us to close out the transaction if the counterparty fails to post required collateral. In addition, many contracts
give us the right to break the transactions earlier than the final maturity date. As a result, these contracts have potential future
exposures that are often much smaller than the future exposures derived from the risk-based capital guidelines.

At December 31, 2012 2011

(in millions)

Risk associated with derivative contracts:

Total Credit TISK EXPOSUIE. ...c..eivirtirtirtitetetet ettt sttt ettt ettt sae b e e ne e $ 41,248 § 43,923
Less: collateral held against EXPOSUIE .....c..ecveveieieieiiiinieeierie ettt eb et be e see e ee 7,530 6,459
INet Credit TiSK EXPOSUIE ..ottt ettt sttt st e st st e bt et e st e et e ene et e eneeeeeeee $ 33,718 § 37464

The table below summarizes the risk profile of the counterparties of off-balance sheet exposure to derivative contracts, net of cash
and other highly liquid collateral. The ratings presented in the table below are equivalent ratings based on our internal credit rating
system.

Percent of Current
Credit Risk Exposure,

Net of Collateral
Rating equivalent at December 31 2012 2011
AAA O AA ettt bbbttt b e et ettt bt e nheen 32% 44%
o 1 o SRR 38 36
BBBH 10 BBB ...t ettt sttt st 11 12
L2 (03 5 R URTPSRUPSPRNt 17 7
COCH AN DELOW ..ttt st sttt et ne 2 1

TOLAL ..ttt bt b ettt ettt sa b e sa e nenee 100% 100%

Our principal exposure to monoline insurance companies is through a number of OTC derivative transactions, primarily credit
default swaps (“CDS”). We have entered into CDS to purchase credit protection against securities held within the available for
sale and trading portfolios. Due to downgrades in the internal credit ratings of monoline insurers, fair value adjustments have been
recorded due to counterparty credit exposures. The table below sets out the mark-to-market value of the derivative contracts at
December 31, 2012 and 2011. The “Credit Risk Adjustment” column indicates the valuation adjustment taken against the mark-
to-market exposures and reflects the deterioration in creditworthiness of the monoline insurers. The exposure relating to monoline
insurance companies that are rated CCC+ and below were fully written down as of December 31,2012 and 2011. These adjustments
have been charged to the consolidated statement of income (loss).

Net Exposure Net Exposure
before After Credit
Cl"edit Rislﬁ) Credit Ris ) ‘Risk
Adjustment Adjustment Adjustment
(in millions)
December 31, 2012:
Derivative contracts with monoline counterparties:
Monoline — investment grade $ 482 $ 93 $ 389
Monoline — below investment grade 188 43) 145
Totaleeeeeeee e $ 670 $ (136) $ 534
December 31, 2011:
Derivative contracts with monoline counterparties:
$ 617 $ (62) $ 555
254 (101) 153
$ 871 $ (163) $ 708

(1) Net exposure after legal netting and any other relevant credit mitigation prior to deduction of credit risk adjustment.
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(2) Fair value adjustment recorded against the over-the-counter derivative counterparty exposures to reflect the credit worthiness of the counterparty.

Market risk is the adverse effect that a change in market liquidity, interest rates, credit spreads, currency or implied volatility rates
has on the value of a financial instrument. We manage the market risk associated with interest rate and foreign exchange contracts
by establishing and monitoring limits as to the types and degree of risk that may be undertaken. We also manage the market risk
associated with trading derivatives through hedging strategies that correlate the rates, price and spread movements. This risk is
measured daily by using Value at Risk and other methodologies. See the caption “Risk Management” in this MD&A for additional
information regarding the use of Value at Risk analysis to monitor and manage interest rate and other market risks.

Liquidity and Capital Resources

Effective liquidity management is defined as ensuring we can meet customer loan requests, customer deposit maturities/withdrawals
and other cash commitments efficiently under both normal operating conditions and under unpredictable circumstances of industry
or market stress. To achieve this objective, we have guidelines that require sufficient liquidity to cover potential funding requirements
and to avoid over-dependence on volatile, less reliable funding markets. Guidelines are set for the consolidated balance sheet of
HSBC USA to ensure that it is a source of strength for our regulated, deposit-taking banking subsidiary, as well as to address the
more limited sources of liquidity available to it as a holding company. Similar guidelines are set for the balance sheet of HSBC
Bank USA to ensure that it can meet its liquidity needs in various stress scenarios. Cash flow analysis, including stress testing
scenarios, forms the basis for liquidity management and contingency funding plans.

During 2012, marketplace liquidity continued to remain available for most sources of funding except mortgage securitization
although credit spreads continue to be impacted by the European sovereign debt crisis and concerns regarding government spending
and the budget deficit continue to impact interest rates. The prolonged period of low Federal funds rates continues to put pressure
on spreads earned on our deposit base.

Interest Bearing Deposits with Banks totaled $13.3 billion and $25.5 billion at December 31, 2012 and 2011, respectively.
Balances will fluctuate from year to year depending upon our liquidity position at the time and our strategy for deploying such
liquidity. The balances decreased during 2012 as a result of our redeployment of excess liquidity into higher yielding high quality
securities.

Securities Purchased under Agreements to Resell totaled $3.1 billion atboth December 31,2012 and 2011. Balances will fluctuate
from year to year depending upon our liquidity position at the time and our strategy for deploying such liquidity.

Short-Term Borrowings totaled $14.9 billion and $16.0 billion at December 31,2012 and 2011, respectively. See “Balance Sheet
Review” in this MD&A for further analysis and discussion on short-term borrowing trends.

At December 31, 2011, we had a $2.5 billion unused line of credit with HSBC France to support issuances of commercial paper.
The line of credit with HSBC France was terminated effective July 30, 2012. In April 2012, we established a third party back-up
line of credit totaling $1.9 billion to replace the unused line of credit with HSBC France and support issuances of commercial
paper. In January 2013, the third party back-up line of credit commitment was reduced to zero.

Deposits totaled $117.7 billion and $139.7 billion at December 31, 2012 and 2011, respectively. See “Balance Sheet Review” in
this MD&A for further analysis and discussion on deposit trends.

Long-Term Debt increased to $21.7 billion at December 31, 2012 from $16.7 billion at December 31, 2011. The following table
summarizes issuances and retirements of long-term debt during 2012 and 2011:

Year Ended December 31, 2012 2011

(in millions)
LONG-EIMN AEDE ISSUC.......eeuieuieiieiiiteetieteeie ettt ettt sttt et tesbe st et et eseesseseeseeseeseeseeseesessessesensesansan $ 7,626 $§ 06,271
Long-term debt TEHIEA .......eocvieiieiieiieii ettt ettt ettt e st esaessaesseesaesseessesseensesseensensnensenns (3,453) (6,297)
Net long-term debt iSSUEd (TEHIEA) ....eoviiiiriieiiiieieieet ettt b e b aeere e e aeenaeeeas $ 4173 $ (26)

Issuances of long-term debt during 2012 included $3.8 billion of medium term notes, of which $299 million was issued by HSBC
Bank USA, and $3.8 billion of senior notes.

In December 2012, we exercised our option to call $309 million of debentures previously issued by HUSI to the Trust at the
contractual call price of 103.925 percent which resulted in a net loss on extinguishment of approximately $12 million. The Trust
used the proceeds to redeem the trust preferred securities previously issued to an affiliate. Under the proposed Basel 111 capital
requirements, the trust preferred securities would have no longer qualified as Tier I capital. We subsequently issued one share of
common stock to our parent, HNAI for a capital contribution of $312 million.
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Under our shelf registration statement on file with the Securities and Exchange Commission, we may issue debt securities or
preferred stock. The shelf has no dollar limit, but the amount of debt outstanding is limited by the authority granted by the Board
of Directors. At December 31, 2012, we were authorized to issue up to $21 billion, of which $10.9 billion was available. HSBC
Bank USA also has a $40 billion Global Bank Note Program of which $17.0 billion was available at December 31, 2012.

As a member of the New York Federal Home Loan Bank (“FHLB”’), we have a secured borrowing facility which is collateralized
by real estate loans and investment securities. At December 31,2012 and December 31,2011, long-term debt included $1.0 billion
under this facility. The facility also allows access to further borrowings of up to $4.2 billion based upon the amount pledged as
collateral with the FHLB.

During the third quarter of 2011, we notified the holders of our outstanding Puttable Capital Notes with an aggregate principal
amount of $129 million (the “Notes”) that, pursuant to the terms of the Notes, we had elected to revoke the obligation to exchange
capital securities for the Notes and would redeem the Notes in full. The Notes were redeemed in January, 2012.

Preferred Equity SeeNote 20, “Preferred Stock,” in the accompanying consolidated financial statements for information regarding
all outstanding preferred share issues.

Common Equity Asdiscussed above, in 2012, we issued one share of common stock to our parent, HNALI, for a capital contribution
of $312 million. During 2011, we did not receive any cash capital contributions from HNAI. During 2012 and 2011, we contributed
$2 million and $208 million of capital, respectively, to our subsidiary, HSBC Bank USA.

Selected Capital Ratios Capital amounts and ratios are calculated in accordance with current banking regulations. In managing
capital, we develop targets for Tier 1 capital to risk weighted assets, Tier | common equity to risk weighted assets, Total capital
to risk weighted assets and Tier | capital to average assets. Our targets may change from time to time to accommodate changes
in the operating environment or other considerations such as those listed above. Selected capital ratios are summarized in the
following table:

At December 31, 2012 2011
Tier 1 capital to risk Weighted @SSELS.......coeviiriiiiriiiiiiiiee ettt 13.61% 12.74%
Tier 1 common equity to risSk WeIZhted @SSELS.......coviiiiriiriiiiieieiieieie ettt se et se e re e 11.63 10.72
Total capital to risk Weighted @SSELS .......ceouiruiiiiiiiiei ettt 19.52 18.39
Tier 1 capital t0 AVEIAZE ASSCLS ..ouuervieiertieiertieitertieiestteteetteteesteteeseesseeseesseensesseensesseesesseensessaensensaensenns 7.70 7.43
Total SQUILY 10 tOTAL ASSELS.....vervieeieiieieitiete st et et ete st et e ete et e eteebeesaebeeseesseesaesseessesseessesssessasssassanssesanns 9.07 9.80

HSBC USA manages capital in accordance with the HSBC Group policy. The HNAH Internal Capital Adequacy Assessment
Process (“ICAAP”) works in conjunction with the HSBC Group's ICAAP. HNAH's ICAAP evaluates regulatory capital adequacy,
economic capital adequacy, rating agency requirements and capital adequacy under various stress scenarios. Our initial approach
is to meet our capital needs for these stress scenarios locally through activities which reduce risk. To the extent that local alternatives
are insufficient or unavailable, we will rely on capital support from our parent in accordance with HSBC's capital management
policy. HSBC has indicated that they are fully committed and have the capacity to provide capital as needed to run operations,
maintain sufficient regulatory capital ratios and fund certain tax planning strategies.

HSBC North America is required to implement Basel II provisions in accordance with current regulatory timelines. While HSBC
USA will not report separately under the new rules, HSBC Bank USA will report under the new rules on a stand-alone basis.
Adoption of Basel Il requires the approval of U.S. regulators and encompasses enhancements to a number of risk policies, processes
and systems to align HSBC Bank USA with the Basel II final rule requirements. We are uncertain as to when we will receive
approval to adopt Basel II from the Federal Reserve Board, our primary regulator. We have integrated Basel II metrics into our
management reporting and decision making process. As a result of Dodd-Frank, a banking organization that has formally
implemented Basel II must calculate its capital requirements under Basel I and Basel I, compare the two results, and then use the
lower of such ratios for purposes of determining compliance with its minimum Tier 1 capital and total risk-based capital
requirements. In June 2012, the U.S. regulators issued three joint Notices of Proposed Rulemaking which would both implement
many of the capital provisions of Basel III for U.S. banking institutions and substantially revise the U.S. banking regulators' Basel
I risk-based guidelines to make them more risk sensitive. As proposed, the new risk-weight categories will not become effective
until January 1, 2015. As a result of a large number of detailed comments received on the Notices of Proposed Rulemaking, the
U.S. regulators announced that the new capital proposal would not take effect on January 1, 2013, as proposed. However, the
Federal Reserve stated in its capital plan guidance that it expects bank holding companies subject to the guidance (including HSBC
North America) to achieve, readily and without difficulty, the ratios required by the Basel III framework as it would come into
effect in the United States. In this regard, the Federal Reserve stated that bank holding companies that meet the minimum ratio
requirement during the Basel III transition period but remain below the 7 percent Tier 1 common equity target (minimum plus
capital conservation buffer) will be expected to maintain prudent earnings retention policies with a view to meeting the conservation
buffer under the time-frame described in the Basel III NPR.

95



HSBC USA Inc.

In June 2012, U.S. regulators published a Final Rule in the Federal Register (known in the industry as Basel 2.5), that would change
the US regulatory market risk capital rules to better capture positions for which the market risk capital rules are appropriate, reduce
procyclicality, enhance the sensitivity to risks that are not adequately captured under current methodologies and increase
transparency through enhanced disclosures. This final rule became effective January 1, 2013. We estimate that this rule will add
up to 10 percent to our December 31, 2012 Basel I risk-weighted asset levels.

U.S. regulators have issued regulations on capital planning for bank holding companies. Under the regulations, from January 1,
2012, U.S. bank holding companies with $50 billion or more in total consolidated assets need to obtain approval of their annual
capital plans prior to making capital distributions. Additionally, there are certain circumstances in which a bank holding company
is required to provide prior notice for approval of capital distributions, even if included in an approved plan. U.S. regulators have
also issued final regulations on stress testing, which would apply in conjunction with the capital planning regulations.

HSBC Bank USA is subject to significant restrictions imposed by federal law on extensions of credit to, and certain other “covered
transactions” with, HSBC USA and other affiliates covered transactions include loans and other extensions of credit, investments
and asset purchases, and certain other transactions involving the transfer of value from a subsidiary bank to an affiliate or for the
benefit of an affiliate. Starting July 2012, a bank's credit exposure to an affiliate as a result of a derivative, securities lending or
repurchase agreement are also subject to these restrictions. A bank's transactions with its nonbank affiliates are also required to
be on arm's length terms.

We and HSBC Bank USA are required to meet minimum capital requirements by our principal regulators. Risk-based capital
amounts and ratios are presented in Note 26, “Retained Earnings and Regulatory Capital Requirements,” in the accompanying
consolidated financial statements.

HSBC USA Inc. We are an indirect wholly-owned subsidiary of HSBC Holdings plc and the parent company of HSBC Bank
USA and other subsidiaries through which we offer personal and commercial banking products and related financial services
including derivatives, payments and cash management, trade finance and investment solutions. Our main source of funds is cash
received from operations and subsidiaries in the form of dividends. In addition, we receive cash from third parties and affiliates
by issuing preferred stock and debt and from our parent by receiving capital contributions when necessary.

We received cash dividends from our subsidiaries of $57 million and $3 million in 2012 and 2011, respectively.

We have a number of obligations to meet with our available cash. We must be able to service our debt and meet the capital needs
of our subsidiaries. We also must pay dividends on our preferred stock and may pay dividends on our common stock. Dividends
paid on preferred stock totaled $73 million in 2012 and 2011. No dividends were paid to HNAI, our immediate parent company,
on our common stock during either 2012 or 2011. We may pay dividends to HNAI in the future, but will maintain our capital at
levels that we perceive to be consistent with our current ratings either by limiting the dividends to, or through capital contributions
from, our parent.

At various times, we will make capital contributions to our subsidiaries to comply with regulatory guidance, support receivable
growth, maintain acceptable investment grade ratings at the subsidiary level, or provide funding for long-term facilities and
technology improvements. We made capital contributions to certain subsidiaries of $2 million in 2012 and $208 million in 2011.

In 2012, HSBC Bank USA had the ability to pay dividends under bank regulatory guidelines, as cumulative net profits for 2009
through 2011 exceed dividends attributable to this period.

Subsidiaries AtDecember 31,2012, we had one major subsidiary, HSBC Bank USA. We manage substantially all of our operations
through HSBC Bank USA, which funds our businesses primarily through receiving deposits from customers; the collection of
receivable balances; issuing short-term, medium-term and long-term debt and selling residential mortgage receivables. The vast
majority of our domestic medium-term notes and long-term debt is marketed through subsidiaries of HSBC. Intermediate and
long-term debt may also be marketed through unaffiliated investment banks.

As part of the regulatory approvals with respect to the credit card and auto finance receivable purchases completed in January
2009, HSBC Bank USA and HSBC made certain additional capital commitments to ensure that HSBC Bank USA holds sufficient
capital with respect to the purchased receivables that are or may become “low-quality assets”, as defined by the Federal Reserve
Act. These capital requirements, which require a risk-based capital charge of 100 percent for each “low-quality asset” transferred
or arising in the purchased portfolios rather than the eight percent capital charge applied to similar assets that are not part of the
transferred portfolios, are applied both for purposes of satisfying the terms of the commitments and for purposes of measuring and
reporting HSBC Bank USA's risk-based capital and related ratios. This treatment applies as long as the low-quality assets are
owned by an insured bank. During 2011, HSBC Bank USA sold low-quality credit card receivables with a net carrying value of
approximately $266 million to a non-bank subsidiary of HSBC USA Inc. to reduce the capital requirement associated with these
assets. Capital ratios and amounts at December 31, 2011 in the table above reflect this reporting. The remaining purchased
receivables subject to this requirement were sold to Capital One as part of the previously discussed sale which was completed on
May 1, 2012.
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2013 Funding Strategy Our current estimate for funding needs and sources for 2013 are summarized in the following table.

(in billions)

Funding needs:
INEE LOAN GIOWEN ...ttt ettt ettt ett et e e st et e este st e esaesseensesseensesseensesssenseessanseansanseensesseensesees $
Long-term debt MAtUITLIES ......co.eeiiiiiiieiee ettt ettt et ettt et e bt et s bt et e s bt eseenbeentesbeenseebeeneeeae
TOtal fUNAING NEEAS. ... eeotieiieiieieeeeie ettt ettt et e et e e e et e st eseesseeseesseensesseensesseenseeseanseessenseansenseensenseensenns $
Funding sources:
Net change in ShOIt-term INVESTMENLS .......ccueeiieiieiertieieet ettt e sttt et et ete st etesseeteeseeseeneenseeneaseeneesseensesns $
LONG-EIM AEDE ISSUANCE. .....cuvieviiiieeieiieeiecie ettt ste et e st esb et esbeeteesbeeseesbeessesseeseesseassesseessesssessessessesssessesssessanns

TOtal fUNAING SOUICES. ...cuteeueiiieiietiete ettt ete st et e st e e et e e e e st e st ese e st eneesseemeesseemseeseenseeseenseeseanseeneenseeneeseeneenseenseses $ 8

The above table reflects a long-term funding strategy. Daily balances fluctuate as we accommodate customer needs, while ensuring
that we have liquidity in place to support the balance sheet maturity funding profile. Should market conditions deteriorate, we
have contingency plans to generate additional liquidity through the sales of assets or financing transactions. Our prospects for
growth continue to be dependent upon our ability to attract and retain deposits and, to a lesser extent, access to the global capital
markets. We remain confident in our ability to access the market for long-term debt funding needs in the current market environment.
We continue to seek well-priced and stable customer deposits as customers move funds to larger, well-capitalized institutions

We will continue to sell a substantial portion of new mortgage loan originations to government sponsored enterprises and private
investors.

HSBC Finance ceased issuing under its commercial paper program in the second quarter of 2012 and instead is relying on its
affiliates, including HSBC USA Inc., to satisfy its funding needs.

For further discussion relating to our sources of liquidity and contingency funding plan, see the caption “Risk Management” in
this MD&A.

Capital Expenditures We made capital expenditures of $33 million and $57 million during 2012 and 2011, respectively. In addition
to these amounts, during 2012 and 2011, we capitalized $33 million and $18 million, respectively, relating to the building of several
new retail banking platforms as part of an initiative to build common platforms across HSBC. During 2011, we decided to cancel
certain projects that were developing software for these new platforms and pursue alternative information technology platforms.
Also during 2011, HSBC completed a comprehensive strategic review of all platforms under development which resulted in
additional projects being cancelled. As a result, we collectively recorded $110 million of impairment charges in 2011 relating to
the impairment of certain previously capitalized software development costs which we determined were no longer realizable. The
impairment charges were recorded in other expenses in our consolidated statement of income and are included in the results of
our segments, principally in RBWM and CMB.

Commitments See “Off-Balance Sheet Arrangements, Credit Derivatives and Other Contractual Obligations” below for further
information on our various commitments.

Contractual Cash Obligations The following table summarizes our long-term contractual cash obligations at December 31,2012
by period due.

2013 2014 2015 2016 2017 Thereafter Total

(in millions)

Subordinated long-term debt and

perpetual capital notes ..............c......... $ — $ 1,164 $ — 3 — 3 515§ 5,789 $ 7,468
Other long-term debt, including capital

lease obligations ...........c..cccocovvrrrnnne. 3,355 2,077 3,576 1,275 485 3,509 14,277
Other postretirement benefit obligations” 7 7 7 7 7 31 66
Obligation to the HSBC North America

Pension Plan® .............coovvrrvinnnrrii. 52 31 18 8 4 — 113
Minimum future rental commitments on

operating leases™ ..........coovvveeereeenan 150 142 130 108 95 256 881
Purchase obligations® ............cccccoeu..... 71 56 55 10 7 — 199
TOtal.ceeeeieeeeee e $ 3635 § 3477 $ 3,786 $ 1,408 $ 1,113 § 9,585 § 23,004
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o Represents future principal payments related to debt instruments included in Note 16, “Long-Term Debt,” of the accompanying consolidated financial

statements.

Represents estimated future employee benefits expected to be paid over the next ten years based on assumptions used to measure our allocated portion of
benefit obligation at December 31,2012. See Note 23, “Pension and Other Postretirement Benefits,” in the accompanying consolidated financial statements.
Our contractual cash obligation to the HSBC North America Pension Plan included in the table above is based on the Pension Funding Policy which was
revised during the fourth quarter of 2011 and establishes required annual contributions by HSBC North America through 2014. The amounts included in
the table above, reflect an estimate of our portion of those annual contributions based on plan participants at December 31, 2012. See Note 23, “Pension
and Other Postretirement Benefits,” in the accompanying consolidated financial statements for further information about the HSBC North America Pension
Plan.

Represents expected minimum lease payments, net of minimum sublease income under noncancellable operating leases for premises and equipment included
in Note 28, “Guarantees Arrangements and Pledged Assets,” in the accompanying consolidated financial statements.

Represents binding agreements for facilities management and maintenance contracts, custodial account processing services, internet banking services,
consulting services, real estate services and other services.

()

3)

@)

)

These cash obligations could be funded primarily through cash collections on receivables and from the issuance of new unsecured
debt or receipt of deposits.

Our purchase obligations for goods and services at December 31, 2012 were not significant.

Off-Balance Sheet Arrangements, Credit Derivatives and Other Contractual Obligations

As part of our normal operations, we enter into credit derivatives and various off-balance sheet arrangements with affiliates and
third parties. These arrangements arise principally in connection with our lending and client intermediation activities and involve
primarily extensions of credit and, in certain cases, guarantees.

As a financial services provider, we routinely extend credit through loan commitments and lines and letters of credit and provide
financial guarantees, including derivative transactions having characteristics of a guarantee. The contractual amounts of these
financial instruments represent our maximum possible credit exposure in the event that a counterparty draws down the full
commitment amount or we are required to fulfill our maximum obligation under a guarantee.

The following table provides maturity information related to our credit derivatives and off-balance sheet arrangements. Many of
these commitments and guarantees expire unused or without default. As a result, we believe that the contractual amount is not
representative of the actual future credit exposure or funding requirements.

Balance at
December 31,
2013 2014 2015 2016 2017 Thereafter 2012 2011
(in billions)
Standby letters of credit, net of
participations™...........cocooverrrrrenn. $ 56 $ 08 $ 07 $ 1.0 $ 03 $ — $ 84 $ 78
Commercial letters of credit ... . 1.0 — — — — — 1.0 1.3
Credit derivatives®...............cccccoo........ 70.5 50.5 28.0 31.8 42.7 140 2375 3304
Other commitments to extend credit: ..
Commercial ..........ooovvvvveviiiiieeeineenn, 13.9 4.0 6.7 16.6 13.9 2.6 57.7 54.7
CONSUMET ...evvveieeeieieeeeeeeeeeeeeeeiiieees 7.0 — — — — — 7.0 93
TOtal...oooeeieieeeeeeeeeeeee e $ 980 $ 553 $ 354 $ 494 $ 569 $ 166 $ 311.6 $ 403.5

@ Includes $808 million and $707 million issued for the benefit of HSBC affiliates at December 31, 2012 and 2011, respectively.
@ Includes $44.2 billion and $45.1 billion issued for the benefit of HSBC affiliates at December 31, 2012 and 2011, respectively.

Letters of Credit A letter of credit may be issued for the benefit of a customer, authorizing a third party to draw on the letter for
specified amounts under certain terms and conditions. The issuance of a letter of credit is subject to our credit approval process
and collateral requirements. We issue commercial and standby letters of credit.

. A commercial letter of credit is drawn down on the occurrence of an expected underlying transaction, such as the
delivery of goods. Upon the occurrence of the transaction, the amount drawn under the commercial letter of credit
is recorded as a receivable from the customer in other assets and as a liability to the vendor in other liabilities until
settled.
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. A standby letter of credit is issued to third parties for the benefit of a customer and is essentially a guarantee that the
customer will perform, or satisfy some obligation, under a contract. It irrevocably obligates us to pay a third party
beneficiary when a customer either: (1) in the case of a performance standby letter of credit, fails to perform some
contractual non-financial obligation, or (2) in the case of a financial standby letter of credit, fails to repay an
outstanding loan or debt instrument.

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 our “stand ready obligation
to perform” under these arrangements, amounting to $46 million and $44 million at December 31, 2012 and 2011, respectively.
Fees are recognized ratably over the term of the standby letter of credit. Also included in other liabilities is a credit loss reserve
on unfunded standby letters of credit of $19 million and $22 million at December 31, 2012 and 2011, respectively. See Note 28,
“Guarantee Arrangements and Pledged Assets,” in the accompanying consolidated financial statements for further discussion on
off-balance sheet guarantee arrangements.

Credit Derivatives Credit derivative contracts are entered into both for our own benefit and to satisfy the needs of our customers.
Credit derivatives are arrangements where one party (the “beneficiary”) transfers 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 owning it. The beneficiary agrees to pay to the guarantor a specified fee. In return, the guarantor agrees to reimburse the
beneficiary an agreed amount if there is a default to the reference asset during the term of the contract.

We offset most of the market risk by entering into a buy protection 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 above is the maximum amount that we could be required to pay, without consideration
of the approximately equal amount receivable from third parties and any associated collateral. See Note 28, “Guarantee
Arrangements and Pledged Assets,” in the accompanying consolidated financial statements for further discussion on off-balance
sheet guarantee arrangements.

Other Commitments to Extend Credit Other commitments to extend credit include arrangements whereby we are contractually
obligated to extend credit in the form of loans, participations in loans, lease financing receivables, or similar transactions. Consumer
commitments are comprised of certain unused MasterCard/Visa credit card lines and commitments to extend credit secured by
residential properties. We have the right to change or terminate any terms or conditions of a customer’s credit card or home equity
line of credit account, for cause, upon notification to the customer. Commercial commitments comprise primarily those related to
secured and unsecured loans and lines of credit and certain asset purchase commitments. In connection with our commercial
lending activities, we provide liquidity support to a number of multi-seller and single-seller asset backed commercial paper conduits
(“ABCP conduits”) sponsored by affiliates and third parties. See Note 27, “Variable Interest Entities,” in the accompanying the
consolidated financial statements for additional information regarding these ABCP conduits and our variable interests in them.

Liquidity support is provided to certain ABCP conduits in the form of liquidity loan agreements and liquidity asset purchase
agreements. Liquidity facilities provided to multi-seller conduits support transactions associated with a specific seller of assets to
the conduit and we would only be expected to provide support in the event the multi-seller conduit is unable to issue or rollover
maturing commercial paper. Liquidity facilities provided to single-seller conduits are not identified with specific transactions or
assets and we would be required to provide support upon the occurrence of a commercial paper market disruption or the breach
of certain triggers that affect the single-seller conduit’s ability to issue or rollover maturing commercial paper. Our obligations
have generally the same terms as those of other institutions that also provide liquidity support to the same conduit or for the same
transactions. We do not provide any program-wide credit enhancements to ABCP conduits.

Under the terms of these liquidity agreements, the ABCP conduits may call upon us to lend money or to purchase certain assets
in the event the ABCP conduits are unable to issue or rollover maturing commercial paper if certain trigger events occur. These
trigger events are generally limited to performance tests on the underlying portfolios of collateral securing the conduits’ interests.
With regard to a multi-seller liquidity facility, the maximum amount that we could be required to advance upon the occurrence of
a trigger event is generally limited to the lesser of the amount of outstanding commercial paper related to the supported transaction
and the balance of the assets underlying that transaction adjusted by a funding formula that excludes defaulted and impaired assets.
Under a single-seller liquidity facility, the maximum amount that we and other liquidity providers could be required to advance
is also generally limited to each provider’s pro-rata share of the lesser of the amount of outstanding commercial paper and the
balance of unimpaired performing assets held by the conduit. As a result, the maximum amount that we would be required to fund
may be significantly less than the maximum contractual amount specified by the liquidity agreement.

The tables below present information on our liquidity facilities with ABCP conduits at December 31,2012. The maximum exposure
to loss presented in the first table represents the maximum contractual amount of loans and asset purchases we could be required
to make under the liquidity agreements. This amount does not reflect the funding limits discussed above and also assumes that we
suffer a total loss on all amounts advanced and all assets purchased from the ABCP conduits. As such, we believe that this measure
significantly overstates our expected loss exposure.
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Conduit Conduit

Maximum Assets™ Weighted Funding® Weighted

Exposure Total Average Life = Commercial Average Life
Conduit Type to Loss Assets (Months) Paper (Days)

(dollars are in millions)
HSBC affiliate sponsored (multi-seller) .........c.ccocevcenerennenee. $§ 1913 $ 1,296 12§ 1,296 18
Third-party sponsored:
SINGLE-SEIIET ......evevineiiiciicicrcc e 299 5,967 42 5,747 60

o] 721 PRSI $ 2,212 §$ 7,263 $ 7,043

M For multi-seller conduits, the amounts presented represent only the specific assets and related funding supported by our liquidity facilities. For single-seller

conduits, the amounts presented represent the total assets and funding of the conduit.

Average
ITVslsif(t Average Credit Quality(l)
Asset Class AAA AA+/AA A A- BB/BB-
Multi-seller conduits
Debt securities backed by:
Auto loans and 1€ases .........cccceveevvereeniereeniennnns 27% 34% —% —% —% —%
Trade receivables.........cceeveeciierieecieeniieieecie e, 5 — — 24 — —
Credit card receivables 17 — — 76 — —
Equipment 10ans ...........cccooveeveniecienieieeieeeeee, 51 66 — — — —
100% 100% —% 100% —% —%

M Credit quality is based on Standard and Poor’s ratings at December 31, 2012 except for loans and trade receivables held by single-seller conduits, which

are based on our internal ratings. For the single-seller conduits, external ratings are not available; however, our internal credit ratings were developed using
similar methodologies and rating scales equivalent to the external credit ratings.

We receive fees for providing these liquidity facilities. Credit risk on these obligations is managed by subjecting them to our normal
underwriting and risk management processes.

During 2012, U.S. asset-backed commercial paper volumes continued to be stable as most major bank conduit sponsors continue
to extend new financing to clients but at a slow pace. Credit spreads in the multi-seller conduit market generally trended lower in
2012 following a pattern that was prevalent across the U.S. credit markets. The low supply of ABCP has led to continued investor
demand for the ABCP issued by large bank-sponsored ABCP programs. The improved demand for higher quality ABCP programs
has led to less volatility in issuance spreads.

The preceding tables do not include information on liquidity facilities that we previously provided to certain Canadian multi-seller
ABCP conduits that have been subject to restructuring agreements. As a result of specific difficulties in the Canadian asset backed
commercial paper markets, we entered into various agreements during 2007 modifying obligations with respect to these facilities.
Under one of these agreements, known as the Montreal Accord, a restructuring proposal to convert outstanding commercial paper
into longer term securities was approved by ABCP noteholders and endorsed by the Canadian justice system in 2008. The
restructuring plan was formally executed during the first quarter of 2009. As part of the enhanced collateral pool established for
the restructuring, we have provided a $401 million Margin Funding Facility to new Master Conduit Vehicles, which is currently
undrawn. HSBC Bank USA derivatives transactions with the previous conduit vehicles have been restructured and assigned to the
new Master Conduit Vehicles. Under the restructuring, additional collateral was provided to us to mitigate our derivatives exposures.
All of our derivative positions with the Master Conduit Vehicles have subsequently been terminated.

Also in Canada but separately from the Montreal Accord, as part of an ABCP conduit restructuring executed in 2008, we agreed
to hold long-term securities of CAD $300 million and provide a CAD $100 million credit facility. As of December 31, 2012 this
credit facility was undrawn and approximately $301 million of long-term securities were held. As of December 31, 2011 this credit
facility was undrawn and approximately $294 million of long-term securities were held.

As of December 31, 2012 and 2011, other than the facilities referred to above, we no longer have outstanding liquidity facilities
to Canadian ABCP conduits subject to the Montreal Accord or other agreements.
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We have established and manage a number of constant net asset value (“CNAV”’) money market funds that invest in shorter-dated
highly-rated money market securities to provide investors with a highly liquid and secure investment. These funds price the assets
in their portfolio on an amortized cost basis, which enables them to create and liquidate shares at a constant price. The funds,
however, are not permitted to price their portfolios at amortized cost if that amount varies by more than 50 basis points from the
portfolio's market value. In that case, the fund would be required to price its portfolio at market value and consequently would no
longer be able to create or liquidate shares at a constant price. We do not consolidate the CNAV funds because we do not absorb
the majority of the expected future risk associated with the fund's assets, including interest rate, liquidity, credit and other relevant
risks that are expected to affect the value of the assets.

Fair Value

Fair value measurement accounting principles require a reporting entity to take into consideration its own credit risk in determining
the fair value of financial liabilities. The incorporation of our own credit risk accounted for an increase of $436 million in the fair
value of financial liabilities during 2012 compared to a decrease of $489 million during 2011.

Net income volatility arising from changes in either interest rate or credit components of the mark-to-market on debt designated
at fair value and related derivatives affects the comparability of reported results between periods. Accordingly, the gain (loss) on
debt designated at fair value and related derivatives during 2012 should not be considered indicative of the results for any future
period.

Control Over Valuation Process and Procedures We have established a control framework which is designed to ensure that fair
values are either determined or validated by a function independent of the risk-taker. See Note 29, “Fair Value Measurements” for
further details on our valuation control framework.

Fair Value Hierarchy Fair value measurement accounting principles establish a fair value hierarchy structure that prioritizes the
inputs to determine the fair value of an asset or liability (the “Fair Value Framework™). The Fair Value Framework distinguishes
between inputs that are based on observed market data and unobservable inputs that reflect market participants' assumptions. It
emphasizes the use of valuation methodologies that maximize observable market inputs. For financial instruments carried at fair
value, the best evidence of fair value is a quoted price in an actively traded market (Level 1). Where the market for a financial
instrument is not active, valuation techniques are used. The majority of our valuation techniques use market inputs that are either
observable or indirectly derived from and corroborated by observable market data for substantially the full term of the financial
instrument (Level 2). Because Level 1 and Level 2 instruments are determined by observable inputs, less judgment is applied in
determining their fair values. In the absence of observable market inputs, the financial instrument is valued based on valuation
techniques that feature one or more significant unobservable inputs (Level 3). The determination of the level of fair value hierarchy
within which the fair value measurement of an asset or a liability is classified often requires judgment and may change over time
as market conditions evolve. We consider the following factors in developing the fair value hierarchy:

. whether the asset or liability is transacted in an active market with a quoted market price;

. the level of bid-ask spreads;

. a lack of pricing transparency due to, among other things, complexity of the product and market liquidity;

. whether only a few transactions are observed over a significant period of time;

. whether the pricing quotations vary substantially among independent pricing services;

. whether inputs to the valuation techniques can be derived from or corroborated with market data; and

. whether significant adjustments are made to the observed pricing information or model output to determine the fair
value.

Level 1 inputs are unadjusted quoted prices in active markets that the reporting entity has the ability to access for identical assets
or liabilities. A financial instrument is classified as a Level 1 measurement if it is listed on an exchange or is an instrument actively
traded in the over-the-counter (“OTC”) market where transactions occur with sufficient frequency and volume. We regard financial
instruments such as equity securities and derivative contracts listed on the primary exchanges of a country to be actively traded.
Non-exchange-traded instruments classified as Level 1 assets include securities issued by the U.S. Treasury or by other foreign
governments, to-be-announced (“TBA”) securities and non-callable securities issued by U.S. government sponsored entities.

Level 2 inputs are those that are observable either directly or indirectly but do not qualify as Level 1 inputs. We classify mortgage
pass-through securities, agency and certain non-agency mortgage collateralized obligations, certain derivative contracts, asset-
backed securities, corporate debt, preferred securities and leveraged loans as Level 2 measurements. Where possible, at least two
quotations from independent sources are obtained based on transactions involving comparable assets and liabilities to validate the
fair value of these instruments. We have established a process to understand the methodologies and inputs used by the third party
pricing services to ensure that pricing information met the fair value objective. Where significant differences arise among the
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independent pricing quotes and the internally determined fair value, we investigate and reconcile the differences. If the investigation
results in a significant adjustment to the fair value, the instrument will be classified as Level 3 within the fair value hierarchy. In
general, we have observed that there is a correlation between the credit standing and the market liquidity of a non-derivative
instrument.

Level 2 derivative instruments are generally valued based on discounted future cash flows or an option pricing model adjusted for
counterparty credit risk and market liquidity. The fair value of certain structured derivative products is determined using valuation
techniques based on inputs derived from observable benchmark index tranches traded in the OTC market. Appropriate control
processes and procedures have been applied to ensure that the derived inputs are applied to value only those instruments that share
similar risks to the relevant benchmark indices and therefore demonstrate a similar response to market factors. In addition, a
validation process has been established, which includes participation in peer group consensus pricing surveys, to ensure that
valuation inputs incorporate market participants' risk expectations and risk premium.

Level 3 inputs are unobservable estimates that management expects market participants would use to determine the fair value of
the asset or liability. That is, Level 3 inputs incorporate market participants' assumptions about risk and the risk premium required
by market participants in order to bear that risk. We develop Level 3 inputs based on the best information available in the
circumstances. As of December 31, 2012 and December 31, 2011, our Level 3 instruments included the following: collateralized
debt obligations (“CDOs”) and collateralized loan obligations (“CLOs”) for which there is a lack of pricing transparency due to
market illiquidity, certain structured deposits as well as certain structured credit and structured equity derivatives where significant
inputs (e.g., volatility or default correlations) are not observable, credit default swaps with certain monoline insurers where the
deterioration in the creditworthiness of the counterparty has resulted in significant adjustments to fair value, U.S. subprime mortgage
loans and subprime related asset-backed securities, mortgage servicing rights, and derivatives referenced to illiquid assets of less
desirable credit quality.

Transfers between leveling categories are recognized at the end of each reporting period.

Material Transfers Between Level 1 and Level 2 Measurements During 2012 and 2011, there were no transfers between Level 1
and Level 2 measurements.

Level 3 Measurements The following table provides information about Level 3 assets/liabilities in relation to total assets/liabilities
measured at fair value as of December 31, 2012 and 2011.

At December 31, 2012 2011
(dollars are in millions)

LV 3 8SSEES P ettt ettt e et e e e e e e e e e e eeereees $ 4701 $ 6,071
Total assets measured at faIr VAIUE?) ..........o.oooeeeeee oo 189,449 179,431
Level 3 HADILITIES .....c.oouiiiiiiiice e 3,854 4,197
Total liabilities measured at fair VAIUE! ..........o.oo oo 116,728 117,170
Level 3 assets as a percent of total assets measured at fair value...........ccooceeviriiiiiiineiieeee 2.5% 3.4%
Level 3 liabilities as a percent of total liabilities measured at fair value...........cccccevevevercierincienieiee, 3.3% 3.6%

1)
)

Presented without netting which allows the offsetting of amounts relating to certain contracts if certain conditions are met.

Includes $4.5 billion of recurring Level 3 assets and $222 million of non-recurring Level 3 assets at December 31, 2012 and $5.4 billion of recurring Level 3
assets and $670 million of non-recurring Level 3 assets at December 31, 2012.

) Includes $189.2 billion of assets measured on a recurring basis and $256 million of assets measured on a non-recurring basis at December 31, 2012. Includes

$178.7 billion of assets measured on a recurring basis and $702 million of assets measured on a non-recurring basis at December 31, 2011.

Material Changes in Fair Value for Level 3 Assets and Liabilities

Derivative Assets and Counterparty Credit Risk We have entered into credit default swaps with monoline insurers to hedge our
credit exposure in certain asset-backed securities and synthetic CDOs. We made $21 million and $15 million positive credit risk
adjustments to the fair value of our credit default swap contracts during 2012 and 2011, respectively, which is reflected in trading
revenue. We have recorded a cumulative credit adjustment reserve of $136 million and $163 million against our monoline exposure
at December 31,2012 and 2011, respectively. The fair value of our monoline exposure net of cumulative credit adjustment reserves
equaled $534 million and $708 million at December 31,2012 and 2011, respectively. The decrease in 2012 reflects both reductions
in our outstanding positions and improvements in exposure estimates.

Loans As of December 31,2012 and 2011, we have classified $52 million and $181 million, respectively, of mortgage whole loans
held for sale as a non-recurring Level 3 financial asset. These mortgage loans are accounted for on a lower of amortized cost or
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fair value basis. Based on our assessment, we recorded losses of $13 million and $22 million during 2012 and 2011, respectively.
The changes in fair value are recorded as other revenues in the consolidated statement of income (loss).

Material Additions to and Transfers Into (Out of) Level 3 Measurements During 2012, we transferred $848 million of deposits
in domestic offices and $63 million of long-term debt, both of which we have elected to carry at fair value, from Level 3 to Level 2
as a result of a result of the embedded derivative no longer being unobservable as the derivative option is closer to maturity and
there is more observability in short term volatility.

During 2011, we transferred $62 million, of credit derivatives from Level 3 to Level 2 as a result of a qualitative analysis of the
foreign exchange and credit correlation attributes of our model used for certain credit default swaps. We transferred $2.7 billion
of deposits in domestic offices, which we have elected to carry at fair value, and $554 million of long-term debt, which we have
elected to carry at fair value, from Level 3 to Level 2 as a result of the embedded derivative no longer being unobservable as the
derivative option is closer in maturity and there is more observability in short term volatility.

See Note 29, “Fair Value Measurements,” in the accompanying consolidated financial statements for information on additions to
and transfers into (out of) Level 3 measurements during 2012 and 2011 as well as for further details including the classification
hierarchy associated with assets and liabilities measured at fair value.

Credit Quality of Assets Underlying Asset-backed Securities The following tables summarize the types and credit quality of the
assets underlying our asset-backed securities as well as certain collateralized debt obligations and collateralized loan obligations
held as of December 31, 2012:

Asset-backed securities backed by consumer finance collateral:

Credit Quality of Collateral:

Commercial
Mortgages Prime Alt-A Subprime
Priorto  2006to  Priorto  2006to  Priorto 2006to  Priorto 2006 to
Year of Issuance: Total 2006 Present 2006 Present 2006 Present 2006 Present
(in millions)
Rating of
securities:" Collateral type:
AAA Residential mortgages ........ $ 312§ 53§ 161 § — $ — 3 88 $ — 3 10 $ —
AA Home equity loans.............. 111 — — — — — 111 — —
Residential mortgages ........ 17 — — — — 17 — _ —
Other....coooveveinincienee 37 — — — — 37 — — —
Total AA 165 — — — — 54 111 — —
A Residential mortgages ........ 124 — — — — 62 — 62 —
(0311 47 — — — — 47 — — —
Total Ao 171 — — — — 109 — 62 —
BBB Home equity loans....... 82 — — — — — 82 — —
Residential mortgages ........ 18 — — — — 18 — — —
Total BBB........ccccceueveinenee 100 — — — — 18 82 — —
B Residential mortgages ........ 26 — — — — 26 — — —
CCC Home equity loans 67 — — — — — 67 — —
Residential mortgages ........ 3 — — — — — — —
Total CCC.......cevvvererene 70 — — — — — 67 —
Unrated Residential mortgages ........ 1 — — — — — 1 — —
$ 845 $ 53 § 161 $ — — $ 295 $§ 261 $ 72 $ 3
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Collateralized debt obligations (CDO) and collateralized loan obligations (CLO):

Credit quality of collateral: Total A or Higher BBB BB/B CCC Unrated

(in millions)

Rating of securities:" Collateral type:
Corporate loans .................... $ 311§ — s — s 311§ S _
Trust preferred...........coeene.. 155 _ 155 _ _ _
Others .....cooeeuvvveeeeeiiiieeeeeins 58 _ _ _ _ 58

524§ — 3 155§ 311 $ — 8 58

Total asset-backed securities § 1,369

M We utilize Standard & Poor's ("S&P") as the primary source of credit ratings in the tables above. If S&P ratings are not available, ratings by Moody's and Fitch
are used, in that order.

Effect of Changes in Significant Unobservable Inputs The fair value of certain financial instruments is measured using valuation
techniques that incorporate pricing assumptions not supported by, derived from or corroborated by observable market data. The
resultant fair value measurements are dependent on unobservable input parameters which can be selected from a range of estimates
and may be interdependent. Changes in one or more of the significant unobservable input parameters may change the fair value
measurements of these financial instruments. For the purpose of preparing the financial statements, the final valuation inputs
selected are based on management's best judgment that reflect the assumptions market participants would use in pricing similar
assets or liabilities.

The unobservable input parameters selected are subject to the internal valuation control processes and procedures. When we
perform a test of all the significant input parameters to the extreme values within the range at the same time, it could result in an
increase of the overall fair value measurement of approximately $81 million or a decrease of the overall fair value measurement
of approximately $88 million as of December 31, 2012. The effect of changes in significant unobservable input parameters are
primarily driven by mortgage servicing rights, certain asset-backed securities including CDOs, and the uncertainty in determining
the fair value of credit derivatives executed against monoline insurers.

Risk Management

Overview Some degree of risk is inherent in virtually all of our activities. Accordingly, we have comprehensive risk management
policies and practices in place to address potential risks, which include the following:

. Credit risk is the potential that a borrower or counterparty will default on a credit obligation, as well as the impact
on the value of credit instruments due to changes in the probability of borrower default; Credit risk includes risk
associated with cross-border exposures.

. Liquidity risk is the potential that an institution will be unable to meet its obligations as they become due or fund its
customers because of inadequate cash flow or the inability to liquidate assets or obtain funding itself;

. Interest rate risk is the potential impairment of net interest income due to mismatched pricing between assets and
liabilities as well as losses in value due to rate movements;

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

. Operational risk is the risk of loss resulting from inadequate or failed internal processes, people, or systems, or from
external events (including legal risk but excluding strategic and reputational risk);

. Compliance risk is the risk that we fail to observe the letter and spirit of all relevant laws, codes, rules, regulations,
regulatory requirements and standards of good market practice, and incur fines and penalties and suffer damage to
our business as a consequence;

. Fiduciary risk is the risk of breaching fiduciary duties where we act in a fiduciary capacity as trustee, investment
manager or as mandated by law or regulation.

. Reputational risk is the risk arising from a failure to safeguard our reputation by maintaining the highest standards
of conduct at all times and by being aware of issues, activities and associations that might pose a threat to the reputation
of HSBC locally, regionally or internationally;

. Strategic risk is the risk that the business will fail to identify, execute, and react appropriately to opportunities and/
or threats arising from changes in the market, some of which may emerge over a number of years such as changing
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economic and political circumstances, customer requirements, demographic trends, regulatory developments or
competitor action;

. Security and Fraud risk is the risk to the business from terrorism, crime, incidents/disasters, and groups hostile to
HSBC interests;
. Model risk is the risk of incorrect implementation or inappropriate application of models. Model risk occurs when

a model does not properly capture risk(s) or perform functions as designed; and

. Pension risk is the risk that the cash flows associated with pension assets will not be enough to cover the pension
benefit obligations required to be paid.

The objective of our risk management system is to identify, measure, monitor and manage risks so that:

. potential costs can be weighed against the expected rewards from taking the risks;

. appropriate disclosures can be made to all concerned parties;

. adequate protections, capital and other resources can be put in place to weather all significant risks; and

. compliance with all relevant laws, regulations and regulatory requirements is ensured through staff education,

adequate processes and controls, and ongoing monitoring efforts.

Our risk management policies are designed to identify and analyze these risks, to set appropriate limits and controls, and to monitor
the risks and limits continually by means of reliable and up-to-date administrative and information systems. We continually modify
and enhance our risk management policies and systems to reflect changes in markets and products and to better align overall risk
management processes. Training, individual responsibility and accountability, together with a disciplined, conservative and
constructive culture of control, lie at the heart of our management of risk.

Senior managers within an independent, central risk organization under the leadership of the HSBC North America Chief Risk
Officer ensure risks are appropriately identified, measured, reported and managed. For all risk types, there are independent risk
specialists that set standards, develop new risk methodologies, maintain central risk databases and conduct reviews and analysis.
For instance, the HSBC North America Chief Risk Officer and the Chief Compliance Officer provide day-to-day oversight of these
types of risk management activities within their respective areas and work closely with internal audit and other senior risk specialists
at HSBC North America and HSBC. Market risk is managed by the HSBC North America Head of Market Risk. Credit Risk is
managed by the Chief Credit Officer/HSBC North America Head of Wholesale Credit and Market Risk and the HSBC North
America Chief Retail Credit Officer. Operational risk is the responsibility of local management of each Global Business, Global
Function and HSBC Technology Services ("HTSU") to manage under the direction of the HSBC North America Head of Operational
Risk and a centralized team. Fiduciary Risk is a component of the Operational Risk framework and expertise is maintained to
oversee and provide advice on fiduciary risk matters. The Fiduciary Risk specialists partner with the Compliance organization
which, in this capacity, advises on local regulatory compliance (in the US — Regulation 9). Compliance risk is managed through
an enterprise-wide compliance risk management program designed to prevent, detect and deter compliance issues, including money
laundering and terrorist financing activities. Our risk management policies assign primary responsibility and accountability for
the management of compliance risk in the lines of business to business line management. Under the oversight of the Compliance
Committee of the Board of Directors and senior management, the HSBC North America Chief Compliance Officer oversees the
design, execution and administration of the enterprise-wide compliance program.

Historically, our approach toward risk management has emphasized a culture of business line responsibility combined with central
requirements for diversification of customers and businesses. Our risk management policies are primarily carried out in accordance
with practice and limits set by the HSBC Group Management Board, which consists of senior executives throughout HSBC. As
such, extensive centrally determined requirements for controls, limits, reporting and the escalation of issues have been detailed in
our policies and procedures.

A well-established and maintained internal control structure is vital to the success of all operations. All management within HSBC
Group, including our management, are accountable for identifying, assessing and managing the broad spectrum of risks to which
the HSBC Group is subject. HSBC has adopted a 'Three Lines of Defense' model to ensure that the risks and controls are properly
managed by Global Businesses, Global Functions and HTSU on an on-going basis. The model delineates management
accountabilities and responsibilities over risk management and the control environment.

The First Line of Defense comprises predominantly management who are accountable and responsible for their day to day activities,
processes and controls. The First Line of Defense must ensure all key risks within their activities and operations are identified,
mitigated and monitored by an appropriate control environment that is commensurate with risk appetite. It is the responsibility of
management to establish their own control teams, including Business Risk Control Managers, where required to discharge these
accountabilities. The Second Line comprises predominantly the Global Functions, such as Finance, Legal, Risk (including
Compliance), and Strategy & Planning, whose role as the Second Line is to ensure that HSBC Group's Risk Appetite Statement
is observed. They are responsible for:
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. providing assurance, oversight, and challenge over the effectiveness of the risk and control activities conducted by
the First Line;

. establishing frameworks to identify and measure the risks being taken by their respective parts of the business; and

. Monitoring the performance of the key risks, through the key indicators and oversight/assurance programs against

defined risk appetite and tolerance levels.
Global Functions must also maintain and monitor controls for which they are directly responsible.

Serving as the Third Line of Defense, Internal Audit provides independent assurance as to the effectiveness of the design,
implementation and embedding of the risk management frameworks, as well as the management of the risks and controls by the
First Line and control oversight by the Second Line. Audit coverage is implemented through a combination of governance audits
with sampled assessment of the global and regional control frameworks, HSBC Group-wide themed audits of key existing and
emerging risks and project audits to assess major change initiatives.

In the course of our regular risk management activities, we use simulation models to help quantify the risk we are taking. The
output from some of these models is included in this section of our filing. By their nature, models are based on various assumptions
and relationships. We believe that the assumptions used in these models are reasonable, but events may unfold differently than
what is assumed in the models. In actual stressed market conditions, these assumptions and relationships may no longer hold,
causing actual experience to differ significantly from the results predicted in the model. Consequently, model results may be
considered reasonable estimates, with the understanding that actual results may vary significantly from model projections. Risk
management oversight begins with our Board of Directors and its various committees, principally the Audit, Risk and Compliance
Committees. Management oversight is provided by corporate and business unit risk management committees with the participation
of the Chief Executive Officer or her staff. An HSBC USA Risk Management Committee, chaired by the Chief Risk Officer,
focuses on governance, emerging issues and risk management strategies.

The HSBC North America Chief Risk Officer also serves as the HUSI Chief Risk Officer and leads a distinct, cross-disciplinary
risk organization and integrated risk function. Additionally, an HSBC North America Anti-Money Laundering (“AML”) Director
serves as the designated Anti-Money Laundering Director and Bank Secrecy Act Compliance Officer for HUSI. Specific oversight
of various risk management processes is provided by the Risk Management Committee, with the assistance of the following
principal HSBC USA subcommittees:

. the Asset and Liability Policy Committee (“ALCO”);
. the Fiduciary Risk Management Committee; and
. the Operational Risk and Internal Control Committee (“ORIC”).

Risk oversight and governance is also provided within a number of specialized cross-functional North America risk management
subcommittees, including the HSBC North America Model Oversight Committee (formerly Credit Risk Analytics Oversight
Committee), Capital Management Review Meeting, the HSBC North America Risk Executive Committee, Risk Appetite
Committee and Stress Testing and Scenario Oversight Committee.

While the charters of the Risk Management Committee and each sub-committee are tailored to reflect the roles and responsibilities
of each committee, they all have the following common themes:

. defining and measuring risk and establishing policies, limits and thresholds;
. monitoring and assessing exposures, trends and the effectiveness of the risk management framework; and
. reporting through the Chief Risk Officer to the Board of Directors.

HSBC North America’s Risk Appetite framework describes through its Risk Appetite Statement and its Risk Appetite Limits and
Thresholds the quantum and types of risk that it is prepared to take in executing its strategy. It develops and maintains the linkages
between strategy, capital, risk management processes and HSBC Group Strategy and directs HSBC North America’s businesses
to be targeted along strategic and risk priorities and in line with the forward view of available capital under stress.

Oversight of all liquidity, interest rate and market risk is provided by ALCO which is chaired by the HSBC North America Chief
Financial Officer. Subject to the approval of our Board of Directors and HSBC, ALCO sets the limits of acceptable risk, monitors
the adequacy of the tools used to measure risk and assesses the adequacy of reporting. In managing these risks, we seek to protect
both our income stream and the value of our assets. ALCO also conducts contingency planning with regard to liquidity.

Regulatory capital requirements are based on the amount of capital required to be held, as defined by regulations, and the amount
of risk weighted assets, also calculated based on regulatory definitions. Economic Capital is a proprietary measure of capital
required to support the risks to which we are exposed at a confidence level consistent with HSBC USA’s target rating of “AA”.
Quarterly, Economic Capital is compared to a calculation of available capital resources to assess capital adequacy as part of the
ICAAP. In addition, Risk Adjusted Return On Economic Capital (RAROC) is computed for our businesses on a quarterly basis to
allow for a comparison of return on risk.
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In December 2007, U.S. regulators published a final rule regarding Risk-Based Capital Standards. This final rule represents the
U.S. adoption of the Basel II International Capital Accord. While HSBC USA will not report separately under the new rules, HSBC
Bank USA will report under the new rules on a stand-alone basis. Adoption of Basel II requires the approval of U.S. regulators
and encompasses enhancements to a number of risk policies, processes and systems to align HSBC Bank USA with the Basel 11
final rule requirements. We are uncertain as to when we will receive approval to adopt Basel II from our primary regulator. We
have integrated Basel II metrics into our management reporting and decision making process. As a result of Dodd-Frank, a banking
organization that has formally implemented Basel II must calculate its capital requirements under Basel I and Basel II, compare
the two results, and then use the lower of such ratios for purposes of determining compliance with its minimum tier 1 capital and
total risk-based capital requirements.

In December 2011, U.S. regulators published a Notice of Proposed Rulemaking in respect of market risk, setting out the proposals
for alternatives to credit ratings for debt and securitization positions, as required by Dodd-Frank. If adopted as proposed, we will
experience a significant increase to capital requirements even in the absence of any change to our current risk profile, and we
continue to consider strategies to mitigate this impact. The U.S. regulators have also indicated they intend to propose similar
revisions to the Basel I and Basel II rules to eliminate the use of external credit ratings to determine the risk weights applicable to
securitization and certain corporate exposures under these regulations.

In June 2012, U.S. regulators published a Final Rule in the Federal Register (known in the industry as Basel 2.5), that would change
the US regulatory market risk capital rules to better capture positions for which the market risk capital rules are appropriate, reduce
procyclicality, enhance the sensitivity to risks that are not adequately captured under current methodologies and increase
transparency through enhanced disclosures. This final rule became effective January 1, 2013. We estimate that this rule will add
up to 10% to our December 31, 2012 Basel I risk-weighted asset levels.

In addition, we continue to support the HSBC implementation of the Basel III framework, as adopted by the Financial Services
Authority (“FSA”). Data regarding credit risk, operational risk, and market risk is supplied to support the Group’s regulatory capital
and risk weighted asset calculations.

In October 2012, the U.S. regulators published Final Rules regarding the implementation of the stress testing requirements of
section 165 of Dodd-Frank (the "Proposed Enhanced Prudential Standards"). The Federal Reserve Board rules include the
requirement for large bank holding companies, such as HSBC North America, for an annual supervisory stress test conducted by
the Federal Reserve Board, as well as semi-annual bank holding company-run stress tests. The rule is in line with the requirements
of the Capital Plan Rules published by the Federal Reserve Board in November 2011. The OCC rules require certain banks, such
as HSBC Bank USA, to conduct annual bank-run stress tests. HSBC North America and its subsidiaries already conduct semi-
annual stress testing as part of their risk management and capital planning procedures, and in conjunction with wider HSBC
procedures and to meet the requirements of the FSA. HSBC North America will continue to build on its stress testing capabilities
to enhance its risk management and capital planning procedures and to meet all regulatory requirements. In 2014 HSBC North
America and HSBC Bank USA will be required to publicly disclose the results of their stress tests and the Federal Reserve Board
will publicly disclose the results of its stress testing of HSBC North America.

Credit Risk Management Credit risk is the potential that a borrower or counterparty will default on a credit obligation, as well
as the impact on the value of credit instruments due to changes in the probability of borrower default. Credit risk includes risk
associated with cross-border exposures.

Credit risk is inherent in various on- and off-balance sheet instruments and arrangements, such as:

. loan portfolios;

. investment portfolios;

. unfunded commitments such as letters of credit and lines of credit that customers can draw upon; and

. treasury instruments, such as interest rate swaps which, if more valuable today than when originally contracted, may

represent an exposure to the counterparty to the contract.

While credit risk exists widely in our operations, diversification among various commercial and consumer portfolios helps to
lessenrisk exposure. Day-to-day management of credit and market risk is performed by the Chief Credit Officer / Head of Wholesale
Credit and Market Risk North America and the HSBC North America Chief Retail Credit Officer, who report directly to the HSBC
North America Chief Risk Officer and maintain independent risk functions. The credit risk associated with commercial portfolios
is managed by the Chief Credit Officer, while credit risk associated with retail consumer loan portfolios, such as credit cards,
installment loans and residential mortgages, is managed by the HSBC North America Chief Retail Credit Officer. Further discussion
of credit risk can be found under the “Credit Quality” caption in this MD&A.

Our credit risk management procedures are designed for all stages of economic and financial cycles, including the current protracted
and challenging period of market volatility and economic uncertainty. The credit risk function continues to refine “early warning”
indicators and reporting, including stress testing scenarios on the basis of current experience. These risk management tools are
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embedded within our business planning process. Action has been taken, where necessary, to improve our resilience to risks associated
with the current market conditions by selectively discontinuing business lines or products, tightening underwriting criteria and
investing in improved fraud prevention technologies.

The responsibilities of the credit risk function include:

Formulating credit risk policies — Our policies are designed to ensure that various retail and commercial business
units operate within clear standards of acceptable credit risk. Our policies ensure that the HSBC standards are
consistently implemented across all businesses and that all regulatory requirements are also considered. Credit policies
are reviewed and approved annually by the Audit Committee and Risk Management Committee.

Approving new credit exposures and independently assessing large exposures annually — The Chief Credit Officer
delegates limited credit authority to our various lending units. However, most large credits are reviewed and approved
centrally through a dedicated Credit Approval Unit that reports directly to the Chief Credit Officer. In addition, the
Chief Credit Officer coordinates the approval of material credits with HSBC Group Credit Risk which, subject to
certain agreed-upon limits, will review and concur on material new and renewal transactions.

Overseeing retail credit risk— The HSBC North America Chief Retail Credit Officer manages the credit risk associated
with retail portfolios and is supported by expertise from a dedicated advanced risk analytics unit.

Maintaining and developing the governance and operation of the commercial risk rating system — A two-dimensional
credit risk rating system is utilized in order to categorize exposures meaningfully and enable focused management
of the risks involved. This ratings system is comprised of a 23 category Customer Risk Rating, which considers the
probability of default of an obligor and a separate assessment of a transaction’s potential loss given default. Each
credit grade has a probability of default estimate. Rating methodologies are based upon a wide range of analytics
and market data-based tools, which are core inputs to the assessment of counterparty risk. Although automated risk
rating processes are increasingly used, for larger facilities the ultimate responsibility for setting risk grades rests in
each case with the final approving executive. Risk grades are reviewed frequently and amendments, where necessary,
are implemented promptly.

Measuring portfolio credit risk — Over the past few years, the advanced credit ratings system has been used to
implement a credit economic capital risk measurement system to measure the risk in our credit portfolios, using the
measure in certain internal and Board of Directors reporting. Simulation models are used to determine the amount
of unexpected losses, beyond expected losses, that we must be prepared to support with capital given our targeted
debt rating. Quarterly credit economic capital reports are generated and reviewed with management and the business
units. Efforts continue to refine both the inputs and assumptions used in the credit economic capital model to increase
its usefulness in pricing and the evaluation of large and small commercial and retail customer portfolio products and
business unit return on risk.

Monitoring portfolio performance — Credit data warechouses have been implemented to centralize the reporting of
credit risk, support the analysis of risk using tools such as Economic Capital, and to calculate credit loss reserves.
This data warehouse also supports HSBC’s wider effort to meet the requirements of Basel II and to generate credit
reports for management and the Board of Directors.

Establishing counterparty and portfolio limits — We monitor and limit our exposure to individual counterparties and
to the combined exposure of related counterparties. In addition, selected industry portfolios, such as real estate, are
subject to caps that are established by the Chief Credit Officer and reviewed where appropriate by management
committees and the Board of Directors. Counterparty credit exposure related to derivative activities is also managed
under approved limits. Since the exposure related to derivatives is variable and uncertain, internal risk management
methodologies are used to calculate the 95% worst-case potential future exposure for each customer. These
methodologies take into consideration, among other factors, cross-product close-out netting, collateral received from
customers under Collateral Support Annexes (CSAs), termination clauses, and off-setting positions within the
portfolio.

Managing problem commercial loans — Special attention is paid to problem loans. When appropriate, our commercial
Special Credits Unit and retail Default Services teams provide customers with intensive management and control
support in order to help them avoid default wherever possible and maximize recoveries.

Establishing allowances for credit losses — The Chief Credit Officer and the HSBC North America Chief Retail
Credit Officer share responsibility with the Chief Financial Officer for establishing appropriate levels of allowances
for credit losses inherent in various loan portfolios.

A Credit Review and Risk Identification (“CRRI”) function is also in place in HSBC North America to identify and assess credit
risk. The CRRI function consists of a Wholesale and Retail Credit Review function as well as functions responsible for the
independent assessment of Wholesale and Retail models. The CRRI function provides an ongoing independent assessment of
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credit risk, the quality of credit risk management and, in the case of wholesale credit risk, the accuracy of individual credit risk
ratings. The functions independently and holistically assess the business units and risk management functions to ensure the business
is operating in a manner that is consistent with HSBC Group strategy and appropriate local and HSBC Group credit policies,
procedures and applicable regulatory guidelines. The Credit Risk Review functions examine asset quality, credit processes and
procedures, as well as the risk management infra-structures in each commercial and retail lending unit. Selective capital markets
based functions are included within this scope. CRRI also independently assesses material retail and wholesale risk models,
operational risk models, Economic Capital models, Anti-Money Laundering monitoring systems, and other materially important
models, to determine if they are fit for purpose based on regulatory requirements.

Liquidity Risk Management Liquidity risk is the risk that an institution will be unable to meet its obligations as they become due
or fund its customers because of an inability to liquidate assets or obtain adequate funding. We continuously monitor the impact
of market events on our liquidity positions. In general terms, the strains due to the credit crisis have been concentrated in the
wholesale market as opposed to the retail market (the latter being the market from which we source core demand and time deposit
accounts). Financial institutions with less reliance on the wholesale markets were in many respects less affected by the recent
conditions. Core deposits comprise 77 percent of our total deposit base, providing more stable balances, less sensitivity to market
events or changes in interestrates. Our limited dependence upon the wholesale markets for funding has been a significant competitive
advantage through the recent period of financial market turmoil. We will continue to adapt the liquidity framework described
below as we assimilate further knowledge from the recent disruptions in the marketplace.

Liquidity is managed to provide the ability to generate cash to meet lending, deposit withdrawal and other commitments at a
reasonable cost in a reasonable amount of time while maintaining routine operations and market confidence. Market funding is
planned in conjunction with HSBC, as the markets increasingly view debt issuances from the separate companies within the context
of their common parent company. Liquidity management is performed at both HSBC USA and HSBC Bank USA. Each entity is
required to have sufficient liquidity for a crisis situation. ALCO is responsible for the development and implementation of related
policies and procedures to ensure that the minimum liquidity ratios and a strong overall liquidity position are maintained.

In carrying out this responsibility, ALCO projects cash flow requirements and determines the level of liquid assets and available
funding sources to have at our disposal, with consideration given to anticipated deposit and balance sheet growth, contingent
liabilities, and the ability to access wholesale funding markets. In addition to base case projections, multiple stress scenarios are
generated to simulate crisis conditions, including:

. run-off of non-core deposits;

. inability to renew maturing interbank fundings;

. draw downs of committed loan facilities;

. four-notch rating downgrade of HSBC Bank USA; and

. increased discount on security values for repos or disposals.

ALCO monitors the overall mix of deposit and funding concentrations to avoid undue reliance on individual funding sources and
large deposit relationships. In addition, ALCO analyzes changes in the uses of liquidity, establishes policy on balance sheet usage,
and sets limits on and monitors the ratio of Advances to Core Funding (“ACF”). This ratio measures what percentage of our stable
sources of long-term funding (generally customer deposits deemed to be “core” in accordance with HSBC policy and debt with
at least 12 months until maturity), are utilized in providing loans to customers. Currently our ACF ratio stands at 78 percent. ALCO
must also maintain a liquidity management and contingency funding plan, which identifies certain potential early indicators of
liquidity problems, and actions that can be taken both initially and in the event of a liquidity crisis, to minimize the long-term
impact on our businesses and customer relationships. The liquidity contingency funding plan is annually reviewed and approved
by the Risk Committee of the Board of Directors. We recognize a liquidity crisis can either be specific to us, relating to our ability
to meet our obligations in a timely manner, or market-wide, caused by a macro risk event in the broader financial system. A range
of indicators are monitored to attain an early warning of any liquidity issues. These include widening of key spreads or indices
used to track market volatility, material reductions or extreme volatility in customer deposit balances, increased utilization of credit
lines, widening of our credit spreads and higher borrowing costs. In the event of a cash flow crisis, our objective is to fund cash
requirements without access to the wholesale unsecured funding market for at least one year. Contingency funding needs will be
satisfied primarily through sales of securities from the investment portfolio and secured borrowing using the mortgage portfolio
as collateral. Securities may be sold or used as collateral in a repurchase agreement depending on the scenario. Portions of the
mortgage portfolio may be used as collateral at the FHLB to increase borrowings. We maintain a Liquid Asset Buffer consisting
of cash, short-term liquid assets and unencumbered government and other highly rated investment securities as a source of funding.
Further, collateral is maintained at the Federal Reserve Bank discount window and the FHLB, providing additional secured
borrowing capacity in a liquidity crisis.

Given our overall liquidity position, during 2012, we have continued to manage down low-margin commercial and institutional
deposits in order to maximize profitability.
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In January 2013 the Bank for International Settlements, Basel Committee on Bank Supervision (the Basel Committee), issued
revised Basel III liquidity rules and HSBC North America is in the process of evaluating the Basel III framework for liquidity risk
management. The framework consist of two liquidity metrics: the liquidity coverage ratio ("LCR"), designed to be a short-term
measure to ensure banks have sufficient high-quality assets to survive a significant stress scenario lasting 30 days, and the net
stable funding ration (“NSFR”), which is a longer term measure with a 12 month time horizon to ensure a sustainable maturity
structure of assets and liabilities. The ratios are subject to an observation period and are expected to become established standards
by 2015 and 2018, respectively. We anticipate a formal NPR will be issued in 2013 with an observation period beginning in 2013.
Based on the results of the observation periods, the Basel Committee and U.S. banking regulators may make further changes. We
anticipate meeting these requirements prior to their formal introduction. The actual impact will be dependent on the specific
regulations issued by the U.S. regulators to implement these standards. HSBC USA may need to increase its liquidity profile to
support HSBC North America's compliance with the new rules. We are unable at this time, however, to determine the extent of
changes HSBC USA will need to make to its liquidity position, if any.

Our ability to regularly attract wholesale funds at a competitive cost is enhanced by strong ratings from the major credit ratings
agencies. At December 31, 2012, we and HSBC Bank USA maintained the following long and short-term debt ratings:

Moody’s S&P Fitch pBRs"”
HSBC USA Inc.:
Short-term DOITOWINGS .....cc.eveieieieiieieieieiee e P-1 A-1 F1+  R-1 (high)
Long-term/senior debt............coevererinienienieieineeineneseeesee e A2 A+ AA- AA
HSBC Bank USA:
Short-term DOTTOWINGS ......cevvereieriieieriieieeeiee et ie e eee e P-1 A-1+ F1+  R-1 (high)
Long-term/senior debt............cccevererienienenieieieceeecre e Al AA- AA- AA

(1) Dominion Bond Rating Service.

In December 2011, Fitch finalized its revised global criteria for assessing the credit ratings of non-common equity securities which
qualify for treatment as bank regulatory capital. In March 2012, Fitch placed the outlook for HSBC and related entities to "negative".
On December 6, 2012, Fitch announced a downgrade on the long-term debt ratings of HSBC USA Inc. and HSBC Bank USA
from AA to AA-, as well as revised their outlook from "negative" to "stable".

In June 2012, Moody's announced rating actions affecting 114 financial institutions in 16 European countries, including the ratings
of HSBC. The rating action follows Moody's publications on January 19,2012 where Moody's announced that they expect to place
anumber of bank ratings under review for downgrade during the first quarter of 2012 in order to assess the overall negative impact
of the adverse trends affecting banks in advanced countries and notably in Europe. On February 22, 2012, Moody's had placed
HSBC USA's long-term and short-term ratings and HSBC Bank USA's long-term rating on negative credit watch. In the June
action, they downgraded the long term ratings of HSBC USA and HSBC Bank USA but reaffirmed the short term ratings at P-1.
On December 4, 2012, Moody's announced a downgrade of standalone long-term and short-term debt rating of HSBC USA Bank,
NA. Moody's also affirmed the long- and short-term supported ratings of HSBC USA Inc. and HSBC Bank USA.

On July 20, 2012, DBRS changed its outlook for HSBC USA Inc. and HSBC Bank USA from “stable” to “rating under review.”
The outlook change reflected the concerns of DBRS regarding the hearing by the U.S. Senate Permanent Subcommittee on
investigations, the challenges associated with changing the compliance culture and risk that regulators will impose additional
restrictions on financial institutions in reaction to banking industry issues in general.

On February 8, 2013, DBRS downgraded the HSBC USA Inc. and HSBC Bank USA senior debt ratings to AA (low) from AA,
and corresponding short-term instrument rating to R-1 (middle) from R-1 (high), and removed these ratings from "rating under
review with negative implications". DBRS cited concerns with recent regulatory and compliance remediation costs, which despite
HSBC's ongoing reforms and organizational changes still represent a significant challenge to implement in such a large, complex
banking organization.

The impact of the downgrades discussed above have not significantly impacted investor appetite for our debt and we have seen
greatly reduced secondary market credit spreads on many of the issues. As of December 31, 2012, there were no other pending
actions in terms of changes to ratings on the debt of HSBC USA Inc. or HSBC Bank USA from any of the rating agencies.

Numerous factors, internal and external, may impact access to and costs associated with issuing debt in the global capital markets.
These factors include our debt ratings, overall economic conditions, overall capital markets volatility and the effectiveness of the
management of credit risks inherent in our customer base.
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Cash resources, short-term investments and a trading asset portfolio are available to provide highly liquid funding for us. Additional
liquidity is provided by available for sale debt securities. Approximately $7.1 billion of debt securities in this portfolio at
December 31, 2012 are expected to mature in 2013. The remaining $60.4 billion of debt securities not expected to mature in 2013
are available to provide liquidity by serving as collateral for secured borrowings, or if needed, by being sold. Further liquidity is
available through our ability to sell or securitize loans in secondary markets through loan sales and securitizations. In 2012, we
did not sell any residential mortgage loan portfolios other than normal loan sales to government sponsored enterprises and as a
result of our sale of branches to First Niagara.

It is the policy of HSBC Bank USA to maintain both primary and secondary collateral in order to ensure precautionary borrowing
availability from the Federal Reserve. Primary collateral is collateral that is physically maintained at the Federal Reserve, and
serves as a safety net against any unexpected funding shortfalls that may occur. Secondary collateral is collateral that is acceptable
to the Federal Reserve, but is not maintained there. If unutilized borrowing capacity were to be low, secondary collateral would
be identified and maintained as necessary. Further liquidity is available from the Federal Home Loan Bank of New York. As of
December 31, 2012, we had outstanding advances of $1.0 billion. The facility also allows access to further borrowings of up to
$4.2 billion based upon the amount pledged as collateral with the FHLB

As of December 31, 2012, any significant dividend from HSBC Bank USA to us would require the approval of the OCC. See
Note 26, “Retained Earnings and Regulatory Capital Requirements,” of the consolidated financial statements for further details.
In determining the extent of dividends to pay, HSBC Bank USA must also consider the effect of dividend payments on applicable
risk-based capital and leverage ratio requirements, as well as policy statements of federal regulatory agencies that indicate that
banking organizations should generally pay dividends out of current operating earnings.

Under a shelf registration statement filed with the Securities and Exchange Commission, we may issue debt securities or preferred
stock, either separately or represented by depositary shares, warrants, purchase contracts and units. We satisfy the eligibility
requirements for designation as a “well-known seasoned issuer,” which allows us to file a registration statement that does not have
a limit on issuance capacity. The ability to issue debt under the registration statement is limited by the debt issuance authority
granted by the Board. We are currently authorized to issue up to $21 billion, of which $10.9 billion is available. During 2012, we
issued $7.3 billion of senior debt from this shelf.

HSBC Bank USA has a $40 billion Global Bank Note Program, which provides for issuance of subordinated and senior notes.
Borrowings from the Global Bank Note Program totaled $4.8 billion in 2012. There is approximately $17.0 billion of borrowing
availability.

Interest Rate Risk Management Interest rate risk is the potential impairment of net interest income due to mismatched pricing
between assets and liabilities. We are subject to interest rate risk associated with the repricing characteristics of our balance sheet
assets and liabilities. Specifically, as interest rates change, amounts of interest earning assets and liabilities fluctuate, and interest
earning assets reprice at intervals that do not correspond to the maturities or repricing patterns of interest bearing liabilities. This
mismatch between assets and liabilities in repricing sensitivity results in shifts in net interest income as interest rates move. To
help manage the risks associated with changes in interest rates, and to manage net interest income within ranges of interest rate
risk that management considers acceptable, we use derivative instruments such as interest rate swaps, options, futures and forwards
as hedges to modify the repricing characteristics of specific assets, liabilities, forecasted transactions or firm commitments. Day-
to-day management of interest rate risk is centralized principally under the Treasurer.

We have substantial, but historically well controlled, interest rate risk in large part as a result of our portfolio of residential mortgages
and mortgage backed securities, which consumers can prepay without penalty, and our large base of demand and savings deposits.
These deposits can be withdrawn by consumers at will, but historically they have been a stable source of relatively low cost funds.
Market risk exists principally in treasury businesses and to a lesser extent in the residential mortgage business where mortgage
servicing rights and the pipeline of forward mortgage sales are hedged. We have little foreign currency exposure from investments
in overseas operations, which are limited in scope. Total equity investments, excluding stock owned in the Federal Reserve and
New York Federal Home Loan Bank, represent less than one percent of total available-for-sale securities.

The following table shows the repricing structure of assets and liabilities as of December 31, 2012. For assets and liabilities whose
cash flows are subject to change due to movements in interest rates, such as the sensitivity of mortgage loans to prepayments, data
is reported based on the earlier of expected repricing or maturity and reflects anticipated prepayments based on the current rate
environment. The resulting “gaps” are reviewed to assess the potential sensitivity to earnings with respect to the direction, magnitude
and timing of changes in market interest rates. Data shown is as of yearend, and one-day figures can be distorted by temporary
swings in assets or liabilities.
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After One After Five After
Within But Within But Within Ten
December 31, 2012 One Year Five Years Ten Years Years Total
(in millions)

Commercial 10aNS .......c.oovieviiiieiiieceeeeeceeee e $ 40636 $ 1957 $ 1,867 $ 171 $§ 44,631
Residential mMOrt@ages.......ccveverueeeerieeierieeieieeie e e 8,672 5,732 2,551 1,212 18,167
Credit card receivables.........ccveeeeeiieiieeciienieeieeeee e 815 — — — 815
Other conSUMEr 10aNS .......cceeeieriecierieiereee e 304 243 89 27 663

Total 10aNS™") ......voooveeiese s 50,427 7,932 4,507 1,410 64,276
Securities available-for-sale and securities held-to-maturity. 16,103 32,033 10,778 10,422 69,336
(011 1 1<) g 11T £ R R 58,645 3,800 510 — 62,955

TOtAl @SSELS....veevviivieeiiitieie ettt ettt 125,175 43,765 15,795 11,832 196,567
Domestic deposits®:

Savings and demand............cccoceevircieniiieneeiee e 61,374 15,824 9,160 — 86,358

Certificates of deposit........ccecerieririeninenieereee e 11,102 372 3 11,477
Long-term debt.........ccccoviverieriiieieieeeee e 11,443 3,901 3,701 2,700 21,745
Other liabilitieS/@qUItY .......ceevvereecierieiereeie e 64,113 12,350 — 524 76,987

Total liabilities and equity ......c.ccccereeeieieinereeeie e 148,032 32,447 12,864 3,224 196,567

Total balance sheet gap.........ccoeveveeieervrienieeceee e (22,857) 11,318 2,931 8,608 —
Effect of derivative contracts..........ocveeveveeriereenienresieeieeenns 13,947 (9,100) (2,689) (2,158) —

Total gap POSITION .....cvevevieieiiereeieieieieieee et $§ (89100 § 2218 § 242§ 6,450 § —

(O]
)

Includes loans held for sale.

Does not include purchased or wholesale deposits. For purposes of this table purchased and wholesale deposits are reflected in “Other liabilities/equity”.

Various techniques are utilized to quantify and monitor risks associated with the repricing characteristics of our assets, liabilities
and derivative contracts.

In the course of managing interest rate risk, a present value of a basis point (“PVBP”) analysis is utilized in conjunction with a
combination of other risk assessment techniques, including economic value of equity, dynamic simulation modeling, capital risk
and Value at Risk (“VAR?”) analyses. The combination of these tools enables management to identify and assess the potential
impact of interest rate movements and take appropriate action. This combination of techniques, with some focusing on the impact
of interest rate movements on the value of the balance sheet (PVBP, economic value of equity, VAR) and others focusing on the
impact of interest rate movements on earnings (dynamic simulation modeling) allows for comprehensive analyses from different
perspectives. Discussion of the use of VAR analyses to monitor and manage interest rate and other market risks is included in the
discussion of market risk management below.

A key element of managing interest rate risk is the management of the convexity of the balance sheet, largely resulting from the
mortgage related products on the balance sheet. Convexity risk arises as mortgage loan consumers change their behavior
significantly in response to large movements in market rates, but do not change behavior appreciably for smaller changes in market
rates. Certain of the interest rate management tools described below, such as dynamic simulation modeling and economic value
of equity, better capture the embedded convexity in the balance sheet, while measures such as PVBP are designed to capture the
risk of smaller changes in rates.

Refer to “Market Risk Management” for discussion regarding the use of VAR analyses to monitor and manage interest rate risk.

The assessment techniques discussed below act as a guide for managing interest rate risk associated with balance sheet composition
and off-balance sheet hedging strategy (the risk position). Calculated values within limit ranges reflect an acceptable risk position,
although possible future unfavorable trends may prompt adjustments to on or off-balance sheet exposure. Calculated values outside
of limit ranges will result in consideration of adjustment of the risk position, or consideration of temporary dispensation from
making adjustments.
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Present value of a basis point is the 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 December 31, 2012 and 2011.

At December 31, 2012 2011

(in millions)
Institutional PVBP movement IMIt............cc.ooiiiiiiiiiee et eae e e aeeeeeaaeeenns $ 80 §$ 8.0
PVBP position at period €Nd..........coecverieeierieiieiieie ettt ettt et sseeae e eaestaesesraenseesaeseesnenseens 1.7 4.8

The reduction in PVBP in 2012 is attributable to updates in prepayment estimates inherent within our mortgage loan portfolio as
well as actions taken to manage prepayment risk associated with our securities portfolio, including hedging and positioning of
targeted duration.

Economic value of equity is the change in 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 value of equity position at December 31,
2012 and 2011.

At December 31, 2012 2011
(values as a
percentage)

Institutional economic value of equity lMit.........ccoeiiiiiiiiiii e +/-15 +/-15

Projected change in value (reflects projected rate movements on January 1):

Change resulting from an immediate 200 basis point increase in interest rates ........c..coceevererrerereennes 1 3
Change resulting from an immediate 200 basis point decrease in interest rates..........c.cceeeeeveereereennen. (10) 1D

The gain or loss in value for a 200 basis point increase or decrease in rates is a result of the negative convexity of the residential
whole loan and mortgage backed securities portfolios. If rates decrease, the projected prepayments related to these portfolios will
accelerate, causing less appreciation than a comparable term, non-convex instrument. If rates increase, projected prepayments will
slow, which will cause the average lives of these positions to extend and result in a greater loss in market value.

Dynamic simulation 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 by as much as
200 basis points, as well as scenarios in which rates rise 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.

At December 31, 2012 Amount %

(dollars are in millions)

Projected change in net interest income (reflects projected rate movements on
January 1, 2013):

Institutional base earnings MOVemMENt Mt ..........coceeirieririnineniieieieeeeeeecee e e (10)
Change resulting from a gradual 100 basis point increase in the yield curve..........ccccvecvvvevenennne. $ 107 5
Change resulting from a gradual 100 basis point decrease in the yield curve...........cocceceverieenenene (155) €))
Change resulting from a gradual 200 basis point increase in the yield curve..........ccccvecvreeveuennne. 128 6
Change resulting from a gradual 200 basis point decrease in the yield curve...........coceceverinenenene (210) (10)

Other significant scenarios monitored (reflects projected rate movements on January 1, 2013):
Change resulting from an immediate 100 basis point increase in the yield curve...........ccccecceeeennene 182 9

Change resulting from an immediate 100 basis point decrease in the yield curve (200) (10)
Change resulting from an immediate 200 basis point increase in the yield curve...................... 158 8
Change resulting from an immediate 200 basis point decrease in the yield curve (234) (12)

The projections do not take into consideration possible complicating factors such as the effect of changes in 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.

Capital Risk/Sensitivity of Other Comprehensive Income Large movements of interest rates could directly affect some reported
capital balances and ratios. The mark-to-market valuation of available-for-sale securities is credited on a tax effective basis to
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accumulated other comprehensive income. Although this valuation mark is excluded from Tier 1 and Tier 2 capital ratios, it is
included in two important accounting based capital ratios: the tangible common equity to tangible assets and the tangible common
equity to risk weighted assets. As of December 31, 2012, we had an available-for-sale securities portfolio of approximately $67.7
billion with a positive mark-to-market of $1.7 billion included in tangible common equity of $13.2 billion. An increase of 25 basis
points in interest rates of all maturities would lower the mark-to-market by approximately $238 million to a net gain of $1.4 billion
with the following results on our tangible capital ratios.

(O]

At December 31, 2012 Actual Proforma
Tangible common equity to tangible @SSELS.........ccueiririririireririntereteteet ettt 6.79% 6.72%
Tangible common equity to risk Weighted asSetS.........c.ccoieiirieriiiiniiiee e 12.39 12.26

M Proforma percentages reflect a 25 basis point increase in interest rates.

Market Risk Management Market risk is the risk that movements in market risk factors, including foreign exchange rates and
commodity prices, interest rates, credit spreads and equity prices, will reduce HSBC USA’s income or the value of its portfolios.
We separate exposures to market risk into trading and non-trading portfolios. Trading portfolios include those positions arising
from market-making and other mark-to-market positions so designated. Non-trading portfolios primarily arise from the interest
rate management of our retail and commercial banking assets and liabilities, financial investments classified as available-for-sale
and held-to-maturity. Our objective is to manage and control market risk exposures in order to optimize returns on risk while
maintaining positions within management identified risk appetite defined in sensitivity, VAR and RWA term.

We have incorporated the qualitative and quantitative requirements of Basel 2.5, including stressed VAR, Incremental Risk Charge
and Comprehensive Risk Measure into our process and received regulatory approval to initiate these enhancements effective
January 1, 2013.

We use a range of tools to monitor and limit market risk exposures, including:

Sensitivity measures Sensitivity measures are used to monitor the market risk positions within each risk type, for example, PVBP
movement in interest rates for interest rate risk. Sensitivity limits are set for portfolios, products and risk types, with the depth and
the volatility of the market being one of the principal factors in determining the level of limits set.

Value at Risk VAR analysis is a technique that estimates the potential losses that could occur on risk positions as a result of
movements in market rates and prices over a specified time horizon and to a given level of confidence. VAR calculations are
performed for all material trading activities and as a tool for managing risk inherent in non-trading activities. VAR is calculated
daily for a one-day holding period to a 99 percent confidence level.

The VAR models are based predominantly on historical simulation. These models derive plausible future scenarios from past series
of recorded market rate and price changes, and applies these to their current rates and prices. The model also incorporates the effect
of option features on the underlying exposures. The historical simulation models used by us incorporate the following features:

. market movement scenarios are derived with reference to data from the past two years;

. scenario profit and losses are calculated with the derived market scenarios for foreign exchange rates and commodity
prices, interest rates, credit spreads equity prices, volatilities; and

. VAR is calculated to a 99 percent confidence level for a one-day holding period.

We routinely validate the accuracy of our VAR models by back-testing the actual daily profit and loss results, adjusted to remove
non-modeled items such as fees and commissions and intraday trading, against the corresponding VAR numbers. Statistically, we
would expect to see losses in excess of VAR only one percent of the time. The number of backtesting breaches in a period is used
to assess how well the model is performing and, occasionally, new parameters are evaluated and introduced to improve the models’
fit. Although a valuable guide to risk, VAR must always be viewed in the context of its limitations, that is:

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

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

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

. VAR is calculated on the basis of exposures outstanding at the close of business and therefore does not necessarily
reflect intraday exposures; and

. VAR is unlikely to reflect loss potential on exposures that only arise under significant market moves.
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Stress testing In recognition of the limitations of VAR, we complement VAR with stress testing to evaluate the potential impact
on portfolio values of more extreme, although plausible, events or movements in a set of financial variables. Stress testing is
performed at a portfolio level, as well as on the consolidated positions of the Group, and covers the following scenarios:

. Sensitivity scenarios, which consider the impact of market moves to any single risk factor or a set of factors. For
example the impact resulting from a break of a currency peg that will not be captured within the VAR models;

. Technical scenarios, which consider the largest move in each risk factor, without consideration of any underlying
market correlation;

. Hypothetical scenarios, which consider potential macro economic events; and

. Historical scenarios, which incorporate historical observations of market moves during previous periods of stress

which would not be captured within VAR.

Stress testing is governed by the Stress Testing Review Group forum that coordinates Group stress testing scenarios in conjunction
with the regional risk managers. Consideration is given to the actual market risk exposures, along with market events in determining
the stress scenarios.

Stress testing results are reported to senior management and provide them with an assessment of the financial impact such events
would have on our profits and capitalization.

Market risk was managed down in 2012 consistent with Global Markets business in the US aim to focus on customer facilitation
and simplifying its trading products. Overnight risk taking was reduced against the backdrop of continued concerns around eurozone
sovereigns and financial institutions, the global economic slowdown and uncertainty about fiscal policy in the US.

The major contributor to the trading and non-trading VAR for us is our Global Banking and Markets business.

Trading Activities Our management of market risk is based on a policy of restricting individual operations to trading within an
authorized list of permissible instruments, enforcing new product approval procedures and restricting trading in the more complex
derivative products to offices with appropriate levels of product expertise and robust control systems. Market making trading is
undertaken within Global Banking and Markets.

In addition, at both portfolio and position levels, market risk in trading portfolios is monitored and managed using a complementary
set of techniques, including VAR and a variety of interest rate risk monitoring techniques as discussed above. These techniques
quantify the impact on capital of defined market movements.

Trading portfolios reside primarily within the Markets unit of the Global Banking and Markets business segment, which include
warehoused residential mortgage loans purchased with the intent of selling them, and within the mortgage banking subsidiary
included within the RBWM business segment. Portfolios include foreign exchange, interest rate swaps and credit derivatives,
precious metals (i.e. gold, silver, platinum), equities and money market instruments including “repos” and securities. Trading
occurs as a result of customer facilitation, proprietary position taking and economic hedging. In this context, economic hedging
may include forward contracts to sell residential mortgages and derivative contracts which, while economically viable, may not
satisfy the hedge accounting requirements.

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.

The following table summarizes trading VAR for 2012:

December 31, Full Year 2012 December 31,
2012 Minimum Maximum Average 2011
(in millions)
Total trading........cccevevereieeee e $ 8 § 7 S 13 $ 10 § 8
EQUILIES c.eeveieieiiiieiercececeec e — — 1 — 1
Foreign exchange...........cccccceevevivininincncninenencne 5 1 8 4 1
Interest rate directional and credit spread.................... 6 6 17 8 6

The following table summarizes the frequency distribution of daily market risk-related revenues for trading activities during
calendar year 2012. Market risk-related trading revenues include realized and unrealized gains (losses) related to trading activities,
but exclude the related net interest income. Analysis of the gain (loss) data for 2012 shows that the largest daily gain was $18 million
and the largest daily loss was $22 million.
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Below $(5) $0 $5 Over
Ranges of daily trading revenue earned from market risk-related activities $(5) to $0 to $5 to $10 $10

(dollars are in millions)

Number of trading days market risk-related revenue was within
the Stated raNGEe.......cooereieiieieeeeee e e 3 64 156 25 3

The risk associated with movements in credit spreads is primarily managed through sensitivity limits, stress testing and VAR on
those portfolios where it is calculated. Beginning in 2009, HSBC introduced credit spread as a separate risk type within its VAR
models and credit spread VAR is calculated for credit derivatives portfolios. The total VAR for trading activities, including credit
spread VAR for the above portfolios, was $8 million, $8 millionand $21 million for December 31,2012,2011 and 2010, respectively.

The sensitivity of trading mark to market to the effect of one basis point movement in credit spreads on the total trading activities
was less than one million for both December 31,2012 and 2011. The combination of directional interest rate risk and credit spread
were the largest contributors to VAR in both 2012 and 2011.

Certain transactions are structured such that the risk is negligible under a wide range of market conditions or events, but in which
there exists a remote possibility that a significant gap event could lead to loss. A gap event could be seen as a change in market
price from one level to another with no trading opportunity in between, and where the price change breaches the threshold beyond
which the risk profile changes from having no open risk to having full exposure to the underlying structure. Such movements may
occur, for example, when there are adverse news announcements and the market for a specific investment becomes illiquid, making
hedging impossible. Given the characteristics of these transactions, they will make little or no contribution to VAR or to traditional
market risk sensitivity measures. We capture the risks for such transactions within our stress testing scenarios. Gap risk arising is
monitored on an ongoing basis, and we incurred no gap losses on such transactions in 2012.

The ABS/MBS exposures within the trading portfolios are managed within sensitivity and VAR limits and are included within the
stress testing scenarios described above.

At December 31, 2012 2011
(in millions)
Stressed Value at Risk (1-day equivValent) .........cccccevieriirieniiieeie et seee s 13 24

Stressed VAR for trading portfolios reduced primarily as a result of the de-risking of exposures to structured credit derivatives and
interest rate risks being managed down.

VAR — Non-trading Activities Interest rate risk in non-trading portfolios arises principally from mismatches between the future
yield on assets and their funding cost as a result of interest rate changes. Analysis of this risk is complicated by having to make
assumptions on embedded optionality within certain product areas such as the incidence of mortgage repayments, and from
behavioral assumptions regarding the economic duration of liabilities which are contractually repayable on demand such as current
accounts. The prospective change in future net interest income from non-trading portfolios will be reflected in the current realizable
value of these positions if they were to be sold or closed prior to maturity. In order to manage this risk optimally, market risk in
non-trading portfolios is transferred to Global Markets or to separate books managed under the supervision of the local ALCO.
Once market risk has been consolidated in Global Markets or ALCO-managed books, the net exposure is typically managed through
the use of interest rate swaps within agreed upon limits.

Non trading VAR also includes the impact of asset market volatility on the current investment portfolio of financial investments
including assets held on an available for sale (AFS) and held to maturity (HTM) basis. The main holdings of AFS securities are
held by Balance Sheet Management within GB&M. These positions which are originated in order to manage structural interest
rate and liquidity risk are treated as non-trading risk for the purpose of market risk management. The main holdings of AFS assets
include U.S. Treasuries and Government backed GNMA securities.

The following table summarizes non-trading VAR for 2012, assuming a 99 percent confidence level for a two-year observation
period and a one-day “holding period.”

December 31, Full Year 2012 December 31,

2012 Minimum Maximum Average 2011

(in millions)

Total Accrual VAR .....oooveeeeeeeeeeeeeeeeeeeeeeeeeeee e $ 92 $ 77 $ 107 $ 92 $ 96
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The sensitivity of equity to the effect of a one basis point movement in credit spreads on our investment securities was $5 million
at both December 31, 2012 and 2011, respectively. The sensitivity was calculated on the same basis as that applied to the trading
portfolio.

Market risk also arises on fixed-rate securities we issue. These securities are issued to support long-term capital investments in
subsidiaries and include non-cumulative preferred shares, noncumulative perpetual preferred securities and fixed rate subordinated
debt.

Market risk arises on debt securities held as available-for-sale. The fair value of these securities was $67.7 billion and $53.3 billion
at December 31, 2012 and 2011, respectively.

A principal part of our management of market risk in non-trading portfolios is to monitor the sensitivity of projected net interest
income under varying interest rate scenarios (simulation modeling). We aim, through our management of market risk in non-
trading portfolios, to mitigate the effect of prospective interest rate movements which could reduce future net interest income,
while balancing the cost of such hedging activities on the current net revenue stream. See “Interest Rate Risk Management” above
for further discussion.

Trading Activities MSRs — Trading occurs in mortgage banking operations as a result 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 contracts to sell residential mortgages and derivative instruments used to protect the value of MSRs.

MSRs are assets that represent the present value of net servicing income (servicing fees, ancillary income, escrow and deposit
float, net of servicing costs). MSRs are separately 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 decline as a result of actual and expected
acceleration of prepayment of the underlying loans in a falling interest rate environment.

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

Modeling techniques, primarily rate shock analyses, are used to monitor certain interest rate scenarios for their impact on the
economic value of net hedged MSRs, as reflected in the following table.

At December 31, 2012 Value

(in millions)

Projected change in net market value of hedged MSRs portfolio (reflects projected rate movements on January 1,
2013):

Value of hedged MSRS POTIOLIO........iicieiiieieiiieieeieeeete ettt sttt e st e e b e ese e b e eseesesseeseensesseensensens $ 168
Change resulting from an immediate 50 basis point decrease in the yield curve:

Change limit (N0 WOISE tham).........ceeciirieriiiierieeieresteieete e et et eetesteesaesseessesseessesseessesseessesssessesssessesssensenssensenns (20)

Calculated change in net MArket VAIUC...........cooiiiiiiiieee ettt et enee e eas 4
Change resulting from an immediate 50 basis point increase in the yield curve:

Change limit (N0 WOTSe than) ............cccoiiiiiii e (8)

Calculated change in Net MArKet VAIUC..........cccoiiieriiiieiiciericctee ettt ettt eaeseeesae s e essessaesesssenseessensenns 8
Change resulting from an immediate 100 basis point increase in the yield curve:

Change limit (N0 WOISE tha).........cceecuerieriiiierieiieriesteieetesteete e etesteesaesseessesseessesseessesseessesssessesssessesssensenssensenns (12)
28

Calculated change in net market value

The economic value of the net hedged MSRs portfolio is monitored on a daily 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.

The following table summarized the frequency distribution of the weekly economic value of the MSR asset during 2012. This
includes the change in the market value of the MSR asset net of changes in the market value of the underlying hedging positions
used to hedge the asset. The changes in economic value are adjusted for changes in MSR valuation assumptions that were made
during 2012.
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Below $(2) $0 $2 Over
Ranges of mortgage economic value from market risk-related activities $2) to $0 to $2 to $4 $4

(dollars are in millions)

Number of trading weeks market risk-related revenue was within
the Stated raNGEe.......cooereieiieieeeeee e e — 13 38 - -

Operational Risk Operational risk results from inadequate or failed internal processes, people and systems or from external events,
including legal risk. Operational risk is inherent in all of our business activities and, as with other types of risk, is managed through
our overall framework designed to balance strong corporate oversight with well-defined independent risk management. During
2012, our risk profile was dominated by compliance and legal risks and the incidence of regulatory proceedings and other adversarial
proceedings against financial services firms is increasing. Pursuant to the Deferred Prosecution Agreement reached with U.S.
authorities in relation to investigations regarding inadequate compliance with anti-money laundering, the U.S. Bank Secrecy Act
and sanctions laws, HSBC and HSBC Bank USA have committed to take or continue to adhere to a number of remedial measures.
Breach of the U.S. DPA at any time during its term may allow the U.S. Department of Justice to prosecute HSBC and HSBC Bank
USA in relation to the matters which are subject to the U.S. DPA.

The security of our information and technology infrastructure is crucial for maintaining our applications and processes while
protecting our customers and the HSBC brand. In common with other financial institutions and multinational organizations, HSBC
faces a growing threat of cyberattacks. A failure of our defenses against such attacks could result in financial loss, loss of customer
data and other sensitive information which could undermine both our reputation and our ability to retain the trust of our customers.
We experienced a number of cyberattacks in 2012, none of which resulted in financial loss or the loss of customer data. Significant
investment has already been made in enhancing controls, including increased training to raise staff awareness of the requirements,
improved controls around data access and heightened monitoring of information flows. The threat from cyberattacks is a concern
for our organization and failure to protect our operations from internet crime or cyberattacks may result in financial loss, loss of
customer data or other sensitive information which could undermine our reputation and our ability to attract and keep customers.
This area will continue to be a focus of ongoing initiatives to strengthen the control environment.

We have established an independent Operational Risk and Internal Control management discipline in North America which is led
by the HSBC North America Head of Operational Risk and Internal Control, reporting to the HSBC North America Chief Risk
Officer. The Operational Risk and Internal Control Committee, chaired by the HSBC North America Chief Risk Officer is
responsible for oversight of operational risk management, including internal controls to mitigate risk exposure and comprehensive
reporting, as well as Fiduciary Risk as discussed more fully below. Operational Risk results from this committee are communicated
to the Risk Management Committee and subsequently to the Risk Committee of the Board of Directors. Business management is
responsible for managing and controlling operational risk and for communicating and implementing control standards. A central
Operational Risk and Internal Control function provides functional oversight by coordinating the following activities:

. developing Operational Risk and Internal Control policies and procedures;

. developing and managing methodologies and tools to support the identification, assessment, and monitoring of
operational risks;

. providing firm-wide operational risk and control reporting and facilitating resulting action plan development;

. identifying emerging risks and monitoring operational risks and internal controls to reduce foreseeable, future loss
exposure;

. perform root-cause analysis on large operational risk losses;

. providing general and/or specific operational risk training and awareness programs for employees throughout the
firm;

. communicating with Business Risk Control Managers to ensure the operational risk management framework is

executed within their respective business or function;
. independently reviewing the operational risk and control assessments and communicating results to business
management; and

. modeling operational risk losses and scenarios for capital management purposes.

Management of operational risk includes identification, assessment, monitoring, mitigation, rectification, and reporting of the
results of risk events, including losses and compliance with local regulatory requirements. These key components of the operational
risk management process have been communicated by issuance of HSBC standards. Details and local application of the standards
have been documented and communicated by issuance of a HSBC North America Operational Risk and Internal Control policy.
Key elements of the policy and our operational risk management framework include:

. business and function management is responsible for the assessment, identification, management, and reporting of
their operational risks and monitoring the ongoing effectiveness of key controls;
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. material risks are assigned an overall risk prioritization / rating based on the typical and extreme assessments and
considers the direct financial costs and the indirect financial impacts to the business. An assessment of the effectiveness
ofkey controls that mitigate these risks is made. An operational risk database records the risk and control assessments
and tracks risk mitigation action plans. The risk assessments are reviewed at least annually, or as business conditions

change;
. key risk indicators are established and monitored where appropriate; and
. the database is also used to track operational losses for analysis of root causes, comparison with risk assessments,

lessons learned and capital modeling.

Management practices include standard monthly reporting to senior management and the Operational Risk and Internal Control
Committee of high risks, control deficiencies, risk mitigation action plans, losses and key risk indicators. We also monitor external
operational risk events to ensure that the firm remains in line with best practice and takes into account lessons learned from
publicized operational failures within the financial services industry. Operational risk management is an integral part of the new
product development and approval process and the employee performance management process, as applicable. An online
certification process, attesting to the completeness and accuracy of operational risk assessments and losses, is completed by senior
business management on an annual basis.

Internal audits provide an important independent check on controls and test institutional compliance with the operational risk
management framework. Internal audit utilizes a risk-based approach to determine its audit coverage in order to provide an
independent assessment of the design and effectiveness of key controls over our operations, regulatory compliance and reporting.
This includes reviews of the operational risk framework, the effectiveness and accuracy of the risk assessment process, and the
loss data collection and reporting activities.

Compliance Risk Compliancerisk is the risk that we fail to observe the letter and spirit of all relevant laws, codes, rules, regulations,
regulatory requirements and standards of good market practice. It is a composite risk that can result in regulatory sanctions,
financial penalties, litigation exposure and loss of reputation. Compliance risk is inherent throughout our organization.

All HSBC companies are required to observe the letter and spirit of all relevant laws, codes, rules, regulations and standards of
good market practice. In 2012, we experienced increasing levels of compliance risk as regulators and other agencies pursued
investigations into historical activities and as we continued to work with them in relation to already identified issues. These included
an appearance before the U.S. Senate Permanent Subcommittee on Investigations and the Deferred Prosecution Agreement reached
with U.S. authorities in relation to investigations regarding inadequate compliance with anti-money laundering, the U.S. Bank
Secrecy Act and sanctions laws, plus a related undertaking with the U.K.'s FSA;

With a new senior leadership team and a new strategy in place since 2011, HSBC has already taken concrete steps to address these
issues including making significant changes to strengthen compliance, risk management and culture. These steps, which should
also serve over time to enhance our compliance risk management capabilities, include the following:

» the creation of a new global structure, which will make HSBC easier to manage and control;

» simplifying HSBC's businesses through the ongoing implementation of an organizational effectiveness program and a
five economic filters strategy;

* introducing a sixth global risk filter which will standardize the way HSBC does business in high risk countries;

» substantially increasing resources, doubling global expenditure and significantly strengthening Compliance as a control
(and not only as an advisory) function;

* continuing to roll out cultural and values programs that define the way everyone in the HSBC Group should act; and

» adopting and enforcing the most effective standards globally, including a globally consistent approach to knowing and
retaining our customers.

Additionally, HSBC has substantially revised its governance framework in this area, appointing a new Chief Legal Officer with
particular expertise and experience in U.S. law and regulation, and creating and appointing experienced individuals to the new
roles of Head of Group Financial Crime Compliance and Global Head of Regulatory Compliance.

It is clear from both our own and wider industry experience that there is a significantly increased level of activity from regulators
and law enforcement agencies in pursuing investigations in relation to possible breaches of regulation and that the direct and
indirect costs of such breaches can be significant. Coupled with a substantial increase in the volume of new regulation, much of
which has some level of extra-territorial effect, and the geographical spread of our businesses, we believe that the level of inherent
compliance risk that we face will continue to remain high for the foreseeable future.
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Within the U.S., the Compliance Committee of the Board of Directors oversees the compliance risk management program. The
compliance function is led by the Chief Compliance Officer (“CCO”) for HSBC North America, who reports directly to the North
America Chief Executive Officer, and the HSBC Head of Group Compliance. Further, the line of business compliance personnel
functionally report to the CCO for HSBC North America. This reporting relationship enables the CCO to have direct access to
HSBC Group Compliance, the Chief Risk Officer and the HSBC North America Chief Executive Officer, as well as allowing for
line of business personnel to be independent. The CCO for HSBC North America has broad authority from the Board of Directors
and senior management to develop the enterprise-wide compliance program and oversee the compliance activities across all
business units, jurisdictions and legal entities. This broad authority enables the CCO for HSBC North America to identify and
resolve compliance issues in a timely and effective manner, and to escalate issues promptly to senior management, the Board of
Directors, and HSBC as appropriate.

We are committed to delivering the highest quality financial products and services to our customers. Critical to our relationship
with our customers is their trust in us, as fiduciary, advisor and service provider. That trust is earned not only through superior
service, but also through the maintenance of the highest standards of integrity and conduct. We must, at all times, comply with
high ethical standards, treat customers fairly, and comply with both the letter and spirit of all applicable laws, codes, rules, regulations
and standards of good market practice, and HSBC policies and standards. It is also our responsibility to foster good relations with
regulators, recognizing and respecting their role in ensuring adherence with laws and regulations. An important element of this
commitment to our customers and shareholders is our compliance risk management program, which is applied enterprise-wide.

Our enterprise-wide program in HSBC North America is designed in accordance with HSBC policy and the principles established
by the Federal Reserve in Supervision and Regulation Letter 08-8 (SR 08-8) dated October 16, 2008. By leveraging industry-
leading practices and taking an enterprise-wide, integrated approach to managing our compliance risks, we can better identify and
understand our compliance requirements, monitor our compliance risk profile, and assess and report our compliance performance
across the organization. Consistent with the expectations of HSBC North America’s regulators, our enterprise-wide compliance
risk management program is designed to promote a consistent understanding of roles and responsibilities, as well as consistency
in compliance program activities. The program is structured to pro-actively identify as well as quickly react to emerging issues
and to, assess, control, measure, monitor and report compliance risks across the company, both within and across business lines,
support units, jurisdictions and legal entities.

Asaresult of the Servicing Consent Orders, we have submitted plans and continue to review related areas to address the deficiencies
noted in the joint examination and described in the Servicing Consent Orders.

Fiduciary Risk Fiduciary risk is the risk of breaching fiduciary duties where we act in a fiduciary capacity. It is the risk associated
with failing to offer services honestly and properly to clients in that capacity. We define a fiduciary duty as any duty where we
hold, manage, oversee or have responsibilities for assets of a third party that involves a legal and/or regulatory duty to act with
the highest standard of care and with utmost good faith. A fiduciary must make decisions and act in the best interests of the third
parties and must place the wants and needs of the client first, above the needs of the organization. Fiduciary duties can also be
established by case law, statue or regulation. Fiduciary capacity is primarily defined in banking regulation as:

serving traditional fiduciary duties such as trustee, executor, administrator, registrar of stocks and bonds, transfer agent,
guardian, receiver or assigns;

providing investment advice for a fee; or
possessing investment discretion on behalf of another; or

Fiduciary risks, as defined above, reside in our Private Banking businesses (such as Investment Management, Personal Trust,
Security Operation Services) and other business lines outside of Private Banking (such as Corporate Trust). Additionally Fiduciary
Risk also includes risk associated with certain SEC regulated Registered Investment Advisors (“RIA”), which lie outside of the
traditional banking regulatory fiduciary risk definitions as described above. The RIA definition of fiduciary capacity primarily
applies in the following circumstances:

receiving fees for advising people, pension funds and institutions on investment matters;
managing assets on behalf of another; or

organizing organizations that engage in investing, reinvesting and trading securities (such as mutual funds) and whose
own securities are offered to the investing public.

The fiduciary risks present in both the standard banking and RIA business lines almost always occur where we are entrusted to
handle and execute client business affairs and transactions in a fiduciary capacity.

As discussed above, we have established an independent Operational Risk and Internal Control management discipline in North
America. Included in the management of Operational Risk, as discussed above, the Operational Risk and Internal Control function
has included in the risk management framework a Fiduciary Risk Stream, as specifically defined, and is managed, monitored, and
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controlled with acceptable risk appetite levels, and to report and escalate elevated risks to senior management and the Fiduciary
Committee of the Board of Directors. Fiduciary Risk management is included in the formal Risk and Control Assessment process
(along with other primary Operational Risks), Key Risk Indicator monitoring, management of self-identified issues reporting and
a governance framework.

Fiduciary Risk is governed by the Fiduciary Committee of the Board of Directors. The Fiduciary Committee has established the
Fiduciary Risk Management Committee (“FRMC”) to carry out the day-to-day activities of managing Fiduciary Risk. The FRMC
is chaired by the HSBC North America Operational Risk Head and includes Fiduciary business line heads as well as representatives
from legal, compliance and audit and other fiduciary support functions. The FRMC also includes a Fiduciary Risk Specialist who
has the requisite expertise to oversee and provide governance and advice on Fiduciary Risk matters. The Fiduciary Risk Specialist
partners with the lines of business and other functional areas performing these fiduciary activities as well as interacts with regulators
on fiduciary matters.

Reputational Risk The safeguarding of our reputation is of paramount importance to our continued prosperity and is the
responsibility of every member of our staff. Reputational risk can arise from social, ethical or environmental issues, or as a
consequence of operational and other risk events. Our good reputation depends upon the way in which we conduct our business,
but can also be affected by the way in which customers to whom we provide financial services conduct themselves.

Reputational risk is considered and assessed by the HSBC Group Management Board, our Board of Directors and senior
management during the establishment of standards for all major aspects of business and the formulation of policy and products.
These policies, which are an integral part of the internal control systems, are communicated through manuals and statements of
policy, internal communication and training. The policies set out operational procedures in all areas of reputational risk, including
money laundering deterrence, economic sanctions, environmental impact, anti-corruption measures and employee relations.

We have established a strong internal control structure to minimize the risk of operational and financial failure and to ensure that
a full appraisal of reputational risk is made before strategic decisions are taken. The HSBC Internal Audit function monitors
compliance with our policies and standards.

Reputational risk is managed at the regional level across HSBC Group. All HSBC businesses and corporate risk functions within
HSBC North America are represented on the HSBC North America Reputational Risk Policy Committee. The HSBC North America
Reputational Risk Policy Committee was established in 2011 and was chaired by the HSBC North America Regional Compliance
Officer. In early 2012, the Reputational Risk Policy Committee is chaired by the HSBC North America Chief Executive Officer.
The Reputational Risk Policy Committee is responsible for assessing reputational risk policy matters regionally and for advising
HSBC Group Management and local senior management on matters relating to reputational risk. Notwithstanding the Reputational
Risk Policy Committee, the responsibility of the practical implementation of such policies and the compliance with the letter and
spirit of them rests with our Chief Executive Officer and senior management of our businesses.

Strategic Risk Strategic risk is the risk that the business will fail to identify, execute, and react appropriately to opportunities and /
or threats arising from changes in the market, some of which may emerge over a number of years such as changing economic and
political circumstances, customer requirements, demographic trends, regulatory developments or competitor action. Risk may be
mitigated by consideration of the potential opportunities and challenges through the strategic planning process.

This risk is also function of the compatibility of our strategic goals, the business strategies developed to achieve those goals, the
resources deployed against those goals and the quality of implementation.

We have established a strong internal control structure to minimize the impact of strategic risk to our earnings and capital. All
changes in strategy as well as the process in which new strategies are implemented are subject to detailed reviews and approvals
at business line, functional, regional, board and HSBC Group levels. This process is monitored by the Strategy and Planning Group
to ensure compliance with our policies and standards.

Security and Fraud Risk We are committed to the protection of employees, customers and shareholders by a quick response to
all threats to the organization, whether they are of a physical or financial nature. To that end we ensure that all physical security,
fraud, business continuity, information and privacy risks are appropriately identified, measured, managed, controlled, and reported
in a timely and consistent manner. The Security and Fraud Risk function ("S&FR"), headed by an Executive Vice President who
reports directly to the HSBC North America Chief Risk Officer, provides assurance, oversight and challenge over the effectiveness
of the risk and control activities conducted by the businesses as the First Line of Defense, establishes frameworks to identify and
measure the risks being taken by their respective businesses, and monitors the performance of the key risks through key indicators
and the oversight and assurance programs against defined risk appetite and risk tolerance. S&FR is split into five functions: Business
Continuity Management, which manages the risk to the employees, customers, and buildings exposed to a natural disaster to
terrorism and flu pandemics, which prevents normal continuity of business operations; Fraud Risk that is the risk that a person
outside or within HSBC, acting individually or in concert with others dishonestly or deceitfully gains or helps others to gain some
unjust or illegal advantage or gain from HSBC or our customers. Fraud Risk staff are responsible for establishing and operating
policies, standards, systems and other controls to prevent and detect fraud against HSBC or our customers; Information Security
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Risk which is the risk that a breach of confidentiality, integrity or availability results in confidential information being lost, exploited
for criminal purposes, or used in a way that would cause reputational damage and/or financial loss to HSBC. Information Security
is responsible for protecting HSBC information from theft, corruption or loss, whether caused deliberately or inadvertently by its
staff or external parties. Its primary mechanisms for doing this are robust assessments of evolving threats, layers of controls on
what information staff have access to and how it is stored and conveyed, and a series of technical defenses and monitoring operations
to mitigate the risks of externally instigated breaches causing harm or corruption to data or systems integrity. The ISR function is
also responsible for investigating information breaches and taking remedial actions; Physical Security Risk which is the risk to
the staff, property or bank critical infrastructure from civil disorder, terrorism or systemically high levels of violent crime and
extreme climate. Physical Security Risk develops practical physical, electronic, and operational countermeasures to ensure that
the people, property and assets managed by the Group are protected from crime, theft, attack and groups hostile to HSBC interests;
and Privacy Risk which is the risk to the personal information of HSBC's consumers, customers, and internal personnel.

There are several S&FR-related committees that aid and assist the S&FR function to identify, measure, monitor, and manage the
Security and Fraud risks across HSBC North America.

Model Risk In order to manage the risks arising out of use of incorrect or misused model output or reports, a comprehensive Model
Governance framework has been established that provides oversight and challenge to all models across HSBC North America.
This framework includes a revamped HSBC North America Model Standards Policy, the transformation of HSBC North America
Credit Risk Analytics Oversight Committee into a HSBC North America level Model Oversight Committee that is chaired by the
Chief Risk Officer and has broad representation from across HSBC North America businesses and functions. The committee
provides broad oversight around model risk management including the review and approval of model governance sub-committees.
Materiality levels of models are approved by the HSBC North America Model Oversight Committee that is also notified of all
material model approvals or changes to existing material models by the respective business or functional areas. A complete inventory
of all HSBC North America models is maintained and reported to HSBC North America MOC at least semi-annually.

Pension Risk Pension risk is the risk that the cash flows associated with pension assets will not be enough to cover the pension
benefit obligations required to be paid. Effective January 1, 2005,our previously separate qualified defined benefit pension plan
was combined with that of HSBC Finance’s into a single HSBC North America qualified defined benefit plan. At December 31,
2010, the defined benefit plan was frozen, significantly reducing future benefit accruals. At December 31, 2012, plan assets were
lower than projected plan liabilities resulting in an under-funded status. The accumulated benefit obligation exceeded the fair value
of the plan assets by approximately $889 million. As these obligations relate to the HSBC North America pension plan, only a
portion of this deficit could be considered our responsibility. We and other HSBC North America affiliates with employees
participating in this plan will be required to make up this shortfall over a number of years as specified under the Pension Protection
Act. This can be accomplished through direct contributions, appreciation in plan assets and/or increases in interest rates resulting
in lower liability valuations. See Note 23, “Pension and Other Postretirement Benefits,” in the accompanying consolidated financial
statements for further information concerning the HSBC North America defined benefit plan.

New Accounting Pronouncements to be Adopted in Future Periods

Balance Sheet Offsetting In December 2011, the FASB issued an Accounting Standards Update that requires an entity to disclose
information about offsetting and related arrangements to enable users of its financial statements to understand the effect of those
arrangements on its financial position. Entities will be required to disclose both gross information and net information about
instruments and transactions eligible for offset in the statement of financial position and those which are subject to an agreement
similar to master netting arrangement. The new guidance is effective for all annual and interim periods beginning January 1, 2013.
Additionally, entities will be required to provide the disclosures required by the new guidance retrospectively for all comparative
periods. In January 2013, the FASB issued another Accounting Standards Update to clarify the instruments and transactions to
which the guidance in the previously issued Accounting Standards Update would apply. The adoption of the guidance in these
Accounting Standards Updates will not have an impact on our financial position or results of operations.

Accumulated Other Comprehensive Income In February 2013, the FASB issued an Accounting Standards Update that adds new
disclosure requirements for items reclassified out of accumulated other comprehensive income. The new guidance is effective for
all annual and interim periods beginning January 1, 2013 and to be applied prospectively. The adoption of this guidance will not
have an impact on our financial position or results of operations.
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GLOSSARY OF TERMS

Balance Sheet Management — Represents our activities to manage interest rate risk associated with the repricing characteristics of
balance sheet assets and liabilities.

Basis point — A unit that is commonly used to calculate changes in interest rates. The relationship between percentage changes and
basis points can be summarized as a 1 percent change equals a 100 basis point change or .01 percent change equals 1 basis point.

CDS — Credit Default Swap.

Contractual Delinquency — A method of determining aging of past due accounts based on the past due status of payments under
the loan. Delinquency status may be affected by customer account management policies and practices such as the restructure of
accounts, forbearance agreements, extended payment plans, modification arrangements, external debt management plans, loan
rewrites and deferments.

Delinquency Ratio — Two-months-and-over contractual delinquency expressed as a percentage of loans and loans held for sale at
a given date.

Efficiency Ratio — Total operating expenses, reduced by minority interests, expressed as a percentage of the sum of net interest
income and other revenues (losses).

Federal Reserve — The Federal Reserve Board; our principal regulator.

Futures Contract — An exchange-traded contract to buy or sell a stated amount of a financial instrument or index at a specified
future date and price.

Global Bank Note Program — A $40 billion note program, under which HSBC Bank USA issues senior and subordinated debt.

GM Portfolio — A portfolio of General Motors MasterCard receivables we purchased from HSBC Finance in January 2009. New
loan originations subsequent to the initial purchase are purchased daily by HSBC Bank USA.

Goodwill — The excess of purchase price over the fair value of identifiable net assets acquired, reduced by liabilities assumed in
a business combination.

HELOC — A revolving line of credit with an adjustable interest rate secured by a lien on the borrower’s home which reduces the
borrower’s equity in the home. HELOC: are classified as home equity mortgages, which are reported within Residential Mortgage
Loans.

HMUS — HSBC Markets (USA) Inc.; an indirect wholly-owned subsidiary of HSBC North America, and a holding company for
investment banking and markets subsidiaries in the U.S.

HNAI — HSBC North America Inc.; an indirect wholly-owned subsidiary of HSBC North America.

HSBC or HSBC Group — HSBC Holdings plc.; HSBC North America’s U.K. parent company.

HSBC Affiliate — Any direct or indirect subsidiary of HSBC outside of our consolidated group of entities.

HSBC Bank USA — HSBC Bank, USA, National Association; our principal wholly-owned U.S. banking subsidiary.

HSBC Finance — HSBC Finance Corporation; an indirect wholly-owned consumer finance subsidiary of HSBC North America.

HSBC North America — HSBC North America Holdings Inc.; a wholly-owned subsidiary of HSBC and HSBC’s top-tier bank
holding company in North America.

Home Equity Mortgage — A closed- or open- ended loan in which the borrower uses the equity in their home as collateral. Home
equity mortgages are secured by a lien against the borrower’s home which reduces the borrower’s equity in the home. Home equity
mortgages may be either fixed rate or adjustable rate loans. Home equity mortgages are reported within Residential Mortgage
Loans.

HTCD — HSBC Trust Company (Delaware); one of our wholly-owned U.S. banking subsidiaries.

HTSU - HSBC Technology & Services (USA) Inc., an indirect wholly-owned subsidiary of HSBC North America which provides
information technology and centralized operational services, such as human resources, tax, finance, compliance, legal, corporate
affairs and other services shared among HSBC Affiliates, primarily in North America.

Intangible Assets — Assets, excluding financial assets, that lack physical substance. Our intangible assets include mortgage servicing
rights and favorable lease arrangements.

Interest Rate Swap — Contract between two parties to exchange interest payments on a stated principal amount (notional principal)
for a specified period. Typically, one party makes fixed rate payments, while the other party makes payments using a variable rate.
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LIBOR — London Interbank Offered Rate; A widely quoted market rate which is frequently the index used to determine the rate at
which we borrow funds.

Liquidity — A measure of how quickly we can convert assets to cash or raise additional cash by issuing debt.

Loan-to-Value (“LTV"’) Ratio — The loan balance at time of origination expressed as a percentage of the appraised property value
at the time of origination.

Mortgage Servicing Rights (“MSRs ) — An intangible asset which represents the right to service mortgage loans. These rights are
recognized at the time the related loans are sold or the rights are acquired.

Net Charge-off Ratio — Net charge-offs of loans expressed as a percentage of average loans outstanding for a given period.
Net Interest Income — Interest income earned on interest-bearing assets less interest expense on deposits and borrowed funds.
Net Interest Margin — Net interest income expressed as a percentage of average interest earning assets for a given period.
Net Interest Income to Total Assets — Net interest income expressed as a percentage of average total assets for a given period.
Nonaccruing Loans — Loans on which we no longer accrue interest because ultimate collection is unlikely.

OCC - The Office of the Comptroller of the Currency; the principal regulator for HSBC Bank USA.

Options — A contract giving the owner the right, but not the obligation, to buy or sell a specified item at a fixed price for a specified
period.

Portfolio Seasoning — Relates to the aging of origination vintages. Loss patterns emerge slowly over time as new accounts are
booked.

Private Label Credit Card — A line of credit made available to customers of retail merchants evidenced by a credit card bearing
the merchant’s name.

Private Label Card Receivable Portfolio —Loan and credit card receivable portfolio acquired from HSBC Finance on December 29,
2004.

Rate of Return on Common Shareholder’s Equity — Net income, reduced by preferred dividends, divided by average common
shareholder’s equity for a given period.

Rate of Return on Total Assets — Net income after taxes divided by average total assets for a given period.

Refreshed Loan-to-Value — For first liens, the current loan balance expressed as a percentage of the current property value. For
second liens, the current loan balance plus the senior lien amount at origination expressed as a percentage of the current property
value. Current property values are derived from the property’s appraised value at the time of loan origination updated by the change
in the Office of Federal Housing Enterprise Oversight’s house pricing index (“HPI”) at either a Core Based Statistical Area or state
level. The estimated current value of the home could vary from actual fair values due to changes in condition of the underlying
property, variations in housing price changes within metropolitan statistical areas and other factors.

Residential Mortgage Loan — Closed-end loans and revolving lines of credit secured by first or second liens on residential real
estate. Depending on the type of residential mortgage, interest can either be fixed or adjustable.

SEC — The Securities and Exchange Commission.

Secured Financing — A Collateralized Funding Transaction in which the interests in a dedicated pool of consumer receivables,
typically credit card, auto or personal non-credit card receivables, are sold to investors. Generally, the pool of consumer receivables
is sold to a special purpose entity which then issues securities that are sold to investors. Secured Financings do not receive sale
treatment and, as a result, the receivables and related debt remain on our balance sheet.

Tangible Common Shareholder s Equity to Total Tangible Assets — Common shareholder’s equity less goodwill, other intangibles,
unrealized gains and losses on cash flow hedging instruments, postretirement benefit plan adjustments, and unrealized gains and
losses on available-for-sale securities expressed as a percentage of total assets less goodwill and other intangibles.

Total Average Shareholders’ Equity to Total Assets — Average total shareholders’ equity expressed as a percentage of average total
assets for a given period.

Total Period End Shareholders’ Equity to Total Assets — Total shareholders’ equity expressed as a percentage of total assets as of
a given date.

UP Portfolio — A portfolio of AFL-CIO Union Plus MasterCard/Visa receivables that we purchased from HSBC Finance in January
2009. New loan originations subsequent to the initial purchase are purchased daily by HSBC Bank USA.
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CONSOLIDATED AVERAGE BALANCES AND INTEREST RATES

The following table shows the quarter-to-date 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. Net interest
margin is calculated by dividing net interest income by the average interest earning assets from which interest income is earned.
The calculation of net interest margin includes interest expense of $50 million, $237 million and $306 million for 2012, 2011 and
2010, respectively, which has been allocated to our discontinued operations. This allocation of interest expense to our discontinued
operations was in accordance with our existing internal transfer pricing policies as external interest expense is unaffected by these

transactions
2012 2011 2010
Balance Interest Rate'" Balance Interest Rate'" Balance Interest Rate'"
(dollars are in millions)
Assets
Interest bearing deposits with
banks......oovviiiiiis $ 20381 $ 58 28% $ 25945 § 76 29% $ 26,696 $ 73 27%
Federal funds sold and securities
purchased under resale
AGLECMENLS ... 6,678 38 57 5,230 57 1.09 5,100 38 75
Trading assets.........cocoeveervvuercnennenee 12,249 110 90 13,423 197 1.47 6,510 147 2.26
SECUTILIES.....ceevveeieiiercerrieicieeeieaene 61,184 1,111 1.82 49,302 1,263 2.54 39,388 1,180 3.00
Loans:...c..ccoevvenencnieiniceeneee
Commercial........cccoevveeninerueenenn 39,272 1,052 2.68 31,971 903 2.83 31,218 906 2.90
CONSUMET: ....ceevereneierienieieieseenes
Residential mortgages............ 15,510 595 3.84 14,877 637 4.28 14,640 678 4.63
HELOC:s and home equity
mortgages 2,802 95 3.38 3,547 118 3.33 3,973 129 3.24
Credit cards ........cccoevverrerenene. 976 80 8.17 1,166 87 7.47 1,226 93 7.52
— — — — — — 992 169 17.03
784 45 5.76 1,022 67 6.57 1,170 74 6.36
20,072 815 4.06 20,612 909 441 22,001 1,143 5.19
59,344 1,867 3.15 52,583 1,812 3.45 53,219 2,049 3.85
3,416 43 1.25 5,716 44 .76 6,447 48 74
163,252 § 3,227 1.98% 152,699 § 3,449 2.26% 137,360 $§ 3,535 2.57%
(647) (767) (1,226)
1,486 1,617 1,496
Other assets ..........cccccoeieeiccennen. 28,871 27,052 25,110
Assets of discontinued operations... 6,871 21,000 23,381
Total assets.......................cue... $ 199,833 $ 201,601 $ 186,121
Liabilities and Shareholders’ - - -
Equity
Deposits in domestic offices:
Savings deposits $ 51,375 $ 161 31% $ 57979 $ 241 A41% $ 54,048 $ 322 .60%
Other time deposits 16,542 159 .96 16,085 159 .99 16,952 218 1.28
Deposits in foreign offices:
Foreign banks deposits................. 8,443 6 .08 6,503 9 .14 7,876 19 24
Other interest bearing deposits..... 13,463 14 11 19,119 18 .09 19,474 22 11
Deposits held for sale...................... 6,335 17 27 6,366 16 25 — — —
Total interest bearing deposits......... 96,158 357 37 106,052 443 44 98,350 581 .59
Short-term borrowings.................... 14,640 28 .19 18,876 44 23 18,499 78 42
Long-term debt. 19,761 680 3.44 18,459 645 3.49 15,878 547 3.44
Total interest bearing deposits and
debt ..o 130,559 1,065 143,387 1,132 132,727 1,206
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2012 2011 2010
Balance Interest Rate'" Balance Interest Rate'" Balance Interest Rate'"
(dollars are in millions)

Other ....c.covveviirieiirccccee 463 33 7.10 319 99 31.22 44 5 10.91
Total interest bearing liabilities....... 131,022 1,098 .84 143,706 1,231 .90 132,771 1,211 91
Net interest income/Interest rate

SPread.....ovieriierieiieiian $ 2,129 1.14% $ 2218 1.36% $ 2324 1.66%
Noninterest bearing deposits........... 28,387 22,418 21,950
Other liabilities.........cocccceerruecnnnnene. 21,320 16,775 13,148
Liabilities of discontinued

OPETALIONS ...veeeeeneerereieie e 785 1,022 1,933
Total shareholders’ equity............... 18,319 17,680 16,319
Total liabilities and shareholders’

CQUILY ... $ 199,833 $ 201,601 $ 186,121
Net interest margin on average

€arning assets........ccccevvveuereeueuenns 1.30% 1.45% 1.69%
Net interest income to average total

ASSELS et 1.10% 1.23% 1.44%

(1) Rates are calculated on amounts that have not been rounded to the nearest million.

The 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 years ended December 31,
2012, 2011 and 2010 included fees of $85 million, $81 million and $64 million, respectively.

Item 7A. Quantitative and Qualitative Disclosures about Market Risk

Information required by this Item is included within Item 7. Management’s Discussion and Analysis of Financial Condition and
Results of Operations in the Risk Management section under the captions “Interest Rate Risk Management” and “Market Risk

Management.”

Item 8. Financial Statements and Supplementary Data

Our 2012 Financial Statements meet the requirements of Regulation S-X. The 2011 Financial Statements and supplementary
financial information specified by Item 302 of Regulation S-K are set forth below.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Shareholders of
HSBC USA Inc.:

We have audited the accompanying consolidated balance sheets of HSBC USA Inc. and subsidiaries (the Company),
an indirect wholly-owned subsidiary of HSBC Holdings plc, as of December 31, 2012 and 2011, and the related
consolidated statements of income (loss), comprehensive income (loss), changes in shareholders' equity, and cash flows
for each of the years in the three-year period ended December 31, 2012, and the accompanying consolidated balance
sheets of HSBC Bank USA, National Association and subsidiaries (the Bank) as of December 31, 2012 and 2011.
These consolidated financial statements are the responsibility of the Company's management. Our responsibility is to
express an opinion on these consolidated financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform the audits to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall financial statement presentation. We
believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial
position of the Company as of December 31, 2012 and 2011, and the results of its operations and its cash flows for
each of the years in the three-year period ended December 31, 2012, and the financial position of the Bank as of
December 31, 2012 and 2011, in conformity with U.S. generally accepted accounting principles.

/s/ KPMG LLP
New York, New York
March 4, 2013
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CONSOLIDATED STATEMENT OF INCOME (LOSS)
Year Ended December 31, 2012 2011 2010

(in millions)

Interest income:

LLOANS. ...ttt et ettt ettt et et e et e st e et e eaeeeaee e s $ 1867 $§ 1812 $§ 2,049
SECUITEIES ...ttt ettt ettt ettt ettt bttt st et et e et e e et e e et eneeneeneeseeseeneeneebeenesaeesenean 1,090 1,242 1,162
TTAAING ASSELS ..envetienieetieieet ettt ettt ettt st e et et e s et e e st e bt et e s et eneesaeeneesneennesnean 110 197 147
ShOTrt-term INVESTMENLS ........eerueieierieeieriieiesie ettt et e et eee st esaeseessesaesseensesseeneeneeens 96 133 111
ORCT .ttt ettt ettt b ettt nes 43 44 48
TOtal INTEFEST INCOM.........................c.cooooeeeeeeeeeeeeeeeeeeeeeeeeeeeee e eae e 3,206 3,428 3,517
Interest expense:
DIEPOSIES ..ttt ettt b e b et h et ettt et bt et sae et naean 316 251 329
ShOTt-termM DOTTOWINES .....veveeeeiiieitieiieiteeie ettt ettt ettt e et e e st eseeeeeesbeeneesseeneenaeans 28 44 78
LONG-EITN AEDLE ...ttt ettt 671 600 492
ORCT .ttt ettt ettt b ettt nes 33 99 5
Total iNtErest EXPENSE .................ccvecveeuieeeeeiieieeieeieetesse e sseete e esesseessesseessessaessesssenseenes 1,048 994 904
NEL INLETESE INCOMIE ... .vviiieeieeeiieeeeiee ettt ee e et et e et e e eaeeeseaeeesntaeesaneeeesnaeessseeesnraeeaanes 2,158 2,434 2,613
Provision fOr Credit IOSSES ......cocuiriiiirieieiiee ettt e 293 258 34
Net interest income after provision for credit [0SSes ..................cccoceveeveeceeceesceneieannnnnn 1,865 2,176 2,579
Other revenues:
Credit Card fEES ....coveruiriiriirtirirteee ettt ettt 87 129 125
Other fees and COMMUISSIONS .....c..erveieieieieieiieeei ettt ettt ees 715 773 897
TTUSE INCOIIIE ...ttt ettt ettt b e s ettt e et et eb e ebeeaeebeebesaeseenan 110 108 102
TTAAING TEVEIUEC ...ttt ettt et ee et sbe e saeeaesaean 498 349 538
Net other-than-temporary impairment 10SSes™ .............ccoovvvvrereeeeeeeeeseeesesee s — — (79)
Other SECUTItIES AINS, NET...c..couirterieieteiieieieteeeteet ettt ettt ettt et saeseenes 145 129 74
Servicing and other fees from HSBC affiliates ..........ccoceoevenieiiiinciicninncncncreeen 202 202 156
Residential mortgage banking revenue (10SS)........covvvererierieecienieieneeeeseeeeeseesne e 16 37 (122)
Gain (loss) on instruments designated at fair value and related derivatives................. (342) 471 294
Gain on sale 0f BranChes........cooioiiriiiiiiie e 433 — —
(0713153 g 11 1o} RSP SRT 58 68 195
TOtal OTREY FEVERUES .....................oooeeeeeeeeeeeeeeeeeeeeeeeeeeeee e 1,922 2,266 2,180
Operating expenses:
Salaries and employee DENEfits........cceiirciiiiieiiiieiieieie et 944 1,114 1,061
Support services from HSBC affiliates..........cccoovvevvieieviieieriieieseciese e 1,429 1,454 1,286
OCCUPANCY EXPEINSE, NET. . .eeutieuiieuietieiierteeiesteetesteetesteeteeteeteesee et eaeesseeneesbeeneesaeesesaean 241 280 267
Expense related to certain regulatory matters (Note 30) .......cooceevieiiinienineenenceeees 1,381 — —
OhET EXPEIISES .....eviuiiitintertietestestet ettt ettt ettt ettt et be bt bt bt st sbesaenen 702 912 700
TOtal OPETALING EXPEISES .............c..ooeveeieeereeeeeeereeeeeeereeeaeeereesaeeereestseeereesaseebeesaseereees 4,697 3,760 3,314
Income (loss) from continuing operations before income tax expense (benefit)............... 910) 682 1,445
INCOME tAX EXPEIISE ..eeuvveerieiiieeieeitieeteenieesteesteeeeteesttessaeebeessbeenseessseesseessseensaensseenseensnesnses 338 227 439
Income (loss) from cORtINUING OPEFALIONS ....................c.ccveeeeuieceeiriaeeieereieereseereeeeens (1,248) 455 1,006
Discontinued Operations (Note 3):
Income from discontinued operations before income tax eXpense .........cc.ceceeeevererereennen 315 871 878
TNCOME tAX EXPETISE ..eevveeeiieiieeiiieiie ettt sttt site et stt et e st e e bt esateebeesbteebeesateeabeesanesntes 112 308 320
Income from discontinued operations .......................c.ccccocevenenenenicoieiieeieeneseeeeee 203 563 558
INELTICOME (LOSS) ...ttt ettt $ (1,045 § 1,018 $ 1,564

M During 2012 and 2011, there were no other-than-temporary (“OTTI”) losses on securities recognized in other revenues and no OTTI losses on securities
were recognized in the non-credit component in accumulated other comprehensive income (loss) (“AOCI”), net of tax. During 2010, other-than-temporary
impairment OTTI losses on securities available-for-sale and held-to-maturity totaling $79 million were recognized in other revenues. There were no significant
losses in the non-credit component of such impaired securities reflected in AOCI, net of tax.

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

CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME (LOSS)
Year Ended December 31, 2012 2011 2010

(in millions)
.............................................................................................................. $ (1,045 $ 1,018 $ 1,504
Net change in unrealized gains (losses), net of tax as applicable on:

Net income (loss)

Securities available-for-sale, not other-than-temporarily impaired............ccccceceenee..e. 109 786 165
Other-than-temporarily impaired debt securities available-for-sale'’...................... — 1 55
Other-than-temporarily impaired securities held-to-maturity™ .................cco.cooo.e..... — 11 93
Adjustment to reverse other-than-temporary impairment on securities held-to-
maturity due to deconsolidation of a variable interest entity.........c..cccceeveererceenncnne - 142 —
Derivatives designated as cash flow hedges .........ccooevieiiiinniiiieeeee 28 (142) 13
Unrecognized actuarial gains, transition obligation and prior service costs relating
to pension and postretirement benefits, net of tax 6 (3) (5)
Other comprehensive income, net Of tax ...............c.couevceeecuvenveeennanns . 143 795 321

Comprehensive INCOME (10SS).................ccoceeeeeceieeeceieeeceeeeee e $ 902) $ 1813 $ 1,885

M During 2012 and 2011, there were no OTTI losses on securities recognized in other revenues and no OTTI losses on securities were recognized in the non-

credit component in accumulated other comprehensive income (loss) (“AOCI”), net of tax. During 2010, other-than-temporary impairment OTTI losses on
securities available-for-sale and held-to-maturity totaling $79 million were recognized in other revenues and losses in the non-credit component recognized
in AOCI, net of tax were not significant.

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

CONSOLIDATED BALANCE SHEET

December 31, 2012 2011

(in millions, except share

data)

Assets'”
Cash and dUE fTOIM DANKS ........ooiiiiiiiici ettt e ettt e et e et e e eaaeeeaeeeeseeeenseeeneseeseeeenaeesnresensneeanes $ 1,359 § 1,616
Interest bearing deposits With DANKS .........cc.ecveriiriiiieieieieteteese ettt ettt eseesa s e s e s e sessassessasseesnennens 13,279 25,454
Federal funds sold and securities purchased under agreements t0 1€Sell..........ccevverriririeieiieiierieneneee e 3,149 3,109
TTAING ASSEES...euveeveeieeieeieeteiertestesteeteetestestestessessesseeseeseessessessessessessessasseessaseessensensansaseaseaseassessessassessassessessensensennsans 35,995 38,800
Securities available-for-sale 67,716 53,281
Securities held-to-maturity (fair value of $1.8 billion and $2.3 billion at December 31, 2012 and 2011,

TESPECTIVELY) vt ttettettentetete ettt ettt h e eh e st et e et e s b e e bt e bt e bt e st eatea b et et e b e sbesheeb e estenten b et enbeebe bt ebeeneententan 1,620 2,035
LOAIS ..ttt et et ettt et b e bt e e tbeeaabeeebae e tteeatbee e beeenbeeanbeeebte e tbeeanbeeenbeeeasaeeenbeeesaeensaaeann 63,258 51,867
Less — allowance for credit losses 647 743

Loans, net 62,611 51,124
Loans held for sale (includes $465 million and $377 million designated under fair value option at December 31,

2012 and 2011, TESPECHIVELY) w...vuevecerieceeicee s ettt ettt eae s e s ensssenss s sssneeseees 1,018 3,670
Properties and SqUIPIMENT, NMEL........c.oiueiitiietieieiet ettt ettt ettt ettt ettt s et et et e see st et e ebe st ese et eneene s eneane 276 458
INTANGIDIE ASSEES, TICT ...c.vuitinieiietet ettt ettt ettt ettt ettt ettt b b e st et e e es e b ea e et e e e st et eme ek et es e et et eb et eneebeneebenseneane 247 242
Goodwill .......ccoeveneee 2,228 2,228
Other assets 7,069 6,369
Other branch related assets REld fOT SALC.........couiriiiiiieieicicieesese ettt te et b e s e sreseesraesaesaesnens — 440
Assets of diSCONINUEA OPEIALIONS . .......o.iveuirieietitetiete ettt ettt s ettt et s e be sttt e st s b et ste e e s e steneesestenesseneenens — 21,454
TOLAL ASSELS...................eeeeeeeeeeeeeeeeeeeeeeee ettt et e e e et e ettt e et e et e e aa e e et e ett e ettt e et e e ett e ettt e eateeeaeeenaaeaan $ 196,567 $ 210,280
Liabilities™” -
Debt:

Deposits in domestic offices:

NOTUNEETESE DEATINZ ...vvivieteteeieietetet ettt ettt ettt ettt ettt et st besese st esesasessesesesesesesesessesesaseseseseneaseseseseanas $ 31,315 § 20,592

Interest bearing (includes $8.7 billion and $9.8 billion designated under fair value option at

December 31, 2012 and 2011, TeSPECHIVELY) ....cuvvveerreeeeeeeeeeeeeeeceeie e ses et ese e se e eseneneees 66,520 73,474

Deposits in foreign offices:

INONINEETESE DEATIIIEZ ....vevvenveiiiietietieieeiete ettt et e et et e e testestesseeseeseeneensessansesseeseeseeseensensansansessessessessesseeneens 1,813 1,912

Interest bearing.......... 18,023 28,607
Deposits held for sale — 15,144
TOLAL AEPOSIES ...evieuieuienieieteete ettt ettt ettt st ettt et e st e st e st e b e b esbees e et e eseeseesaensensesesseeseeseaneensensensansensenseeseeseeneensenes 117,671 139,729
SHOTE-LETIN DOTTOWIIIZS .....veevivietieeieiieietesteeteste et et et estetesesbesbesseeseeseentensensensesassessessesseeseessensensensensesseeseaseensansan 14,933 16,009
Long-term debt (includes $7.3 billion and $5.0 billion designated under fair value option at December 31,

2012 and 2011, TESPECHIVELY) ....vvvecveveceeecvceete ettt st ae et s e s e enessenassnen 21,745 16,709
TOLAL AEDL....cviiiiiieececeeccee ettt ettt e st e st et e s b e et e s beeteebeereeseesb et e b e beeheeteetsessesbasb e beeteeteeteeseeraeneans 154,349 172,447
TTAAING HADIIITIES ...c.eveeeeeteeee ettt ettt s ettt et et e e et b e a e et e e e st et eme et e s eseebemeebe b ene et eneeneeseneane 19,820 14,186
Interest, taxes and Other HHADIIITIES. ........cc.ooiiiiiiii ettt ettt e e et eete e e aae e eteeeeraeeesaaeenns 4,562 4,223
Other branch related liabilities held fOr SAle..........ccveiieiieiieiceee e e — 11
Liabilities of diSCONtINUEA OPEIALIONS .........eetiiiriirtirtirtieiieitetet ettt ettt et sbe e bt bt et e et et e saeseesbesbeebeeneens — 911
TOLAL LIADIIILIES ...ttt ettt et ettt ae bt e s e st ess e b e b e st e eteeseesseseessessesseseaseeseeseessessansan 178,731 191,778
Shareholders’ equity
PIETEITEA STOCK ..vvviiiieiiiie ettt e ettt e e ettt e e et et e e e e aaeeeeeeaaaeeessasaaeeesenasseesssssseessansaseessnsaseeseannens 1,565 1,565
Common shareholder’s equity:

Common stock ($5 par; 150,000,000 shares authorized; 713 and 712 shares issued and outstanding at
December 31, 2012 and 2011, 1€SPECHIVELY) ..cvveuviiirieiieiieieieietee ettt ens — —
Additional Paid-in CAPILAL.......cceeiiieieierieeeciee ettt ettt ettt ettt teeneeneennenes 14,123 13,814
REtAINEA CAIMINGS ....evvenveiieiieiieieeietee ettt e bttt e e et e e s s estente st e s seeseeseeseeneensensensesesseeseeseeseensenes 1,363 2,481
Accumulated other comprehensive iNCOME (L0SS).....c..erveriiriirieirieieieierie ettt ere e eeeeneens 785 642
Total common SharehOlder’S EQUILY.......ccuecverierieriirtietieietetete ettt et et e e e be b sbeeseeseessessessensessessessesseeseensens 16,271 16,937
Total shareholders’ equity. 17,836 18,502
Total liabilities and Shareholders’ qUILy.........................cooeeeeerieieieieieeieeese e se e seeeetestesae e s e sseeseeneensenean $ 196,567 $ 210,280

M The following table summarizes assets and liabilities related to our consolidated variable interest entities (“VIEs™) as of December 31,2012 and 2011 which

are consolidated on our balance sheet. Assets and liabilities exclude intercompany balances that eliminate in consolidation.
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HSBC USA Inc.

December 31,

2012 2011

Assets
Interest bearing depoSits With DANKS ........c.eiuiriiiiiiiir ettt bttt ettt be b enen
ORI @SSEES ..euveutueeeeeeietete ettt ettt ettt cebe st et e stk e s e st e et s eseeb e b e e e st et eatenees e esemees e b e s en e es et en e en e es et en e eb et en e en et ententen e et eneeneebe e eneeten
TOTAL ASSELS ....uveuiitetieiriet ettt ettt sttt a ettt s bt s e bt a bt b ekttt e bkt a bt a ettt s ettt st ns
Liabilities
LONGEEITI QDL b ettt b bt b ettt b ettt b et be s
Interest, taxes and Other THADIIILIES ...........cooiiiiiiiiicctiee ettt ettt et et ettt eeteeae et e eteeae et e eteeaseeseeasenseseeasesesteersenseeasennan
Liabilities of diSCONTNUEA OPEIALIONS ......c.eeuirtiuirtirtenieiirtertei ettt ettt ettt b ettt et ea e se et e st ebe s b et ese et et enesse st e st ebesbeneeneaten

TOAL THADILIEIES ..vuvevieueeteeteete ettt ettt ete et e e te et et e e st e st esbeebeess e seeseess e seessessesseessassesssessanseeseense s e essensesasessenseeseensesseessensessennnan

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

CONSOLIDATED STATEMENT OF CHANGES IN SHAREHOLDERS’ EQUITY

2012 2011 2010
(dollars are in millions)

Preferred stock
Balance at beginning and end of Period...........ceereiriiiririeiinieeee e $ 1,565 § 1,565 $ 1,565
Common stock
Balance at beginning and end of Period..........cecueriririeieiieiieieieee s — — —
Additional paid-in capital
Balance at beginning of Period ..........cccoireiieiiieeee e 13,814 13,785 13,795
Capital contributions from parent 312 21 —
Return of capital on preferred shares issued to CT Financial Services, Inc. ........ccccccuevuenuennenne. — — 3)
Employee benefit plans and Other...........coveieiiiiriiririeieeeeeee et A3 8 7
Balance at end Of PEriod ......ccvevieviriirieieieieeeeeee ettt eaes 14,123 13,814 13,785
Retained earnings
Balance at beginning of Period ..........cccoirieiiiiiiee e 2,481 1,536 45
Adjustment to initially apply new guidance for consolidation of VIEs, net of tax ................. — — 1
Balance at beginning of period, as adjusted..........ccoeeririririiiieieiee e 2,481 1,536 46
INEt INCOME (0SS) ..nviuvirieuieuieiieieiere sttt ettt ettt st ettt ettt et e b e b e bessesaesseeseesaensensensensensens (1,045) 1,018 1,564
Cash dividends declared on preferred StOCK .........covieieieieiieieieienie et (73) (73) (74)
Balance at end of period 1,363 2,481 1,536
Accumulated other comprehensive income (loss)
Balance at beginning of PEriod ......c..coeiiiiiiiiiriiieer e 642 (153) (228)
Adjustment to initially apply new guidance for consolidation of VIEs, net of tax — — (246)
Balance at beginning of period, as adjusted..........ccooeeieieieiieiierieee e 642 (153) (474)
Other comprehensive iNCOmME, NEt O tAX ....c.veveviriiriieieieieiete et 143 795 321
Balance at end Of PEriod .....c.ecveviiriiriiriiieieieeet ettt ettt nbeenas 785 642 (153)
Total common shareholders’ equily..........................cocueceeveuevuesieseiieieeeeeeeeesre e e sse e sseees $16,271 $16,937 $15,168
Total shareholders’ eqUiLy......................c.ccocoeeeueeeeeeeeeeeeeeeeeeeieeeeee e ae s $ 17,836 $ 18,502 $ 16,733
Preferred stock

Number of shares at beginning and end of period..........ccecvevuerirerininieieieieeiee e 25,947,500 25,947,500 25,947,500
Common stock

Issued

Number of shares at beginning of Period ............ccceeireiireiiineireeeee e 712 712 712

Number of shares of common stock issued to parent 1 — —

Number of shares at end 0f PEriod..........ccuecievieriririineieeteeeee e 713 712 712

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

CONSOLIDATED STATEMENT OF CASH FLOWS
Year Ended December 31, 2012 2011 2010

(in millions)

Cash flows from operating activities

INEE INCOIMIE (JOSS) ..uviuvitietietietietteiet ettt ettt et ete ettt et e b e beeseebeebeeteeteessessessesseseeseaseebeeseessessessensensesesseeseeseeseereens $ @@,045 $ 1,018 $ 1,564
Income from diSCONtINUEd OPETALIONS .....eeuveuveieriiriirtieiietieieiet et et e eteeteete et et etetestesbesseeseeneeneensensesensesseeneeneenes 203 563 558
Income (loss) from continuing operations (1,248) 455 1,006
Adjustments to reconcile net income (loss) to net cash provided by (used in) operating activities:
Depreciation and amMOTtIZALION ...........eiueeiueieeietirteieierte ettt ettt es et e bt ese et et eb e s e st e be e s e aseneebeneesenes 321 268 253
Gain on sale of branches ..........c.ccceeveveeirennnnee. (433) — —
Impairment of internally developed SOTEWATE .........cceeoieiiriiiiiriiieieieeeeee et — 110 —
Provision fOr CTEAIL IOSSES ......c.ceuiiiuiriiiiiiieiinieiiet ettt ettt ettt ettt ettt b et ebesaeseebene 293 258 34
Deferred income tax provision (DENETIL) .........ecirvieieieiieieierieee ettt beeneeneens 40 (289) 274
Other-than-temporarily impaired available-for-sale and held-to-maturity SECUrities ..........cceververververeenenens — — 79
Realized gains on securities available for SAle ... (145) (129) (74)
Net change in other assets and HabilItIes. ... ..coevieiririiiiieieeeee e 36 108 (143)
Net change in 10ans held fOr SAle: ........cc.ooiiiiiiiiii ettt
OTigINALIONS OF LOANS ....e.viitieiieiieiieieteteet ettt ettt ettt see et e et et et e besae e bt eseeneensensensensensestessessesneane (3,566) (3,248) (4,019)
Sales and collection 0f 10ans held fOr SALE ..........cc.ooivviiiiiiiiiie e 3,755 3,319 4,079
Tax refund anticipation loans:.............ccceervernene
OrigiNAtiONS OF IOAIS ... vttt ettt b et es b et b et e st b et s et s e beneenenes — — (3,082)
Transfers of loans to HSBC Finance, including premium............cccceoievienieneninininieieieieenesesieseeene — — 3,086
Net change in trading assets and liabilities .........c.ccoceeereerierenenenenenenceee 8,900 (2,712) (4,762)
Lower of amortized cost or fair value adjustments on loans held for sale...........cccovcevvirieiierienieninieeeee, 38 51 51
Mark-to-market (gain) loss on financial instruments designated at fair value and related derivatives.......... 342 471) (294)
Cash provided by (used in) operating activities — CONtINUING OPETALIONS......cverververrerrererrrererererressesseereeeesaens 8,333 (2,280) (3,614)
Cash provided by operating activities — discontinued OPErations ............cceveeuiruerieuirieieeieeceeeee e 34 2,642 2,077
Net cash provided by (used in) OPETating ACHIVILIES. .....ccuerveruererterieriieieitetetert ettt ettt ettt s sbesbeebeene 8,367 362 (1,537)
Cash flows from investing activities
Net change in interest bearing deposits With DAnKS..........cc.ccviiriniiininiiineicee e 12,175 (17,252) 11,907
Net change in federal funds sold and securities purchased under agreements to resell ...........ccooeverenenenennnnns (40) 5,127 (7,190)
Securities available-for-sale:
Purchases of securities available-fOr-Sale...........ccviiiiiriiriiriiiiiccceieeeete et b et eeeas (37,003) (30,153) (34,955)
Proceeds from sales of securities available-for-sale 10,547 21,468 13,689
Proceeds from maturities of securities available-for-sale ............c..coooveeiiiiiiiiciiiieicececeeeeee e 12,022 3,686 2,783
Securities held-to-maturity:
Purchases of securities held-t0-MAtULILY .........ccceevieieierieieierieee ettt sbesbesbesreeseens — (11) (2,036)
Proceeds from maturities of securities held-t0-mMaturity ...........ccccvevieierieiieriereneee et 424 568 1,350
Change in loans:
Originations, NEt OF COIECLIONS .......c.uiuiiriiiiriirireeeet ettt et ettt ae bbb eaeas (11,603) (6,034) (164)
L0ans S0Id t0 third PAITIES ......ce.eeuiririeieieerertet ettt ettt ettt st sttt et et e b et e b e b ebeeaeeas 186 975 2,166
Net cash used for acquisitions of properties and SqUIPMENL ..........cccveeerierierierierereeteeeeeeeeietee e see e seeseeeneens a7) (33) (96)
Net outflows related to the sale 0f BrancChes..........c.ooovieviiiiiiiiiicecec e (10,137) — —
(073113 7R U< ARSI (48) 77) 80
Cash used in investing activities — CONtINUING OPEIAtIONS ......cveureuerieuireeietereetieteeeie ettt eee e sbe e eeenes (23,494) (21,736) (12,466)
Cash provided by (used in) investing activities — discontinued operations . 20,746 (606) 2,832
Net cash used N INVESHNEZ ACTIVITIES ....eververtertiriieiieieieieteste ettt ettt ete st e st sbesbe bt e bt et estestesenbestesbesbesbeeseene (2,748) (22,342) (9,634)
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HSBC USA Inc.

CONSOLIDATED STATEMENT OF CASH FLOWS (Continued)

Year Ended December 31, 2012 2011 2010
(in millions)
Cash flows from financing activities
INEt ChANGE 1N AEPOSIES .....vievieeieiieietetese ettt ettt e et este et e e te e e esee st esaestessessesseeseeseeneessassansensensensessessensesseens 9,174) 18,693 2,145
Debt:
Net change in ShOrt-term DOITOWINES .......ccveutiuiiiuiieiiiteieteet sttt ettt sttt e se st be e enesneneenens (1,076) 3,449 8,675
Issuance Of LoNG-teIM AEDE .......cc.eeiiiiiiiiieeree ettt sttt ettt be bbb eaean 7,626 6,271 4,322
Repayment of 1ong-term debt..........coiiiiiiiiiiiiieee e bbb (3,445) (6,274) (2,472)
Capital cONtribUtiON fTOM PATEINL ........cveieriiriiriieieteietetete ettt ettt et e besteste st eseeneentestenbessessesseeneenean 312 — —
Debt repayment related to structured note vehicle VIES........ccoccieiviiirieieieieecececeeeeee e — — (210)
Debt issued related to the sale and leaseback of 452 Fifth Avenue property........ccecveceeceeververieneneseeneneennns — — 309
Repayment of debt related to the sale and leaseback of 452 Fifth Avenue property.........ccoceveeveerieereeeenene ®) (23) (26)
Return of capital on preferred shares issued to CT Financial Services, INC. .......cccoeeveriniininiieiienenenenenenene — — 3)
Other increases (decreases) in capital surplus A3 8 7
DIVIAENAS PAIA ....veveeieiieitetete ettt ettt ettt e et et e s tesbesbees e e st entensenbe b e beeae e st eseentensensentestesbesseeneene (73) (73) (74)
Cash provided by (used in) financing activities — CONtINUING OPETALIONS......cverververrerrerreereeeeieiesiensenrenseeseeseens (5,841) 22,051 12,659
Cash used in financing activities — disCONtINUEd OPETATIONS ......ccveevervierieieieieieriesie e eeeeeteee e ssesseere e esaees 35) (148) (2,954)
Net cash provided by (used in) fiNANCING ACHIVILIES. ......eueiveuertiieiiiteieieeierte ettt (5,876) 21,903 9,705
Net change in cash and due from DanKS ..........ccccoeeiiiiiiiiiiii et (257) (77) (1,466)
Cash and due from banks at beginning of PEriod'! .............oovivirueieeeeeeeeeeeeeseeseeee e 1,616 1,693 3,159
Cash and due from banks at end of period(z) ..................................................................................................... $ 1359 § 1,616 1,693
Supplemental disclosure of cash flow information -
Interest paid dUring the PEriOQ.........cveieierierierieiesie ettt ettt esbessessesseeseesaessessensesseeseeseesanses $ 1,085 § 1,231 1,241
Income taxes paid dUring the PEriod...........coeieiiiiiiie ettt 578 498 32
Supplemental disclosure of non-cash investing activities
Trading securities pending SELICIMENL .........cc.eouiruiriririeieieieter ettt ettt sttt ettt et e bbb b eaeeas $ 40 $ 28 (781)
Transfer of loans to held for sale.............ccccvveeveenne.. 42 23,755 1,295
Fair value of properties added to real estate OWNEd ........ccceveierierieiiiiiieieeee e ene 60 107 201

©

@ Cash at end of period includes $117 million for discontinued operations as of December 31, 2010.

The accompanying notes are an integral part of the consolidated financial statements.
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CONSOLIDATED BALANCE SHEET
December 31, 2012 2011

(in millions)

Assets™
Cash and dUE fTOM DANKS .........c.eooiiiiiiiiiiicic ettt ettt et eete e e te e te e beeeseebeesseesseesseesseessesssessaesssennes $ 1,356 $ 1,610
Interest bearing deposits With DANKS ..........c.ccuiriiriiiiririeieteeere ettt ettt ettt see e sreese e eneens 12,718 23,105
Federal funds sold and securities purchased under agreements to resell..........cccoviririeieieienienieneeeeeeeeeeeeeene 3,149 3,109
TTAGINE ASSEES...euveutetetietieitetet sttt ettt ettt et e et e b e e bt ebe e st ebtesten b e teste st e ebeebeeseemeemten b e b e beeb e eheebeententenbensesbesbesbeebeestentens 31,964 37,113
Securities available-TOr-SalE ...........cciiiiiiiiiiiieie ettt ettt ettt e et e e te e ereeeneas 67,101 52,998
Securities held-to-maturity (fair value of $1.8 billion and $2.3 billion at December 31, 2012 and 2011,
TESPECHIVELY) ..ovovveeeveeceeeee ettt ee et s et a s s e e e s s e e s s s e s e e s essee st et et ne e e s s s as e et s na s e e st enan e s e nanaesenneneeen 1,612 2,017
| oz 4 TR 59,511 52,694
Less — allowance fOr CIEdit LOSSES.......c.eiuetririeirtiietiieieite ettt sttt ettt ettt b et se et ebe e s e 647 743
| 0T: 4 T 1 =1 SRR 58,864 51,951
Loans held for sale (includes $465 million and $377 million designated under fair value option at

December 31, 2012 and 2011, respectively) 1,018 3,556
Properties and qUIPIMENT, MET.......c..oouiriririitiitieiieietete ettt ettt et et et e st e be s bt bt ebe e st est e benbenbestesbesbesbeeseeneeneens 276 458
INEANGIDIE ASSELS, TICT ....eveeiieiieiiteeteeteeteete ettt ettt ettt et et e st st bt e bt e st e st et et et e b e sbeebeese e st enbenbensenteseesbeeseeneeneans 247 242
GOOAWILL ..ttt ettt ettt et sttt e s e b e st s e st et e e s en e et e s es e e s ent et e s eaeesent et e s entesenseseeseneesanseseeseneene 1,718 1,638
OBRET @SSELS ...eeiuveeieteee et et ettt e ettt e e e et eeeteeeeaaeeeeteeeetaeeeaseeeaeeeesaeeeaseeeteeeesseseaseeeseeeessseesseeeseeeesseeeseeeeraeensreeanns 6,736 6,319
Other branch related assets held fOr SAlE.........oouiiiiiiiiiiiiieee ettt — 440
Assets Of diSCONTINUE OPETALIONS .......everuirtertirtietieiietetetet et e et ete et et et etestestesbesbeebeebee st estenbenbensestesbesbesseeseeneeneens — 21,454
TOTAL ASSELS.................coceeeeeeeeneeeeeeeee et e e ettt e e e et e e et e e e te e e te e e etee e e e e eette et e e eteeeeteeeetaeeeteeentaeeeaaeean $ 186,759 $ 206,010
Liabilities'"”

Debt:

Deposits in domestic offices:
INONINEETESE DEATIIIZ. ... .cvieuieeieiieieieste sttt ettt et ete et e besteeteete et eeseeseessessensenseaseeseeseeseessensensansansensessessassensennsensens $ 37,315 $ 20,588
Interest bearing (includes $8.7 billion and $9.8 billion designated under fair value option at December 31,

2012 and 2011, TESPECHIVELY) ...v.vecvevecececeeceete ettt s s ns s senansanen 70,680 73,474
Deposits in foreign offices:

INONINEETEST DEATINE. «..c..eeutententitiiteiieetteit ettt ettt ettt e e ettt e bt e bt e bt e st et et et e e bt ebeebeebeeatesbenb e benbesbesbeebeebeeneens 1,813 1,912
INEETEST DEATIIE ...ttt ettt b e bbbt e bt e bt e st et et et e e bt e bt ebe e bt et et et e b enbeebeebeeneeneenee 18,023 37,873
Dep0Sits NEId fOT SALE .......ouiiiiiiiitiiee ettt b e e bbbt be bt et eneene — 15,144
TOLAL AEPOSIES .ttt bbbt bt bt ea ettt e st e bt e bt ebt e st et e et e bt e bt e bt ebeea b en b et et e ntenbesbeebeebeeneene 127,831 148,991
SROTE-LETIN DOTTOWIIIZS ...euvevetietietietieit ettt sttt ettt et et ettt b e bt b e at et e st et et e b e ebesbeebeebe e st et et enbenbeabeebeebeeneenean 9,916 11,173
Long-term debt (includes $2.6 billion and $2.2 billion designated under fair value option at December 31,

2012 aNd 2011, TESPECLIVELY .....vecevevieececeeveieeceeee ettt s e s s s s s e s sesesseses s s esesesasaesesnsnanen 8,279 8,319
TOTAL AEDL. ...tttk ettt h ettt b e e bbb e ne 146,026 168,483
TTAAING HADIIILIES ...c.vevieiieiieieiesteeteceeee ettt ettt et et est et esteste et e eseeseeseestensensansenseaseeseaseessensansansassassessasseeseensans 16,625 12,576
Interest, taxes and Other LHADIIITIES. ........cc..oooiiiiiiiieie e ettt ea e et e et e e e eeaeseetaeeeaeeeereeensneeanes 5,286 4,516
Other branch related liabilities held fOr SAle ..o e — 11
Liabilities of diSCONtINUEA OPEIALIONS .......c.verveieiirtieiieiieteteierie e steste e et eteeesaesessessesseeseeseessessessessessessessessassesnsens — 911
TOLAL LIADIIITIES .....................oceeeoeeeeeeeeeeeeee ettt ettt ete e et e e et e eae e e te e e enaeeeteeetaeeenteeenaeeenaneean 167,937 186,497
Shareholders’ equity
PIEferTed STOCK .....ouiiitiicitec ettt ettt b ettt b e ettt be e — —

Common shareholder’s equity:
Common stock ($100 par; 50,000 shares authorized; 20,016 and 20,015 shares issued and outstanding at

December 31, 2012 and 2011, TESPECHVELY)........ouevereereceeeeceeieeeecee e eeeae ettt s e naesnen 2 2
Additional Paid-in CAPILAL.......coueiiiiiiiiiie ettt ettt st she et et eneene 16,061 16,063
REtAINEA CATTIIES ...ttt ettt b bbbt a et et et e sa e bt e bt e bt e bt e st en b et et e b e sbeebeebeebeennenee 1,987 2,817
Accumulated other COMPIENENSIVE 10SS ....c..iiuiiuiriiiiiiiieieereres ettt ettt st sbe et 772 631

Total common SharehOlder’S EQUILY ......cc.ceveiiriirtirtirtieieeeet ettt ettt et et et st seesbesbeebeeneene 18,822 19,513
Total SRAreholders’ EQUILY....................ccooeeeeueeeieeiieie et eteete et ste e st e esaeeteeseesaessseesbesssesseesssesseenseenseanseessesssenssens 18,822 19,513
Total liabilities and Shareholders’ eqUIL)....................c..ccooecueeceeeieeiesieseese et eeteeieete st esaesaesseesseesseesseesessesssenns $ 186,759 $ 206,010

M The following table summarizes assets and liabilities related to our consolidated variable interest entities (“VIEs™) as of December 31,2012 and 2011 which

are consolidated on our balance sheet. Assets and liabilities exclude intercompany balances that eliminate in consolidation.
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December 31,

2012 2011

Assets
Interest bearing deposits With DANKS .......c.ocueuiuiriiiiiiiieiiete ettt sttt ettt b et be s
O @SSEES. ¢ euvuttetentett ettt ettt ettt ettt sttt b e bt s bt e e st e et s e st eb e es et e st eb et ea e eh e e e et eh £ e bt e e e a e e bt ket e st eh et n e eb et et e st et et et e b na et eneane
TIOLAL @SSEES. ..t euveuetetentett ettt ettt ettt ettt ettt e b st es ettt es e st e et s es e bt e s e e e stk e st en e es e R ea e eh e Rt R en e e stk en s e Rt ee et e st bt h et e st et e b et eneenenneneane
Liabilities
LONGEEITIL QDT ...ttt ettt bttt b ettt a bbbttt bttt e bttt b s
Interest, taxes and Other HADIIIEIES .........cc.iiiiiiiitieticieceeee ettt ettt et et e te e et eeteetbeeseeas et eeseessesestsesseseersenseseeseenes
Liabilities of diSCONtINUEA OPETALIONS .....c.coveueuirirueiiiiteteirtetei ettt ettt ettt be st eb et bbbt e et e s es et etese et ebes et st ebenensesenenes

TOAL THADILIEICS ... .evveevteieeei ettt ettt sttt ettt et et e et e et e s teete e st e eaeeseesseeseeseesseeseesaesseeseensenseeseense s eessensesaeensanseeseensessaensensesseensensenseannn

The accompanying notes are an integral part of the consolidated financial statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note Page Note Page
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Loans 157 25  Business Segments 207
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equirements 213
10 Loans Held for Sale 172 27  Variable Interest Entities 214
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13 Goodwill 174 30  Litigation and Regulatory Matters 235
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15 Short-Term Borrowings 176
16  Long-Term Debt 177
17 Derivative Financial Instruments 178

1. Organization

HSBC USA Inc. (“HSBC USA”), incorporated under the laws of Maryland, is a New York State based bank holding company and
an indirect wholly-owned subsidiary of HSBC North America Holdings Inc. (“HSBC North America”), which is an indirect wholly-
owned subsidiary of HSBC Holdings plc (“HSBC”). HSBC USA (together with its subsidiaries, “HUSI”’) may also be referred to
in these notes to the consolidated financial statements as “we,” “us” or “our.”

Through our subsidiaries, we offer a comprehensive range of personal and commercial banking products and related financial
services. HSBC Bank USA, National Association (“HSBC Bank USA”), our principal U.S. banking subsidiary, is a national banking
association with banking branch offices and/or representative offices in 16 states and the District of Columbia. In addition to our
domestic offices, we maintain foreign branch offices, subsidiaries and/or representative offices in Europe, Asia, Latin America,
and Canada. Our customers include individuals, including high net worth individuals, small businesses, corporations, institutions
and governments. We also engage in mortgage banking and serve as an international dealer in derivative instruments denominated
in U.S. dollars and other currencies, focusing on structuring of transactions to meet clients’ needs.

2. Summary of Significant Accounting Policies and New Accounting Pronouncements

Significant Accounting Policies

Basis of Presentation The consolidated financial statements include the accounts of HSBC USA and all subsidiaries in which we
hold, directly or indirectly, more than 50 percent of the voting rights, or where we exercise control, including all variable interest
entities (“VIEs”) in which we are the primary beneficiary. Investments in companies where we have significant influence over
operating and financing decisions, which primarily are those where the percentage of ownership is at least 20 percent but not more
than 50 percent, are accounted for under the equity method and reported as equity method investments in other assets. All significant
intercompany accounts and transactions have been eliminated.

We assess whether an entity is a VIE and, if so, whether we are its primary beneficiary at the time of initial involvement with the
entity and on an ongoing basis. A VIE is an entity in which the equity investment at risk is not sufficient to finance the entity's
activities, the equity investors lack certain characteristics of a controlling financial interest, or voting rights are not proportionate
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to the economic interests of equity investors and the entity's activities are conducted primarily on behalf of investors having few
voting rights. A VIE must be consolidated by its primary beneficiary, which is the entity with the power to direct the activities of
a VIE that most significantly impact its economic performance and the obligation to absorb losses of, or the right to receive benefits
from, the VIE that could potentially be significant to the VIE.

The preparation of financial statements in conformity with accounting principles generally accepted in the United States of America
requires management to make estimates and assumptions that affect the amounts reported in the financial statements and
accompanying notes. Actual results could differ from those estimates. Certain reclassifications may be made to prior year amounts
to conform to the current year presentation. Areas which we consider to be critical accounting estimates and require a high degree
ofjudgment and complexity include allowance for credit losses, goodwill impairment, valuation of financial instruments, derivatives
held for hedging, mortgage servicing rights, deferred tax asset valuation allowances and contingent liabilities.

Unless otherwise indicated, information included in these notes to the consolidated financial statements relates to continuing
operations for all periods presented. In 2012, we completed the sale of all of our private label cards and substantially all of our
credit card receivables to Capital One Financial Corporation. In 2011, we completed the exit of the wholesale banknotes business
operated through our U.S. and Asian entities. As a result, these asset groups are reported as discontinued operations. See Note 3,
“Discontinued Operations,” for further details.

Cash and Cash Equivalents For the purpose of reporting cash flows, cash and cash equivalents include cash on hand and amounts
due from banks.

Resale and Repurchase Agreements We enter into purchases and borrowings of securities under agreements to resell (resale
agreements) and sales of securities under agreements to repurchase (repurchase agreements) substantially identical securities.
Resale and repurchase agreements are generally accounted for as secured lending and secured borrowing transactions, respectively.

The amounts advanced under resale agreements and the amounts borrowed under repurchase agreements are carried on the
consolidated balance sheets at the amount advanced or borrowed, plus accrued interest to date. Interest earned on resale agreements
isreported as interest income. Interest paid on repurchase agreements is reported as interest expense. We offset resale and repurchase
agreements executed with the same counterparty under legally enforceable netting agreements that meet the applicable netting
criteria as permitted by generally accepted accounting principles.

Repurchase agreements may require us to deposit cash or other collateral with the lender. In connection with resale agreements,
it is our policy to obtain possession of collateral, which may include the securities purchased, with market value in excess of the
principal amount loaned. The market value of the collateral subject to the resale and repurchase agreements is regularly monitored,
and additional collateral is obtained or provided when appropriate, to ensure appropriate collateral coverage of these secured
financing transactions.

Trading Assets and Liabilities Financial instruments utilized in trading activities are stated at fair value. Fair value is generally
based on quoted market prices. If quoted market prices are not available, fair values are estimated based on dealer quotes, pricing
models, using observable inputs where available or quoted prices for instruments with similar characteristics. The validity of
internal pricing models is regularly substantiated by reference to actual market prices realized upon sale or liquidation of these
instruments and such models are periodically validated by a group independent of the front office. Realized and unrealized gains
and losses are recognized in trading revenues.

Trading assets and liabilities include precious metals deposited by customers with us in exchange for general claims on our physical
unallocated precious metals inventory. We measure this inventory and related claims at fair value using the spot prices of the
respective underlying metals and recognized changes in spot prices in trading revenue.

Securities Debt securities that we have the ability and intent to hold to maturity are reported at cost, adjusted for amortization of
premiums and accretion of discounts, which are recognized as adjustments to yield over the contractual lives of the related securities.
Securities acquired principally for the purpose of selling them in the near term are classified as trading assets and reported at fair
value. Fair value adjustments to trading securities and gains and losses on the sale of such securities are reported in other revenues
(losses) as trading revenues.

Equity securities that are not quoted on a recognized exchange are not considered to have a readily determinable fair value, and
are recorded at cost, less any provisions for impairment. Unquoted equity securities, which include Federal Home Loan Bank
(“FHLB”) stock, Federal Reserve Bank (“FRB”) stock and Visa Class B securities, are recorded in other assets.

All other securities are classified as available-for-sale and carried at fair value, with unrealized gains and losses, net of related
income taxes, recorded as adjustments to common shareholder's equity as a component of accumulated other comprehensive
income.

Realized gains and losses on sales of securities not classified as trading assets are computed on a specific identified cost basis and
are reported in other revenues (losses) as security gains, net. When the fair value of a security has declined below its amortized
cost basis, we evaluate the decline to assess if it is considered other-than-temporary. For debt securities that we intend to sell or
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for which it is more likely than not that we will be required to sell before recovering of its amortized cost basis, the decline in fair
value below the security's amortized cost is deemed to be other-than-temporary and we recognize an other-than-temporary
impairment loss in earnings equal to the difference between the security's amortized cost and its fair value. We measure impairment
loss for equity securities that are deemed other-than-temporarily impaired in the same manner. For a debt security that we do not
intend to sell and for which it is not more-likely-than-not that we will be required to sell prior to recovery of its amortized cost
basis, but for which we nonetheless do not expect to recover the entire amortized cost basis of the security, we recognize the portion
ofthe decline in the security's fair value below its amortized cost that represents a credit loss as an other-than-temporary impairment
in earnings and the remaining portion of the decline as an other-than-temporary impairment in other comprehensive income. For
these debt securities, a new cost basis is established, which reflects the amount of the other-than-temporary impairment loss
recognized in earnings.

Loans Loans are stated at amortized cost, which represents the principal amount outstanding, net of unearned income, charge offs,
unamortized purchase premium or discount, unamortized nonrefundable fees and related direct loan origination costs and purchase
accounting fair value adjustments. The carrying amount of loans represents their amortized cost reduced by the allowance for
credit losses.

Premiums and discounts and purchase accounting fair value adjustments are recognized as adjustments to yield over the expected
lives of the related loans. Interest income is recorded based on the interest method.

Troubled debt restructurings are loans for which the original contractual terms have been modified to provide for terms that are
less than we would be willing to accept for new loans with comparable risk because of deterioration in the borrower's financial
condition. Interest on these loans is recognized when collection is reasonably assured. For commercial loans, the resumption of
interest accrual generally occurs when the borrower has complied with the new payment terms and conditions for six months while
maintaining a debt service coverage ratio greater than one with the loan balances fully collateralized. For consumer loans, interest
accruals are resumed when the loan becomes current or becomes less than 90 days delinquent and six months of consecutive
payments have been made. Modifications resulting in troubled debt restructurings may include changes to one or more terms of
the loan, including but not limited to, a change in interest rate, an extension of the amortization period, a reduction in payment
amount and partial forgiveness or deferment of principal or accrued interest.

Nonrefundable fees and related direct costs associated with the origination of loans are deferred and netted against outstanding
loan balances. The amortization of net deferred fees, which include points on real estate secured loans and costs, is recognized in
interest income, generally by the interest method, based on the estimated or contractual lives of the related loans. Amortization
periods are periodically adjusted for loan prepayments and changes in other market assumptions. Annual fees on MasterCard/Visa
credit card and home equity lines of credit (“HELOC”), net of direct lending costs, are deferred and amortized on a straight-line
basis over one year.

Nonrefundable fees related to lending activities other than direct loan origination are recognized as other revenues over the period
in which the related service is provided. This includes fees associated with the issuance of loan commitments where the likelihood
of the commitment being exercised is considered remote. In the event of the exercise of the commitment, the remaining unamortized
fee is recognized in interest income over the loan term using the interest method. Other credit-related fees, such as standby letter
of credit fees, loan syndication and agency fees are recognized as other operating income over the period the related service is
performed.

Allowance for Credit Losses We maintain an allowance for credit losses that is, in the judgment of management, adequate to
absorb estimated probable incurred losses in our commercial and consumer loan portfolios. The adequacy of the allowance for
credit losses is assessed in accordance with generally accepted accounting principles and is based, in part, upon an evaluation of
various factors including:

. an analysis of individual exposures where applicable;

. current and historical loss experience;

. changes in the overall size and composition of the portfolio; and
. specific adverse situations and general economic conditions.

We also assess the overall adequacy of the allowance for credit losses by considering key ratios such as reserves to nonperforming
loans and reserves as a percentage of net charge offs in developing our loss reserve estimates. Loss estimates are reviewed
periodically and adjustments are reported in earnings when they become known. As these estimates are influenced by factors
outside of our control, such as consumer payment patterns and economic conditions, there is uncertainty inherent in these estimates,
making it reasonably possible they could change.

For individually assessed commercial loans, we conduct a periodic assessment on a loan-by-loan basis of losses we believe to be
inherent in the loan portfolio. When it is deemed probable, based upon known facts and circumstances, that full contractual interest
and principal on an individual loan will not be collected in accordance with its contractual terms, the loan is considered impaired.
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An impairment reserve is established based on the present value of expected future cash flows, discounted at the loan's original
effective interest rate, or as a practical expedient, the loan's observable market price or the fair value of the collateral if the loan
is collateral dependent. Generally, impaired loans include loans in nonaccruing status, loans which have been assigned a specific
allowance for credit losses, loans which have been partially charged off, and loans designated as troubled debt restructurings.
Problem commercial loans are assigned various obligor grades under the allowance for credit losses methodology. In assigning
the obligor ratings of a particular loan, among the risk factors considered are the obligor's debt capacity and financial position, the
level of earnings, the amount and sources for repayment, the level of contingencies, management strength and the industry or
geography in which the obligor operates.

Formula-based reserves are also established against commercial loans when, based upon an analysis of relevant data, it is probable
that a loss has been incurred and the amount of that loss can be reasonably estimated, even though an actual loss has yet to be
identified. A separate reserve for credit losses associated with off-balance sheet exposures including unfunded lending commitments
such as letters of credit, guarantees to extend credit and financial guarantees is also maintained and included in other liabilities,
which incorporates estimates of the probability that customers will actually draw upon off-balance sheet obligations. This
methodology uses the probability of default from the customer risk rating assigned to each counterparty. The “Loss Given Default”
rating assigned to each transaction or facility is based on the collateral securing the transaction and the measure of exposure based
on the transaction. Collateral is the primary driver of Loss Given Default. Specifically, the presence of collateral (secured vs.
unsecured), the loan-to-value ratio and the quality of the collateral are the primary drivers of Loss Given Default. These reserves
are determined by reference to continuously monitored and updated historical loss rates or factors, derived from a migration analysis
which considers net charge off experience by loan and industry type in relation to internal customer credit grading.

Probable incurred losses for pools of homogeneous consumer loans other than troubled debt restructurings are generally estimated
using a roll rate migration analysis that estimates the likelihood that a loan will progress through the various stages of delinquency,
or buckets, and ultimately charge off. This analysis considers delinquency status, loss experience and severity and takes into account
whether loans have filed for bankruptcy, have been restructured, or are subject to forbearance, an external debt management plan,
hardship, modification, extension or deferment. The allowance for credit losses on consumer receivables also takes into
consideration the loss severity expected based on the underlying collateral, if any, for the loan in the event of default based on
historical and recent trends. In addition, loss reserves are maintained on consumer receivables to reflect our judgment of portfolio
risk factors which may not be fully reflected in the statistical roll rate calculation or when historical trends are not reflective of
current inherent losses in the loan portfolio. Risk factors considered in establishing the allowance for credit losses on consumer
receivables include growth, product mix and risk selection, unemployment rates, bankruptcy trends, geographic concentrations,
loan product features such as adjustable rate loans, economic conditions such as national and local trends in unemployment, housing
markets and interest rates, portfolio seasoning, changes in underwriting practices, current levels of charge-offs and delinquencies,
changes in laws and regulations and other items which can affect consumer payment patterns on outstanding receivables such as
natural disasters.

Provisions for credit losses on commercial and consumer loans for which we have modified the loan terms as part of a troubled
debt restructuring (“TDR Loans”) are determined using a discounted cash flow impairment analysis or in the case of certain
commercial loans which are solely dependent on the collateral for repayment, the estimated fair value of the collateral less costs
to sell. During the third quarter of 2011, we adopted a new Accounting Standards Update which provided additional guidance for
determining whether a restructuring of a receivable meets the criteria to be considered a troubled debt restructuring for purposes
ofthe identification and reporting of TDR Loans as well as for recording impairment. Under this new guidance, we have determined
that substantially all consumer loans modified as a result of financial difficulty, including all modifications with trial periods
regardless of whether the modification was permanent or temporary, should be reported as TDR Loans. For residential mortgage
loans purchased from HSBC Finance, we have determined that all re-ages, except first time early stage delinquency re-ages where
the customer has not been granted a prior re-age or modification since the first quarter of 2007, should be considered a TDR Loan.
We believe that multiple or later stage delinquency re-ages or a need for a modification to any of the loan terms other than to
provide a market rate of interest provides evidence that the borrower is experiencing financial difficulty. Prior to 2011, substantially
all consumer loans that had been granted a modification greater than three months were considered TDR Loans. Modifications
may include changes to one or more terms of the loan, including, but not limited to, a change in interest rate, extension of the
amortization period, reduction in payment amount and partial forgiveness or deferment of principal or accrued interest. TDR Loans
are considered to be impaired loans. Interest income on TDR Loans is recognized when collection is reasonably assured. For
consumer loans, once a loan is classified as a TDR Loan, it continues to be reported as such until it is paid off or charged-off. For
commercial loans, ifa TDR loan subsequently performs in accordance with the new terms and such terms represent current market
rates at the time of restructure, such loan will be no longer be reported as a TDR beginning in the year after restructure.

Charge-Off and Nonaccrual Policies and Practices Our charge-off and nonaccrual policies vary by product and are summarized
below:
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Product

Charge-off Policies and Practices

Nonaccrual Policies and Practices

Commercial Loans

Construction and other real estate
Business banking and middle market
enterprises

Global banking

Other commercial

Residential Mortgage Loans

Auto Finance

()

Credit Cards

Other Consumer Loans

1)

)

Commercial loan balances are charged
off at the time all or a portion of the
balance is deemed uncollectible.

Carrying amounts in excess of fair
value less costs to sell are generally
charged off at or before the time
foreclosure is completed or when
settlement is reached with the borrower,
but not to exceed the end of the month
in which the account becomes six
months contractually delinquent. If
foreclosure is not pursued and there is
no reasonable expectation for recovery,
the account is generally charged off no
later than the end of the month in which
the account becomes six months
contractually delinquent.®”

Carrying amounts in excess of fair
value less costs to sell are generally
charged off at the earlier of the
following:

*The collateral has been repossessed
and sold,

*The collateral has been in our
possession for more than 30 days, or

*The loan becomes 120 days
contractually delinquent.

Loan balances are generally charged off
by the end of the month in which the
account becomes six months
contractually delinquent.

Loan balances are generally charged off
by the end of the month in which the
account becomes four months
contractually delinquent.

Loans are generally categorized as
nonaccruing when contractually
delinquent for more than 90 days and in
the opinion of management, reasonable
doubt exists with respect to the ultimate
collectibility of interest or principal
based on certain factors including the
period of time past due and adequacy of
collateral. When classified as
nonaccruing, any accrued interest
recorded on the loan is generally
deemed uncollectible and reversed
against income. Interest income is
subsequently recognized only to the
extent of cash received until the loan is
placed on accrual status. In instances
where there is doubt as to collectibility
of principal, interest payments received
are applied to principal. Loans are not
reclassified as accruing until interest
and principal payments are current and
future payments are reasonably assured.

Loans are generally designated as
nonaccruing when contractually
delinquent for more than three months.
When classified as nonaccruing, any
accrued interest on the loan is generally
deemed uncollectible and reversed
against income. Interest accruals are
resumed when the loan either becomes
current or becomes less than 90 days
delinquent and six months of
consecutive payments have been made.

Interest income accruals are suspended
and the portion of previously accrued
interest expected to be uncollectible is
written off when principal payments are
contractually past due for more than
two months and resumed when the
receivable becomes less than two
months contractually delinquent.

Interest generally accrues until charge-
off.

Interest generally accrues until charge-
off.

Values are determined based upon broker price opinions or appraisals which are updated at least every 180 days. During the quarterly period between updates,
real estate price trends are reviewed on a geographic basis and additional downward adjustments are recorded as necessary. Fair values of foreclosed properties
at the time of acquisition are initially determined based upon broker price opinions. Subsequent to acquisition, a more detailed property valuation is performed,
reflecting information obtained from a walk-through of the property in the form of a listing agent broker price opinion as well as an independent broker price
opinion or appraisal. A valuation is determined from this information within 90 days and any additional write-downs required are recorded through charge-
off at that time. In determining the appropriate amounts to charge-off when a property is acquired in exchange for a loan, we do not consider losses on sales
of foreclosed properties resulting from deterioration in value during the period the collateral is held because these losses result from future loss events which
cannot be considered in determining the fair value of the collateral at the acquisition date in accordance with generally accepted accounting principles.

Substantially all of our Auto Finance loans were sold to Santander Consumer USA in August 2010.

141



HSBC USA Inc.

Charge-offs involving a bankruptcy for credit card receivables occurs by the end of the month60 days after notification or 180
days contractually delinquent, whichever comes first.

Delinquency status for loans is determined using the contractual method which is based on the status of payments under the loan.
An account is generally considered to be contractually delinquent when payments have not been made in accordance with the loan
terms. Delinquency status may be affected by customer account management policies and practices such as the restructure, re-age
or modification of accounts.

Payments received on nonaccrual loans are generally applied to reduce the carrying amount of such loans.

Purchased Credit-Impaired Loans Purchased loans with evidence of deterioration in credit quality since origination for which it
is probable at acquisition that we will be unable to collect all contractually required payments are considered to be credit impaired.
Purchased credit-impaired loans are initially recorded at fair value, which is estimated by discounting the cash flows expected to
be collected at the acquisition date. Because the estimate of expected cash flows reflects an estimate of future credit losses expected
to be incurred over the life of the loans, an allowance for credit losses is not recorded at the acquisition date.

The excess of cash flows expected at acquisition over the estimated fair value is recognized in interest income over the remaining
life of the loans using the interest method. A subsequent decrease in the estimate of cash flows expected to be received on purchased
credit-impaired loans generally results in the recognition of an allowance for credit losses and a corresponding charge to provision
expense. A subsequent increase in estimated cash flows results in a reversal of a previously recognized allowance for credit losses
and/or a positive impact on the amount of interest income subsequently recognized on the loans.

The process of estimating the cash flows expected to be received on purchased credit-impaired loans is subjective and requires
management judgment with respect to key assumptions such as default rates, loss severity, and the amount and timing of
prepayments. The application of different assumptions could result in different fair value estimates and could also impact the
recognition and measurement of impairment losses and/or interest income.

Loans Held for Sale With the exception of certain leveraged loans and commercial loans for which the fair value option has been
elected, certain residential mortgage whole loans, consumer receivables and commercial loans are classified as held for sale and
are accounted for at the lower of cost or fair value. Where available, we measure held-for-sale residential mortgage whole loans
based on transaction prices of similar loan portfolios observed in the whole loan market with adjustments made to reflect differences
in collateral location, loan-to-value ratio, FICO scores, vintage year, default rates and other risk characteristics. The fair value
estimates of consumer receivables and commercial loans are determined primarily using the discounted cash flow method with
estimated inputs in prepayment rates, default rates, loss severity, and market rate of return. Increases in the valuation allowance
utilized to adjust held-for-sale loans to fair value, and subsequent recoveries of prior allowances recorded, are recorded in other
income in the consolidated statement of income (loss). Receivables are classified as held for sale when management no longer
intends, or no longer has the ability, to hold the receivables for the foreseeable future or until maturity or payoff. While receivables
are held for sale, the carrying amounts of any unearned income, unamortized deferred fees or costs (on originated receivables), or
discounts and premiums (on purchased receivables) are not amortized into earnings.

Transfers of Financial Assets and Securitizations Transfers of financial assets in which we have surrendered control over the
transferred assets are accounted for as sales. In assessing whether control has been surrendered, we consider whether the transferee
would be a consolidated affiliate, the existence and extent of any continuing involvement in the transferred financial assets and
the impact of all arrangements or agreements made contemporaneously with, or in contemplation of, the transfer, even if they were
not entered into at the time of transfer. Control is generally considered to have been surrendered when (i) the transferred assets
have been legally isolated from us and our consolidated affiliates, even in bankruptcy or other receivership, (ii) the transferee (or,
if the transferee is an entity whose sole purpose is to engage in securitization or asset-backed financing that is constrained from
pledging or exchanging the assets it receives, each third-party holder of its beneficial interests) has the right to pledge or exchange
the assets (or beneficial interests) it received without any constraints that provide more than a trivial benefit to us, and (iii) neither
we nor our consolidated affiliates and agents have (a) both the right and obligation under any agreement to repurchase or redeem
the transferred assets before their maturity, (b) the unilateral ability to cause the holder to return specific financial assets that also
provides us with a more-than-trivial benefit (other than through a cleanup call) and (c) an agreement that permits the transferee to
require us to repurchase the transferred assets at a price so favorable that it is probable that it will require us to repurchase them.

Ifthe sale criteria are met, the transferred financial assets are removed from our balance sheet and a gain or loss on sale is recognized.
If the sale criteria are not met, the transfer is recorded as a secured borrowing in which the assets remain on our balance sheet and
the proceeds from the transaction are recognized as a liability. For the majority of financial asset transfers, it is clear whether or
not we have surrendered control. For other transfers, such as in connection with complex transactions or where we have continuing
involvement such as servicing responsibilities, we generally obtain a legal opinion as to whether the transfer results in a true sale
by law.

Properties and Equipment, Net Properties and equipment are recorded at cost, net of accumulated depreciation. Depreciation is
recorded on a straight-line basis over the estimated useful lives of the related assets, which generally range from 3 to 40 years.
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Leasehold improvements are depreciated over the shorter of the useful life of the improvement or the term of the lease. The costs
of maintenance and repairs are expensed as incurred. Impairment testing is performed whenever events or changes in circumstances
indicate that the carrying amount of the asset may not be recoverable.

Mortgage Servicing Rights Residential mortgage servicing rights (“MSRs”) are initially measured at fair value at the time that
the related loans are sold and are periodically re-measured using the fair value measurement method. Residential MSRs are measured
at fair value at each reporting date with changes in fair value reflected in earnings in the period that the changes occur.

MSRs are subject primarily to interest rate risk, in that their fair value will fluctuate as a result of changes in the interest rate
environment. Fair value is determined based upon the application of valuation models and other inputs. The valuation models
incorporate assumptions market participants would use in estimating future cash flows. These assumptions include expected
prepayments, default rates and market based option adjusted spreads.

We use certain derivative financial instruments, including Treasury and Eurodollar futures, options and interest rate swaps, to
protect against a decline in the economic value of MSRs. These instruments have not been designated as qualifying hedges and
are therefore recorded as trading assets that are marked-to-market through earnings.

Goodwill Goodwill, representing the excess of purchase price over the fair value of identifiable net assets acquired, results from
business combinations. Goodwill is not amortized, but is reviewed for impairment at a minimum on an annual basis at the reporting
unit level using a discounted cash flow methodology. This methodology utilizes cash flow estimates based on internal forecasts
updated to reflect current economic conditions and discount rates that we believe adequately reflect the risk and uncertainty in our
internal forecasts and are appropriate based on the implicit market rates in current comparable transactions. Impairment may be
reviewed as of an interim date if circumstances indicate that the carrying amount of a reporting unit is above fair value. The carrying
amount of a reporting unit is determined on the basis of capital invested in the unit including attributable goodwill. We determine
the invested capital of a reporting unit by applying to the unit's risk-weighted assets a capital charge that is consistent with Basel
II requirements. We consider significant and long-term changes in industry and economic conditions to be examples of primary
indicators of potential impairment.

Repossessed Collateral Collateral acquired in satisfaction of a loan is initially recognized at the lower of amortized cost or the
collateral's fair value less estimated costs to sell and is reported in other assets. Once a property is classified as real estate owned,
we do not consider the losses on past sales of foreclosed properties when determining the fair value of any collateral during the
period it is held in real estate owned. Any subsequent declines in fair value less estimated costs to sell are recorded through a
valuation allowance. Recoveries in fair value less estimated costs to sell are recognized as a reduction of the valuation allowance
but not in excess of cumulative losses previously recognized subsequent to the date of repossession. Adjustments to the valuation
allowance, costs of holding repossessed collateral, and any gain or loss on disposition are credited or charged to operating expense.

Collateral We pledge assets as collateral as required for various transactions involving security repurchase agreements, public
deposits, Treasury tax and loan notes, derivative financial instruments, short-term borrowings and long-term borrowings. Assets
that have been pledged as collateral, including those that can be sold or repledged by the secured party, continue to be reported on
our consolidated balance sheet.

We also accept collateral, primarily as part of various transactions involving security resale agreements. Collateral accepted by
us, including collateral that we can sell or repledge, is excluded from our consolidated balance sheet. If we resell the collateral,
we recognize the proceeds and a liability to return the collateral.

The market value of collateral we have accepted or pledged is regularly monitored and additional collateral is obtained or provided
as necessary to ensure appropriate collateral coverage in these transactions.

Derivative Financial Instruments Derivative financial instruments are recognized on the consolidated balance sheet at fair value.
On the date a derivative contract is entered into, we designate it as either:

» aqualifying hedge of the fair value of a recognized asset or liability or of an unrecognized firm commitment (fair value
hedge);

» aqualifying hedge of the variability of cash flows to be received or paid related to a recognized asset, liability or forecasted
transaction (cash flow hedge); or

* atrading instrument or a non-qualifying (economic) hedge.

Changes in the fair value of a derivative designated as a fair value hedge, along with the changes in the fair value of the hedged
asset or liability that is attributable to the hedged risk (including losses or gains on firm commitments), are recorded in current
period earnings. Changes in the fair value of a derivative that has been designated as a cash flow hedge, to the extent effective as
ahedge, are recorded in accumulated other comprehensive income, net of income taxes, and reclassified into earnings in the period
during which the hedged item affects earnings. Ineffectiveness in the hedging relationship is reflected in current period earnings.
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Changes in the fair value of derivatives held for trading purposes or which do not qualify for hedge accounting are reported in
current period earnings.

At the inception of each designated qualifying hedge, we formally document all relationships between hedging instruments and
hedged items, as well as its risk management objective and strategy for undertaking various hedge transactions, the nature of the
hedged risk, and how hedge effectiveness will be assessed and how ineffectiveness will be measured. This process includes linking
all derivatives that are designated as fair value or cash flow hedges to specific assets and liabilities on the balance sheet or to
specific firm commitments or forecasted transactions. We also formally assess both at inception and on a quarterly basis, whether
the derivatives that are used in hedging transactions are highly effective in offsetting changes in fair values or cash flows of hedged
items and whether they are expected to continue to be highly effective in future periods. This assessment is conducted using
statistical regression analysis.

Earnings volatility may result from the on-going mark to market of certain economically viable derivative contracts that do not
satisfy the hedging requirements under U.S. GAAP, as well as from the hedge ineffectiveness associated with the qualifying hedges.

Embedded Derivatives We may acquire or originate a financial instrument that contains a derivative instrument “embedded” within
it. Upon origination or acquisition of any such instrument, we assess whether the economic characteristics of the embedded
derivative are clearly and closely related to the economic characteristics of the principal component of the financial instrument
(i.e., the host contract) and whether a separate instrument with the same terms as the embedded instrument would meet the definition
of a derivative instrument.

When we determine that: (1) the embedded derivative possesses economic characteristics that are not clearly and closely related
to the economic characteristics of the host contract; and (2) a separate instrument with the same terms would qualify as a derivative
instrument, the embedded derivative is either separated from the host contract (bifurcated), carried at fair value, and designated
as a trading instrument or the entire financial instrument is carried at fair value with all changes in fair value recorded to current
period earnings. If bifurcation is elected, the consideration for the hybrid financial instrument that is allocated to the bifurcated
derivative reduces the consideration that is allocated to the host contract with the difference being recognized over the life of the
financial instrument.

Hedge Discontinuation We discontinue hedge accounting prospectively when:

» the derivative is no longer effective or expected to be effective in offsetting changes in the fair value or cash flows of a
hedged item (including firm commitments or forecasted transactions);

» the derivative expires or is sold, terminated, or exercised,;

» itis unlikely that a forecasted transaction will occur;

*  the hedged firm commitment no longer meets the definition of a firm commitment; or
»  the designation of the derivative as a hedging instrument is no longer appropriate.

When hedge accounting is discontinued because it is determined that the derivative no longer qualifies as an effective fair value
or cash flow hedge, the hedging relationship will cease. The hedging instrument will continue to be carried on the balance sheet
at fair value.

In the case of a discontinued fair value hedge of a recognized asset or liability, as long as the hedged item continues to exist on
the balance sheet, the hedged item will no longer be adjusted for changes in fair value attributable to the hedged risk. The basis
adjustment that had previously been recorded to the hedged item during the period from the hedge designation date to the hedge
discontinuation date is recognized as an adjustment to the yield of the hedged item over the remaining life of the hedged item.

In the case of a discontinued cash flow hedge of a recognized asset or liability, as long as the hedged item continues to exist on
the balance sheet, further changes in fair value of the hedging derivative will no longer be recorded in other comprehensive income.
The balance applicable to the discontinued hedging relationship will be recognized in earnings over the remaining life of the hedged
item as an adjustment to yield. If the discontinued hedged item was a forecasted transaction where it is probable the forecasted
transaction will not occur at the end of the original specified time period, any amounts recorded in accumulated other comprehensive
income, are immediately reclassified to current period earnings.

In the case of a cash flow hedge, if the previously hedged item is sold or extinguished, the basis adjustment to the underlying asset
or liability or any remaining unamortized other comprehensive income balance will be reclassified to current period earnings.

In all other situations in which hedge accounting is discontinued, the derivative will be carried at fair value on the consolidated
balance sheet, with changes in its fair value recognized in current period earnings unless redesignated in a qualifying cash flow
hedge.

Interest Rate Lock and Purchase Agreements We enter into commitments to originate residential mortgage loans whereby the
interest rate on the loan is set prior to funding (rate lock commitments). We also enter into commitments to purchase residential
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mortgage loans through correspondent channels (purchase commitments). Both rate lock and purchase commitments on residential
mortgage loans that are classified as held for sale are considered to be derivatives and are recorded at fair value in other assets or
other liabilities in the consolidated balance sheet. Changes in fair value are recorded in other income in the consolidated statements
of income (loss).

Foreign Currency Translation We have foreign operations in several countries. The accounts of our foreign operations are
measured using the local currency as the functional currency, which is primarily the U.S. dollar. To the extent the functional
currency is not the U.S. dollar, assets and liabilities are translated into U.S. dollars at the rate of exchange in effect on the balance
sheet date. Income and expenses are translated at average monthly exchange rates. Net exchange gains or losses resulting from
such translation are included in common shareholder's equity as a component of accumulated other comprehensive income. Foreign
currency denominated transactions in other than the local functional currency are translated using the actual or period-average
exchange rate with any foreign currency transaction gain or loss recognized currently in income.

Share-Based Compensation We use the fair value based method of accounting for awards of HSBC stock granted to employees
under various stock options, restricted share and employee stock purchase plans. Stock compensation costs are recognized
prospectively for all new awards granted under these plans. Compensation expense relating to restricted stock rights (“RSRs”) is
based upon the fair value of the RSRs on the date of grant and is charged to earnings over the requisite service period (e.g., vesting
period) of the RSRs. Compensation expense relating to share options is calculated using a methodology that is based on the
underlying assumptions of the Black-Scholes option pricing model and is charged to expense over the requisite service period
(e.g., vesting period), generally one to five years. When modeling awards with vesting that is dependent on performance targets,
these performance targets are incorporated into the model using Monte Carlo simulation. The expected life of these awards depends
on the behavior of the award holders, which is incorporated into the model consistent with historical observable data.

Pension and Other Postretirement Benefits We recognize the funded status of the postretirement benefit plans on the consolidated
balance sheet. Net postretirement benefit cost charged to current earnings related to these plans is based on various actuarial
assumptions regarding expected future experience.

Certain employees are participants in various defined contribution, defined benefit or other non-qualified supplemental retirement
plans sponsored by HSBC North America. Our contributions to these plans are charged to current earnings.

We maintain various 401(k) plans covering substantially all employees. Employer contributions to the plan, which are charged to
current earnings, are based on employee contributions.

Income Taxes HSBC USA is included in HSBC North America's consolidated federal income tax return and various combined
state income tax returns. As such, we have entered into a tax allocation agreement with HSBC North America and its subsidiary
entities (“the HNAH Group”) included in the consolidated return which governs the current amount of taxes to be paid or received
by the various entities included in the consolidated return filings. Generally, such agreements allocate taxes to members of the
HNAH Group based on the calculation of tax on a separate return basis, adjusted for the utilization or limitation of credits of the
consolidated group. To the extent all the tax attributes available cannot be currently utilized by the consolidated group, the
proportionate share of the utilized attribute is allocated based on each affiliate's percentage of the available attribute computed in
a manner that is consistent with the taxing jurisdiction's laws and regulations regarding the ordering of utilization. In addition, we
file some unconsolidated state tax returns.

We recognize deferred tax assets and liabilities for the future tax consequences related to differences between the financial statement
carrying amounts of existing assets and liabilities and their respective tax bases, and for tax credits and state net operating losses.
Deferred tax assets and liabilities are measured using the enacted tax rates and laws that will be in effect when the deferred tax
items are expected to be realized. If applicable, valuation allowances are recorded to reduce deferred tax assets to the amounts we
conclude are more likely than not to be realized. Since we are included in HSBC North America's consolidated federal tax return
and various combined state tax returns, the related evaluation of the recoverability of the deferred tax assets is performed at the
HSBC North America legal entity level. We consider the HNAH Group's consolidated deferred tax assets and various sources of
taxable income, including the impact of HSBC and HNAH Group tax planning strategies, in reaching conclusions on recoverability
of deferred tax assets. The HNAH Group evaluates deferred tax assets for recoverability using a consistent approach which considers
the relative impact of negative and positive evidence, including historical financial performance, projections of future taxable
income, future reversals of existing taxable temporary differences, tax planning strategies and any available carryback capacity.
In evaluating the need for a valuation allowance, the HNAH Group estimates future taxable income based on management approved
business plans, future capital requirements and ongoing tax planning strategies, including capital support from HSBC necessary
as part of such plans and strategies. This process involves significant management judgment about assumptions that are subject
to change from period to period. Only those tax planning strategies that are both prudent and feasible, and for which management
has the ability and intent to implement, are incorporated into our analysis and assessment.

Where a valuation allowance is determined to be necessary at the HNAH consolidated level, such allowance is allocated to principal
subsidiaries within the HNAH Group in a manner that is systematic, rational and consistent with the broad principles of accounting
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for income taxes. The methodology allocates the valuation allowance to the principal subsidiaries based primarily on the entity's
relative contribution to the growth of the HNAH consolidated deferred tax asset against which the valuation allowance is being
recorded.

Further evaluation is performed at the HSBC USA legal entity level to evaluate the need for a valuation allowance where we file
separate company state income tax returns. Foreign taxes paid are applied as credits to reduce federal income taxes payable, to
the extent that such credits can be utilized.

Transactions with Related Parties In the normal course of business, we enter into transactions with HSBC and its subsidiaries.
These transactions occur at prevailing market rates and terms and include funding arrangements, derivative transactions, purchases
of receivables, information technology services, administrative and operational support, and other miscellaneous services.

New Accounting Pronouncements Adopted

Accounting for Costs Associated with Acquiring or Renewing Insurance Contracts In October 2010, the FASB issued a new
Accounting Standards Update that amended the accounting rules that define which costs associated with acquiring or renewing
insurance contracts qualify as deferrable acquisition costs by insurance entities. We adopted the new guidance effective January
1, 2012. The adoption of this guidance did not have a material impact on our financial position or results of operations.

Repurchase Agreements In April 2011, the FASB issued a new Accounting Standards Update related to repurchase agreements.
The new guidance removed the criterion requiring the transferor to have the ability to repurchase or redeem the financial assets
on substantially the agreed terms, even in the event of default by the transferee, and the related collateral maintenance guidance
from the assessment of effective control. As a result, an entity is no longer required to consider the sufficiency of the collateral
exchanged but will evaluate the transferor's contractual rights and obligations to determine whether it maintains effective control
over the transferred assets. The new guidance was required to be applied prospectively for all transactions that occurred on or after
January 1, 2012. The adoption of this guidance did not have a material impact on our financial position or results of operations.

Fair Value Measurements and Disclosures In May 2011, the FASB issued an Accounting Standards Update to converge with
newly issued IFRS 13, Fair Value Measurement. The new guidance clarifies that the application of the highest and best use and
valuation premise concepts are not relevant when measuring the fair value of financial assets or liabilities. This Accounting
Standards Update also requires new and enhanced disclosures on the quantification and valuation processes for significant
unobservable inputs, transfers between Levels 1 and 2, and the categorization of all fair value measurements into the fair value
hierarchy, even where those measurements are only for disclosure purposes. We adopted the new disclosure requirements effective
January 1, 2012. See Note 29, “Fair Value Measurements,” in these consolidated financial statements.

Presentation of Comprehensive Income In June 2011, the FASB issued a new Accounting Standards Update on the presentation
of other comprehensive income. This Update requires entities to present net income and other comprehensive income in either a
single continuous statement or in two separate, but consecutive, statements of net income and other comprehensive income. The
option to present items of other comprehensive income in the statement of changes in equity is eliminated. We adopted the new
guidance effective January 1, 2012. See the Consolidated Statement of Comprehensive Income and Note 21, “Accumulated Other
Comprehensive Income (Loss),” in these consolidated financial statements.

Goodwill In September 2011, the FASB issued an Accounting Standards Update that simplifies goodwill impairment testing. The
new guidance provides entities with the option to first assess goodwill qualitatively to determine whether it is necessary to perform
the required two-step quantitative goodwill impairment test. If it is determined that it is not more-likely-than-not that the fair value
of the reporting unit is less than its carrying amount, then the two-step quantitative impairment test would not be required. An
entity may, however, choose to bypass the qualitative assessment for any reporting unit in any period and move directly to the
two-step impairment test. The new guidance is effective for annual and interim goodwill impairment tests performed after January
1, 2012. We adopted the new guidance but decided not to elect the option to apply a qualitative assessment to our goodwill
impairment test in 2012.
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3. Discontinued Operations

Sale of Certain Credit Card Operations to Capital One On August 10,2011, HSBC, through its wholly-owned subsidiaries HSBC
Finance Corporation (“HSBC Finance”), HSBC USA Inc. and other wholly-owned affiliates entered into an agreement to sell its
Card and Retail Services business to Capital One Financial Corporation (“Capital One”). This transaction was completed on May 1,
2012. The sale included our General Motors (“GM”) and Union Plus (“UP”) credit card receivables as well as our private label
credit card and closed-end receivables, all of which were purchased from HSBC Finance. Prior to completing the transaction, we
recorded cumulative lower of amortized cost or fair value adjustments on these receivables which, beginning in the third quarter
of 2011, were classified as held for sale on our balance sheet as a component of assets of discontinued operations totaling $1.0
billion, of which $440 million was recorded in 2012 and $604 million was recorded 2011 and is reflected in net interest income
and other revenues in the table below. These fair value adjustments were largely offset by held for sale accounting adjustments in
which loan impairment charges and premium amortization are no longer recorded. The total final cash consideration allocated to
us was approximately $19.2 billion, which did not result in the recognition of a gain or loss upon completion of the sale as the
receivables were recorded at fair value. The sale to Capital One did not include credit card receivables associated with HSBC Bank
USA's legacy credit card program and, therefore, are excluded from the table below. However a portion of these receivables were
included as part of the sale to First Niagara Bank, N.A. and HSBC Bank USA continues to offer credit cards to its customers. No
significant one-time closure costs have been incurred as a result of exiting these portfolios. In connection with the sale of our credit
card portfolio to Capital One, we have entered into an outsourcing arrangement with Capital One with respect to the servicing of
our remaining credit card portfolio.

Because the credit card and private label receivables sold were classified as held for sale prior to disposition and the operations
and cash flows from these receivables are eliminated from our ongoing operations post-disposition without any significant
continuing involvement, we determined we have met the requirements to report the results of these credit card and private label
card receivables being sold as discontinued operations and have included these receivables in Assets of discontinued operations
on our balance sheet for all periods presented.

The following summarizes the results of our discontinued credit card operations for the periods presented:

Year Ended December 31, 2012 2011 2010

(in millions)
Net interest income and other Tevenues V@ .o, $ 541 § 1,936 $ 2,673
Income from discontinued operations before iINCOME tax .........ccceceeevererenencneneneneenes 315 871 855

" Interest expense was allocated to discontinued operations in accordance with our existing internal transfer pricing policy. This policy uses match funding

based on the expected lives of the assets and liabilities of the business at the time of origination, subject to periodic review, as demonstrated by the expected

cash flows and re-pricing characteristics of the underlying assets.
@ Included in other revenues in the year ended December 31, 2012 and 2011 was $440 million and $604 million, respectively, of lower of amortized cost or
fair value adjustments.

The following summarizes the assets and liabilities of our discontinued credit card operations at December 31, 2012 and 2011
which are reported as a component of Assets of discontinued operations and Liabilities of discontinued operations are considered
held for sale in our consolidated balance sheet.

At December 31, 2012 2011
(in millions)

L0ANS, LY ..ottt ettt e et eereees $ — $ 21,185
OFRET ASSELS ...veviitenietentet ettt ettt ettt sttt st st ettt b et b et e b et e b e e b e e b e e be st et sa et sb et e bt e bt e bt b e e — 269
Assets Of diSCONINUEA OPETALIONS .......everteierieieieieiettettete ettt ete sttt e stesee b e b et et eneeseeseeseesesaeeseesesseseens $ — § 21454
Deposits in domestic offices — noninterest bearing.........c.cocevcevirererinineneneneeeeeeeeeeeese e $ — 3 35
OMher HHADILIEIES . ...c.cveuietiieteieieeeere ettt ettt ettt sttt st b et e b e e — 876
Liabilities of diSCONtINUEd OPEIAtIONS ......ccueviieieieieieieiietteie ettt sttt e et eee et et eaeeeeseeeeesee s $ — § 911

M At December 31, 2011, the receivables are carried at the lower of amortized cost or fair value.

Banknotes Business In June 2010, we decided that the wholesale banknotes business (“Banknotes Business’) within our Global
Banking and Markets segment did not fit with our core strategy in the U.S. and, therefore, made the decision to exit this business.
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This business, which was managed out of the United States with operations in key locations worldwide, arranged for the physical
distribution of banknotes globally to central banks, large commercial banks and currency exchanges. As a result of this decision,
we recorded closure costs of $14 million during 2010, primarily relating to termination and other employee benefits. No significant
additional closure costs are expected to be incurred.

As part of the decision to exit the Banknotes Business, in October 2010 we sold the assets of our Asian banknotes operations
(“Asian Banknotes Operations”) to an unaffiliated third party for total consideration of approximately $11 million in cash. As a
result, during the third quarter of 2010 we classified the assets of the Asian Banknotes Operations of $23 million, including an
allocation of goodwill of $21 million, as held for sale. Because the carrying amount of the assets being sold exceeded the agreed-
upon sales price, we recorded a lower of amortized cost or fair value adjustment of $12 million in the third quarter of 2010. As
the exit of our Banknotes Business, including the sale of our Asian Banknotes Operations, was substantially completed in the
fourth quarter of 2010, we began to report the results of our Banknotes Business as discontinued operations at that time. The exit
of our Banknotes Business was completed in the second quarter of 2011 with the sale of our European Banknotes Business to
HSBC Bank plc in April. The table below summarizes the operating results of our Banknotes Business for the periods presented.

Year Ended December 31, 2012 2011 2010

(in millions)
Net interest income and Other FEVENUES.........c.covcerieerieirieirierineneeereetesee et seee e $ — § 19 § 102
Income from discontinued operations before income tax benefit ...........cceccevvervreennnnen. — — 23

At December 31, 2012 and 2011 there were no remaining assets and liabilities of our Banknotes Business reported as assets of
discontinued operations and liabilities of discontinued operations in our consolidated balance sheet.

4. Branch Assets and Liabilities Held for Sale

On July 31, 2011, we announced that we had reached an agreement with First Niagara Bank, N.A. (“First Niagara”) to sell 195
non-strategic retail branches, including certain loans, deposits and related branch premises primarily located in upstate New York.
The agreement included the transfer of certain deposits and loans, as well as related branch premises, for a premium of 6.67 percent
of the deposits, subject to certain agreed-upon adjustments. In 2012, we completed the sale of these branches to First Niagara and
recognized an after-tax gain, net of allocated non-deductible goodwill, of $94 million, receiving a premium of $886 million.
Included in the sale of the 195 non-strategic retail branches were approximately $13.2 billion in deposits and $2.1 billion in loans.
Branch premises were sold for fair value and loans and other transferred assets were sold at their carrying values.

The following summarizes the assets and liabilities classified as held for sale at December 31, 2012 and 2011 in our consolidated
balance sheet related to the announced agreement to sell certain retail branches.

At December 31, 2012 2011

(in millions)
L0ANS NELA OT SAIEM! ..ottt e e e e e e eee e eereen $ — $ 2495
Other branch assets held for sale:
Properties and eqUIPMENT, NMET.......cc.eotiriiriiiiieieieeeereeteee sttt ettt ettt ebe e ebesbe bt st sbe st stenneneens — 42
Goodwill allocated to retail branch diSpoSal SrOUP ......ccveevervieieriieierieiece ettt — 398
Total other branch assets held fOr SAle .........cccuiiiuiiiiiiiiiiiee e s — 440
Total branch assets held fOr SAle...........ccuiiiuiieiiiiiiiicee e et eaa e $—— w
DEPOSItS NEId fOI SALE .......cviviiviiiiiieiiietieeteet ettt ettt ettt ettt ettt se et sete b se s seebeseebeseebeseesessans $ — $ 15,144
Other branch liabilities held fOr SAlE .........c.coiiviiiiiiiiiicieeeeeeee e ae e — 11
Total branch liabilities held fOr SAle...........ccouoiiiiiiiie e $ — $ 15,155

M Loans held for sale included $521 million of commercial loans, $1.4 billion of residential mortgages, $416 million of credit card loans and $161 million in

other consumer loans at December 31, 2011.
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5. Exit from Taxpayer Financial Services Loan Program

During the third quarter of 2010, the Internal Revenue Service (“IRS”) announced it would stop providing information regarding
certain unpaid obligations of a taxpayer (the “Debt Indicator”), which has historically served as a significant part of the underwriting
process for the Taxpayer Financial Services (“TFS”) loan program. It was determined that, without use of the Debt Indicator, tax
refund anticipation loans, which have historically accounted for the substantial majority of the loan production in the TFS loan
program, could no longer be offered in a safe and sound manner. As a result, in December 2010, it was determined that we would
no longer offer any tax refund anticipation loans or related products going forward, beginning with the 2011 tax season and we
exited the TFS loan program. The TFS loan program has not been presented within discontinued operations as its impact is not
material to our results of operations.

The following summarizes the operating results of our TFS loan program for the periods presented:

Year Ended December 31, 2012 2011 2010

(in millions)
TOLAL TEVEIIUES........oeveveeieeeeeeeeeeeee ettt ettt eeeeaeeve et e et e s et e s et e s e s eneensersenseneereeneereeneanes $ — 3 — 3 69
Income before INCOME taX EXPEINSE ....veervreriierrieeiierireeteeieeeaeeteesaeesseesereenseessseeseesssesnnes — — 11

6. Trading Assets and Liabilities

Trading assets and liabilities are summarized in the following table.

At December 31, 2012 2011
(in millions)

Trading assets:

LS. TTRASUIY. ettt ettt ettt ettt ettt ettt b et sa et be s b e st et e bt et et et enteaeeaeebeebesbesuesaeebenbenaens $ 2484 § 259
U.S. GOVETNIMENE QZEIICY ...vvvevrieniieriiieiieeieettesteeteesiteesteessteesseessteesseesseesseessseesssessseessaesnsessseessessseesnses 337 14

U.S. Government sponsored enterPriSES' ) ...........ow. v veiueeeeeeeeeeeeeeeeeeeeeeeeseeseeeeseee s s e s eeseee s 32 24
Asset backed securities ........... 687 1,032
Corporate and foreign bonds"® 9,583 11,577
OHET SECUTTEIES ..veuvtentiriietietieete ettt ettt ettt et st e b e et et e b e bt es e et e ea b e et e emtesbeeneeeae e besatenbesstenbesstenbeennanaeans 36 40
PIECIOUS MELALS ......ovviiiiiie ettt e e e e e et e e e e e e eae e e et e e eeneeeeeneeeeenseeeeneeeeenneeeenreseenns 12,332 17,082
DIETIVALIVES ..eeivveiiieieee et et eee e et e e e e et e e et e eeaeeeeeaaeeeenteeeeaeeeesaeeesenseeeenaseeensaeesesseseensreesnsneeensreseanes 10,504 8,772

$ 35995 § 38,800
Trading liabilities: ES e

Securities s0ld, N0t Yet PUICHASEA ........c.eevviiieiieieiieiet ettt ettt e s e eseeseens $ 207 $ 343
Payables fOr precious METAlS . ........ooieiiiiiiiieeceee ettt sttt 5,767 6,999
DIEIIVALIVES ...ttt ettt ettt e et e e et e e et e e et e e eeneeeeeaseeeenseeeeneeeeesseeeenseeeeneeeeenneeeenreeeenns 13,846 6,844

5 19820 5 14186

M Includes mortgage backed securities of $16 million and $10 million issued or guaranteed by the Federal National Mortgage Association (‘FNMA”) and $16
million and $14 million issued or guaranteed by the Federal Home Loan Mortgage Corporation (“FHLMC”) at December 31, 2012 and 2011, respectively.

@ We did not hold any foreign bonds issued by the governments of Greece, Ireland, Italy, Portugal or Spain at either December 31, 2012 or 2011.
At December 31, 2012 and 2011, the fair value of derivatives included in trading assets has been reduced by $5.1 billion and $4.8

billion, respectively, relating to amounts recognized for the obligation to return cash collateral received under master netting
agreements with derivative counterparties.

At December 31, 2012 and 2011, the fair value of derivatives included in trading liabilities has been reduced by $1.3 billion and
$6.3 billion, respectively, relating to amounts recognized for the right to reclaim cash collateral paid under master netting agreements
with derivative counterparties.
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7. Securities

The amortized cost and fair value of the securities available-for-sale and securities held-to-maturity portfolios are summarized in
the following tables.

Amortized Unrealized Unrealized Fair
December 31, 2012 Cost Gains Losses Value

(in millions)

Securities available-for-sale:

ULS. TICASUIY....ueeivieeieitieeieiieeiesteeteeeeteeesesseessesseessesseesesssessesssesseessansaens $ 34800 $ 566 $ 24) $ 35,342
U.S. Government sponsored enterprises:""
Mortgage-backed SECUTItIES..........coovvuiuiuiiiiiiiiiiccccce 166 1 a 166
Direct agency obligations............cceoeveeireineinicencrceeeeeeeeene 4,039 364 Q) 4,401
U.S. Government agency issued or guaranteed:
Mortgage-backed SECUIILIES..........cociveeuirieiiiiicicceeeeeee 15,646 674 (6) 16,314
Collateralized mortgage obligations..........cccecveeereeeeineninenereneenen 4,315 156 — 4,471
Direct agency obligations.........cccvevuveieririeneeieseeie e 1 — — 1
Obligations of U.S. states and political subdivisions.........c..cccceceverenene 877 37 ?2) 912
Asset backed securities collateralized by:
Residential MOTtZagES .....c.ecveevieieriieiieiieeesie et ae e e e 1 — — 1
Commercial MOTTZAZES ......eoervirrerrerierieieieieteteeeeeeee e 208 6 — 214
HOME @qUILY ...c.cvviiiiiciiiiccc s 310 — (52) 258
Student 10ANS ......couveieiieiriee e e — — — —
OthET ... 102 — 18) 84
Corporate and other domestic debt SECUTTtIES ......c.cccvevrereririrenenennns 24 2 — 26
Foreign debt securities™ ) ...........coovimiieoeeeeeeeeeeeeee e 5,385 16 (48) 5,353
EQUILY SECUITHIES ..ecvvevieeieiieieeiieit ettt 167 6 — 173
Total available-for-sale SECUTTHIES ........cevervireririeieieieeeceeeee e $ 66,041 $ 1,828 $ (153) $ 67,716

Securities held-to-maturity:

U.S. Government sponsored enterprises:"’

Mortgage-backed SECUTILIES. ......c.evververreieieieiieieeeceeeeecereee e $ 1,121 § 148 $ — $ 1,269
U.S. Government agency issued or guaranteed:

Mortgage-backed SECUTILIES. ......c.evververreieieieiieieeeceeeeecereee e 66 12 — 78

Collateralized mortgage obligations...........cceeveeeeeeeinenenenereeeene 277 42 — 319
Obligations of U.S. states and political subdivisions..............cccecceueuenene 38 3 — 41
Asset backed securities collateralized by:

Residential MOTtZages .......ccveveeuiereirieniieieseeee e 118 6 — 124
Total held-to-maturity SECUTTLIES ........eeververuerieieieieieieceieeiese e $ 1,620 $ 211§ — $ 1,831
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Amortized Unrealized Unrealized Fair

December 31, 2011 Cost Gains Losses Value

(in millions)

Securities available-for-sale:

ULS. TI@ASUIY..cveuevenietiieterteterteterteie sttt ettt ettt ettt st e saenesaenea $ 18,199 § 498 § (121) $§ 18,576
U.S. Government sponsored enterprises:""
Mortgage-backed SECUTILIES. ......c.evververerieieieieieieeeeeeee e 40 1 — 41
Direct agency obligations.........coccveruerierienienieieieeeeeeseseeese e 2,501 352 — 2,853
U.S. Government agency issued or guaranteed:
Mortgage-backed SECUTILIES. ......o.evveruerieieieieieieeeceeeese e 15,357 728 3) 16,082
Collateralized mortgage obligations...........ccccceecveeeeeeineninenienenenne. 6,881 177 3) 7,055
Direct agency obligations.........coccveruerierienienieieieeeeeeseseeese e 2 — — 2
Obligations of U.S. states and political subdivisions.........c..cccceceeerenene 566 35 €)) 600
Asset backed securities collateralized by:
Residential MOTtages ........cccevvevverierienieiieieieieieeceeeeeee e 6 — €)) 5
Commercial MOTTZAZES ......ecvervirverierierieieieietet ettt 444 9 (2) 451
HOME EQUILY «..eeeiiiiiiiiieiiieree ettt 369 — (99) 270
StUEnt L0ANS ....eeuiiiiiiiriiiirieeese e 13 — (1) 12
OFRET ...ttt 102 — (22) 80
Corporate and other domestic debt securities™ ...........c...ccoorrrrrrereen. 541 3 — 544
Foreign debt securities™ @ ............ooiimioeeeeeeeeee e 6,640 27 7 6,570
EqUity SECUTIHES™® ..o 130 10 — 140
Total available-for-sale SECUIItIES .........coveverueuirieerieinieireiriceeee e § 51,791 § 1,840 § (350) § 53,281

Securities held-to-maturity:

U.S. Government sponsored enterprises:*’

Mortgage-backed SECUTILIES. .......oovrveveviiirieieieirieieeee s $ 1,421 § 195 $ — § 1,616
U.S. Government agency issued or guaranteed:

Mortgage-backed SECUTITHIES. ......cvervirierierierieeieeieeiesieeie e eeee e e 79 13 — 92
Collateralized mortgage obligations...........ccceeeuereerieneenenieneeceeee 308 44 — 352
Obligations of U.S. states and political subdivisions.............cccceevennenne. 61 3 — 64
Asset backed securities collateralized by:
Residential MOTtZages .....c.eeveveeeieriieieieeieseeee ettt 166 9 (1 174
Total held-to-maturity SECUTTLIES. .......ocvvvvverieiieieretiiieieteiceeeteeeee e $ 2035 §$ 264 §$ (1) $ 2,298
M Includes securities at amortized cost of $153 million and $27 million issued or guaranteed by FNMA at December 31, 2012 and 2011, respectively, and $13
million and $13 million issued or guaranteed by FHLMC at December 31, 2012 and 2011, respectively.
@ At December 31, 2011 other domestic debt securities included $516 million of securities at amortized cost fully backed by the Federal Deposit Insurance
Corporation (“FDIC”).
@ At December 31, 2012 and 2011, foreign debt securities consisted of $1.5 billion and $2.7 billion, respectively, of securities fully backed by foreign
governments. The remainder of foreign debt securities represents foreign bank or corporate debt.
@ Includes preferred equity securities at amortized cost issued by FNMA of $2 million at December 31, 2011 which reflects cumulative other-than-temporary
impairment charges of $173 million.
©®  Includes securities at amortized cost of $507 million and $591 million issued or guaranteed by FNMA at December 31, 2012 and 2011, respectively, and
$614 million and $830 million issued and guaranteed by FHLMC at December 31, 2012 and 2011, respectively.
(6)

We did not hold any foreign debt securities issued by the governments of Greece, Ireland, Italy, Portugal or Spain at December 31, 2012 and 2011.

A summary of gross unrealized losses and related fair values as of December 31, 2012 and 2011 classified as to the length of time
the losses have existed follows:
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December 31, 2012

One Year or Less Greater Than One Year
Number Gross Aggregate Number Gross Aggregate
of Unrealized Fair Value of Unrealized Fair Value
Securities Losses of Investment Securities Losses of Investment

Securities available-for-sale:

U.S. TIeaASUIY ceeveenvieiieeieeriieeieeeee e

U.S. Government sponsored enterprises......

U.S. Government agenc

y issued or

UAraNteed .......ccoeeerieierieeeeee e

Obligations of U.S. states and political
SUDAIVISIONS ....eovveeieiieieieeeeeiee e

Asset backed securities

Corporate and other domestic debt

SECUTIties....cccveeuvnnne.
Foreign debt securities .
Securities available-for-sal
Securities held-to-maturity

U.S. Government spons

€

ored enterprises......

U.S. Government agency issued or

guaranteed ................

Obligations of U.S. states and political

subdivisions..............

Asset backed securities

Securities held-to-maturity.........c..c.cceccvennene

December 31, 2011

(dollars are in millions)

68 (3% 334 6 8 (@S 587

9 3) 431 14 — 7

18 (6) 1,059 — — —

14 ) 168 1 — 7

3 — 20 13 (70) 354

— — — 9 (48) 3,787

50 $ (14 $ 5,022 43 $ (139) $ 4,742

24§ — 3 — 52§ — 3 —

75 — — 947 — 2

2 — 1 1 — —

1 — 4 2 — 7

102 $ — § 1,02 $§ — § 9
One Year or Less Greater Than One Year

Number Gross Aggregate Number Gross Aggregate

of Unrealized Fair Value of Unrealized Fair Value

Securities Losses of Investment Securities Losses of Investment

Securities available-for-sal
U.S. Treasury ...............
U.S. Government spons

c:

ored enterprises......

U.S. Government agency issued or

guaranteed ................

Obligations of U.S. states and political

subdivisions..............

Asset backed securities

Corporate and other domestic debt

SECUTItIES .evvenrenreneeneen
Foreign debt securities .
Securities available-for-sal
Securities held-to-maturity

U.S. Government spons

€

ored enterprises......

U.S. Government agency issued or

guaranteed ................

Obligations of U.S. states and political

subdivisions..............
Asset backed securities

Securities held-to-maturity

(dollars are in millions)

5% 1 s 4,978 12§ (120) $ 2,592

— 8 15 — 9

14 (6) 833 2 — 4
3 (1) 20 3 — 25

2 — 45 22 (125) 387

15 97) 4,223 — — —
45§ (105) $§ 10,107 54§ (245 § 3,017
47 § — $ — 11§ — $ —
629 — 2 463 — 1
2 — — 4 — 2

— — — 4 (1 14
678 § — 8 2 482§ (1 $ 17
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Net unrealized gains decreased within the available-for-sale portfolio in 2012 primarily due to decreases in interest rates on U.S.
Treasury securities since December 31,2011. We have reviewed the securities for which there is an unrealized loss for other-than-
temporary impairment in accordance with our accounting policies. During 2012 and 2011, none of our debt securities were
determined to have either initial other-than-temporary impairment or changes to previous other-than-temporary impairment
estimates relating to the credit component and changes in the non-credit portion for 2011 represent a reversal of a portion of
previously recorded impairment losses that were recognized in other comprehensive income.

We do not consider any debt securities to be other-than-temporarily impaired at December 31, 2012 as we expect to recover the
amortized cost basis of these securities and we neither intend nor expect to be required to sell these securities prior to recovery,
even if that equates to holding securities until their individual maturities. However, additional other-than-temporary impairments
may occur in future periods if the credit quality of the securities deteriorates.

On-going Assessment for Other-Than-Temporary Impairment On a quarterly basis, we perform an assessment to determine
whether there have been any events or economic circumstances to indicate that a security with an unrealized loss has suffered
other-than-temporary impairment. A debt security is considered impaired if its fair value is less than its amortized cost at the
reporting date. If impaired, we assess whether the unrealized loss is other-than-temporary.

An unrealized loss is generally deemed to be other-than-temporary and a credit loss is deemed to exist if the present value of the
expected future cash flows is less than the amortized cost basis of the debt security. As a result, the credit loss component of an
other-than-temporary impairment write-down for debt securities is recorded in earnings while the remaining portion of the
impairment loss attributable to factors other than credit loss is recognized, net of tax, in other comprehensive income provided we
do not intend to sell the underlying debt security and it is more likely than not that we would not have to sell the debt security
prior to recovery.

For all securities held in the available-for-sale or held-to-maturity portfolio for which unrealized losses attributed to factors other
than credit loss have existed for a period of time, we do not have the intention to sell and believe we will not be required to sell
the securities for contractual, regulatory or liquidity reasons as of the reporting date. As debt securities issued by U.S. Treasury,
U.S. Government agencies and government sponsored entities accounted for 90 percent and 84 percent of total available-for-sale
and held-to-maturity securities as of December 31, 2012 and 2011, respectively, our assessment for credit loss was concentrated
on private label asset-backed securities and foreign securities. Substantially all of the private label asset-backed securities are
supported by residential mortgages, home equity loans or commercial mortgages. Our assessment for credit loss was concentrated
on this particular asset class because of the following inherent risk factors:

*  The recovery of the U.S. economy has been slow;
*  The continued uncertainty in the U.S. housing markets with high levels of pending foreclosure volume;
*  Alack of significant traction in government sponsored programs in loan modifications;

* A lack of refinancing activities within certain segments of the mortgage market, even at the current low interest rate
environment, and the re-default rate for refinanced loans;

*  The unemployment rate although improving remains high compared to historical levels;
e The decline in the occupancy rate in commercial properties; and
*  The severity and duration of unrealized loss.

In determining whether a credit loss exists and the period over which the debt security is expected to recover, we considered the
following factors:

*  The length of time and the extent to which the fair value has been less than the amortized cost basis;

*  Thelevel of credit enhancement provided by the structure, which includes but is not limited to credit subordination positions,
over collateralization, protective triggers and financial guarantees provided by monoline wraps;

*  Changes in the near term prospects of the issuer or underlying collateral of a security such as changes in default rates, loss
severities given default and significant changes in prepayment assumptions;

*  The level of excess cash flows generated from the underlying collateral supporting the principal and interest payments of
the debt securities; and

*  Any adverse change to the credit conditions of the issuer, the monoline insurer or the security such as credit downgrades
by the rating agencies.

We use a standard valuation model to measure the credit loss for available-for-sale and held-to-maturity securities. The valuation
model captures the composition of the underlying collateral and the cash flow structure of the security. Management develops
inputs to the model based on external analyst reports and forecasts and internal credit assessments. Significant inputs to the model

153



HSBC USA Inc.

include delinquencies, collateral types and related contractual features, estimated rates of default, loss given default and prepayment
assumptions. Using the inputs, the model estimates cash flows generated from the underlying collateral and distributes those cash
flows to respective tranches of securities considering credit subordination and other credit enhancement features. The projected
future cash flows attributable to the debt security held are discounted using the effective interest rates determined at the original
acquisition date if the security bears a fixed rate of return. The discount rate is adjusted for the floating index rate for securities
which bear a variable rate of return, such as LIBOR-based instruments.

The amortized cost and fair value of those asset-backed securities with unrealized loss of more than 12 months for which no other-
than-temporary-impairment has been recognized at December 31, 2012 and 2011 are as follows:

Balance as of December 31, 2012

Unrealized

Losses for

Amortized More Than
Cost 12 Months Fair Value

(in millions)
Available-for-sale:

Asset-backed securities:

Residential MOTEZAZES. .....coerviruirieriiiiteieietetecet ettt ettt s $ — S — S —
Commercial MOTTZAZES .......evviruirieiiieieieietetet ettt ettt s 11 — 11
HOME EqQUILY LOANS .....eoviiiriiiirtiice ettt 311 (52) 259
STUACTIE LOANS. ...ttt sttt — — —
ORCT ottt ettt ettt ettt ettt nen 102 (18) 84

SUBTOTAL ...ttt et e e et e et e eesateeseaeeesnaeessnaeeeenes 424 (70) 354

Held-to-maturity classification:

Asset-backed securities:

Residential MOTtZAZES. .....coerviruirieriiiiieieteteite ettt ettt 7 — 7
TOAL .o e e eee e s $ 431 $ (70) $ 361

Balance as of December 31, 2011

Unrealized

Losses for

Amortized More Than
Cost 12 Months Fair Value

(in millions)
Available-for-sale:
Asset-backed securities:

Residential MOTTZAZES........ccvevieeriiericieteeeeteetete ettt ettt ee et eaetessete et ets v easeseeserenea $ 5 8 — 3 5
Commercial MOTEZAZES ......ccueeeieuiiriieierte ettt ettt ee sttt et eneeseeeeeseeeeesaeen 23 2) 21
HOME €QUILY LOANS .....eoeieiiieeieiieiee ettt et eneesne e e sneennesnees 369 (100) 269
STUAENE LOANS ...ttt ettt eb bbb sbe e nas 13 (1) 12
(07113 SO SO 102 (22) 80

SUDLOLAL ...ttt 512 (125) 387

Held-to-maturity classification:
Asset-backed securities:

Residential MOTtZAZES. ... .c.veuveriieieiieierte ettt et e e eneesneeaesneenesneen 15 (1 14
TOAL ..ttt ettt ettt ettt ettt bbbt s ettt n et et et et et ne e ene $ 527§ (126) § 401

Although the fair value of a particular security is below its amortized cost for more than 12 months, it does not necessarily result
in a credit loss and hence other-than-temporary impairment. The decline in fair value may be caused by, among other things, the
illiquidity of the market. To the extent we do not intend to sell the debt security and it is more-likely-than-not we will not be
required to sell the security before the recovery of the amortized cost basis, no other-than-temporary impairment is deemed to
have occurred.
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For 2012 and 2011 there were no other-than-temporary impairment losses recognized related to credit loss. At December 31, 2012
and 2011, there are no remaining non-credit component unrealized loss amounts recognized. The excess of amortized cost over
the present value of expected future cash flows recognized during 2010 on our other-than-temporarily impaired debt securities,
which represents the credit loss associated with these securities, was $79 million.

The following table summarizes the changes in the credit loss component of other-than-temporarily impaired debt securities which
would have been recognized in income.

Year Ended December 31, 2012 2011

(in millions)

Credit losses at the beginning 0f the Period..........coceiieiieeiieeeeeee e $ — 3 36
Reduction of credit losses previously recognized on Sold SECUITHIES .........cceevvieeerieeieriieierieeieseevenieans — 5)

Reduction of credit losses previously recognized on held to maturity securities due to
deconsolidation of VIE ..o — (31)

Ending balance of credit losses on debt securities held for which a portion of an other-than-
temporary impairment may have been recognized in other comprehensive income (loss) ................ $ — 3 —

At December 31, 2012, we held 27 individual asset-backed securities in the available-for-sale portfolio, of which 8 were also
wrapped by a monoline insurance company. The asset-backed securities backed by a monoline wrap comprised $343 million of
the total aggregate fair value of asset-backed securities of $557 million at December 31, 2012. The gross unrealized losses on these
monoline securities were $69 million at December 31, 2012. We did not take into consideration the value of the monoline wrap
of any non-investment grade monoline insurers as of December 31, 2012 and, therefore, we only considered the financial guarantee
of monoline insurers on securities for purposes of evaluating other-than-temporary impairment with a fair value of $110 million.
No security wrapped by a below investment grade monoline insurance company was deemed to be other-than-temporarily impaired
at December 31, 2012.

At December 31, 2011, we held 45 individual asset-backed securities in the available-for-sale portfolio, of which 9 were also
wrapped by a monoline insurance company. The asset-backed securities backed by a monoline wrap comprised $349 million of
the total aggregate fair value of asset-backed securities of $818 million at December 31, 2011. The gross unrealized losses on these
monoline securities were $121 million at December 31, 2011. We did not take into consideration the value of the monoline wrap
of any non-investment grade monoline insurers as of December 31, 2011 and, therefore, we only considered the financial guarantee
of monoline insurers on securities with a fair value of $154 million for purposes of evaluating other-than-temporary impairment.
One security wrapped by a below investment grade monoline insurance company with an aggregate fair value of less than $1
million was deemed to be other-than-temporarily impaired at December 31, 2011.

As discussed above, certain asset-backed securities have an embedded financial guarantee provided by monoline insurers. Because
the financial guarantee is not a separate and distinct contract from the asset-backed security, they are considered as a single unit
of account for fair value measurement and impairment assessment purposes. The monoline insurers are regulated by the insurance
commissioners of the relevant states and certain monoline insurers that write the financial guarantee contracts are public companies.
As discussed above, we do not consider the value of the monoline wrap of any non-investment grade monoline insurer at December
31,2012 and 2011. In evaluating the extent of our reliance on investment grade monoline insurance companies, consideration is
given to our assessment of the creditworthiness of the monoline and other market factors. We perform both a credit as well as a
liquidity analysis on the monoline insurers each quarter. Our analysis also compares market-based credit default spreads, when
available, to assess the appropriateness of our monoline insurer’s creditworthiness. Based on the public information available,
including the regulatory reviews and actions undertaken by the state insurance commissions and the published financial results,
we determine the degree of reliance to be placed on the financial guarantee policy in estimating the cash flows to be collected for
the purpose of recognizing and measuring impairment loss.

A credit downgrade to non-investment grade is a key but not the only factor in determining the credit risk or the monoline insurer’s
ability to fulfill its contractual obligation under the financial guarantee arrangement. Although a monoline may have been down-
graded by the credit rating agencies or have been ordered to commute its operations by the insurance commissioners, it may retain
the ability and the obligation to continue to pay claims in the near term. We evaluate the short-term liquidity of and the ability to
pay claims by the monoline insurers in estimating the amounts of cash flows expected to be collected from specific asset-backed
securities for the purpose of assessing and measuring credit loss.

The following table summarizes realized gains and losses on investment securities transactions attributable to available-for-sale
securities.
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Year Ended December 31, 2012 2011 2010
(in millions)
GroS$S 1€AlIZEA ZAINS. ... eeueieieiieiieie ettt ettt ettt ettt sbe e s aeeeeeneas $ 260 $ 276 $ 177
GTOSS TEAIIZEMA 10SSES....neeueeuienieiieiieieeieet ettt st b e bbb ees (115) (147) (151)
Net 1€AlIZEA GAINS ..o.veveeiiiiesieee ettt ettt ettt et ene st eseeseeaeesessessesenes $ 145 § 129 § 26

The following table summarizes realized gains and losses on investment securities transactions attributable to held-to-maturity
securities as a result of maturities, calls and mandatory redemptions.

Year Ended December 31, 2012 2011 2010
(in millions)
GroSS 1€AlIZEA ZAINS.....eeueieieiieiieie ettt e ettt et e et eseeeneesseeneesseensennean $ — 3 — 9 —
Gross 1€aliZEd 10SSES........c.cveviviiiiiiiiiiiiccc e — — (31)
Net realized gains (I0SSES) ....eeoueeueeririierieieetieie ettt ettt ee st e e e e ae e e e eseenseens $ — 9 — 3D

The amortized cost and fair values of securities available-for-sale and securities held-to-maturity at December 31, 2012, are
summarized in the table below by contractual maturity. Expected maturities differ from contractual maturities because borrowers
have the right to prepay obligations without prepayment penalties in certain cases. Securities available-for-sale amounts exclude
equity securities as they do not have stated maturities. The table below also reflects the distribution of maturities of debt securities
held at December 31,2012, together with the approximate taxable equivalent yield of the portfolio. The yields shown are calculated
by dividing annual interest income, including the accretion of discounts and the amortization of premiums, by the amortized cost
of securities outstanding at December 31, 2012. Yields on tax-exempt obligations have been computed on a taxable equivalent
basis using applicable statutory tax rates.

After One After Five
Within But Within But Within After Ten
One Year Five Years Ten Years Years
Taxable Equivalent Basis Amount Yield Amount Yield Amount Yield Amount Yield

(dollars are in millions)

Available-for-sale:

U.S. TIeasury.....ccevererereerereeereerereenenee $ 6,505 30% $ 22,173 A49% § 3,526 2.07% $ 2,596 3.04%
U.S. Government sponsored
ENEETPTISES wvvvenrenrenienienieeeieerenieeieerenes — — 296 2.78 3,053  3.06 856 3.51
U.S. Government agency issued or
guaranteed........cooevverieeeieencneeeen — — 6 4.66 92 187 19,864  3.06
Obligations of U.S. states and political
SUDAIVISIONS ..o — — 45 4.15 414 3.63 418 3.67
Asset backed securities...........cccoeeruennene — — 1 1095 11 .38 609 2.83
Other domestic debt securities............... — — — — — — 24 3.90
Foreign debt securities...........ccceeruennenne. 613 4.15 4,772  1.84 — — — —
Total amortized COSt.......eoereeeeeeeeceenene $ 7,118 .63% $ 27,293 6% $ 7,096 2.58% $ 24,367 3.08%
Total fair value...........ccooeeeeveeeeieieeeecenee. $ 7,125 $ 27,344 $ 7,689 $ 25,385

Held-to-maturity:

U.S. Government sponsored

ENLETPLISES .ouvovvieiierereeiiiereeeeee e $ 1 8.00% $ 6 775% $ 1 787% $ 1,113  6.16%
U.S. Government agency issued or
guaranteed .........coeereireninienineeenes — — 1 7.58 3 7.68 339 649
Obligations of U.S. states and political
SUbAIVISIONS ....veevveeeerieiieeiie e, 3 537 15 5.08 9 431 11 5.00
Asset backed securities............cceevennennn. — — — — — — 118  6.27
Total amortized COSt......covvveviviiiicriieeenee, $ 4 582% $ 22 596% $ 13 534% $ 1,581 6.23%
Total fair value.........ccooeevvveevieiiiiiicieeen $ 4 $ 23 $ 14 $ 1,790
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Investments in Federal Home Loan Bank (“FHLB”) stock and Federal Reserve Bank (“FRB”) stock of $143 million and $483
million, respectively, were included in other assets at December 31, 2012. Investments in FHLB stock and FRB stock of $133
million and $483 million, respectively, were included in other assets at December 31, 2011.

8. Loans

Loans consisted of the following:

At December 31, 2012 2011

(in millions)

Commercial loans:

Construction and Other T€Al ESTALE ...........ccueriiicieriiiieieeierteeter ettt eesae e e reessesbeessesseessesseens $ 8457 $ 7,860
Business banking and middle market €nterpriSes ..........cocceerererrirrerienienieieieieieeeeeese e 12,608 10,225
GIODAL BANKING™ ...t 20,009 12,658
Other COMIMETCIAL.......etiiiiiiieiiee ettt ettt ettt et ettt e s st et e eseebesneensesmeesseeneenseennensens 3,076 2,906
TOtal COMIMETCIAL.......eevieiieiieeiieteeieete ettt ettt e te et e st e esb e teesbeeteesseeseesseeseessessaessesssesseessesseessensenss 44,150 33,649
Consumer loans:
HOME EQUILY MOTEZAZES ...vevieiiiieieieieteiet ettt ettt ettt sttt st e et et e s et e sttt ebesaesbeebesbeneens 2,324 2,563
Residential mortgages, excluding home equity MOItZages ........coeeveruerierieieieieirieeeenereseeenieneens 15,371 14,113
CIEAIt CATAS .ttt ettt ettt ea ettt ens 815 828
L0131 70711 111 1< PSSR 598 714
TOtAL COMSUIMET ......vivieitieiietieeieete et e eteete et eteete e bessaebeessesbeessesseessasseesseaseessesseessesssessesssesseesseseessansenss 19,108 18,218
0] 1 B 3 4T PR UTRSPRRS $ 63,258 $ 51,867

M Represents large multinational firms including globally focused U.S. corporate and financial institutions and USD lending to select high quality Latin
American and other multinational customers managed by HSBC on a global basis.

We have loans outstanding to certain executive officers and directors. The loans were made on substantially the same terms,
including interest rates and collateral, as those prevailing at the time for comparable transactions with other persons and do not
involve more than normal risk of collectibility. The aggregate amount of such loans did not exceed 5% of shareholders’ equity at
either December 31, 2012 or 2011.

Net deferred origination costs totaled $30 million and $48 million at December 31, 2012 and 2011, respectively.

At December 31, 2012 and 2011, we had net unamortized premium on our loans of $25 million and $28 million, respectively. We
amortized net premiums of $23 million, $35 million and $20 million on our loans in 2012, 2011 and 2010, respectively.

Age Analysis of Past Due Loans The following table summarizes the past due status of our loans at December 31,2012 and 2011.
The aging of past due amounts are determined based on the contractual delinquency status of payments under the loan. An account
is generally considered to be contractually delinquent when payments have not been made in accordance with the loan terms.
Delinquency status may be affected by customer account management policies and practices such as re-age or modification.
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Days Past Due
At December 31, 2012 1-29 days 30-89days 90+days Total Past Due Current Total Loans
(in millions)
Commercial loans:
Construction and other real estate ................... $ 27 $ 80 §$§ 152 § 268 $ 8,189 $ 8,457
Business banking and middle market
ENECTPIISES ..venvieretieiieeiieie et eee e 558 73 70 701 11,907 12,608
Global banking ...........cceecveeeeeierercienenieneenens 777 30 8 815 19,194 20,009
Other commercial ............ccoooiiieiiiiiiiieciea, 37 16 31 84 2,992 3,076
Total commercial...........c.cooeeeiieiieniiieiieeieenee, 1,399 208 261 1,868 42,282 44,150
Consumer loans:
Home equity mortgages.........ccoeevevereeenuennnn 348 40 82 470 1,854 2,324
Residential mortgages, excluding home
EqUILY MOTEZAZES ..eeuvveerrenrreereeireeieenineeneees 100 493 976 1,569 13,802 15,371
Credit cards.......ooveeveeveereeieeeece e 28 14 15 57 758 815
Other CONSUMET .....ccveeveevieiierieieeienie e sieeenens 7 5 33 45 553 598
Total CONSUMET .......eceeiieieriieiieieie e 483 552 1,106 2,141 16,967 19,108
Total loans .............cccevieiinieiieieie e $ 1882 § 760 $ 1,367 $ 4,009 $ 59,249 63,258
Days Past Due
At December 31, 2011 1-29 days 30-89days 90+days Total Past Due Current Total Loans
(in millions)
Commercial loans:
Construction and other real estate............... $ 72 $ 31 $§ 231 $ 334 $ 7526 $ 7,860
Business banking and middle market
ENEEIPIISES .eovvenriererienrinieeieneenieeeenieennens 615 58 71 744 9,481 10,225
Global banking............cceeeverereneneieeenen 898 34 74 1,006 11,652 12,658
Other commercial ..........ccooeveeeiiiiiiiiiennnn, 350 84 21 455 2,451 2,906
Total commercial .............ccooveeeiiiiecieeenne. 1,935 207 397 2,539 31,110 33,649
Consumer loans:
Home equity mortgages........c.cceeveeverueennene 181 54 89 324 2,239 2,563
Residential mortgages, excluding home
EQUItY MOTtZALZES .ovenvevereieieieieaeeneenins 109 526 815 1,450 12,663 14,113
Credit cards........cevevcvereeiereeieeeeee e 37 20 20 77 751 828
Other CONSUMET ........cccueeereerreeirieiieesieeneneans 11 6 35 52 662 714
Total CONSUMET........cccververreririeieeeieieeeenn, 338 606 959 1,903 16,315 18,218
Total 10anS ........ooeeveeiieieeeeeeeee e $ 2273 $ 813 $ 1,356 $ 4,442 $ 47425 $ 51,867
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Contractual Maturities Contractual maturities of loans were as follows:

At December 31,

2013 2014 2015 2016 2017 Thereafter Total

(in millions)

Commercial Loans:

Construction and other real estate ................... $ 3,564 $ 89 $ 768 $ 993 $1,041 $ 1,222 $ 8,457
Business banking and middle market
ENEETPIISES ..vvenveneeeeeeiereeneeeeeeeeeeneeneeneeneas 5,108 1,346 1,184 1,559 1,603 1,808 12,608
Global banking .........cccevvevvevvenenieienierceinenenn 10,025 1,670 1,514 1,743 2,070 2,987 20,009
Other commercial ........c.coceoevveniciicieinininnnn 1,251 327 288 379 390 441 3,076
Consumer Loans:
Home equity mortgages"...........cccovvevernennes, 870 432 265 166 107 484 2,324
Residential mortgages, excluding home
EQUILY MOTEZAZES ...venveneeneeneeeeeenienieeeeeeeneenas 909 361 378 393 402 12,928 15371
Credit card receivables™ ..............ccoommrrrrriennns — 815 — — — 815
Other CONSUMET .....cc.eeveevieiierieieeeerieeeesieeenns 549 28 13 6 2 — 598
TOtAL e $ 22,276 $5,848 $4410 $5239 §$5615 $§ 19,870 § 63,258

M Home equity mortgages maturities reflect estimates based on historical payment patterns.

@ As credit card receivables do not have stated maturities, the table reflects estimates based on historical payment patterns.

As a substantial portion of consumer loans, based on our experience, will be renewed or repaid prior to contractual maturity, the
above maturity schedule should not be regarded as a forecast of future cash collections. The following table summarizes contractual
maturities of loans due after one year by repricing characteristic:

At December 31, 2012

Over 1 But Over 5
Within 5 Years Years
(in millions)
Receivables at predetermined INtETESt TALES .........couevuerierierierierienieteieeeeeeeie sttt $ 2,921 § 6,371
Receivables at floating or adjustable Tates ...........coeviveriririiiiiiiiicce e 18,191 13,499
TOTAL .ttt $ 21,112 $ 19,870

Nonaccrual Loans Nonaccrual loans totaled $1.6 billion and $1.8 billion at December 31, 2012 and 2011, respectively. Interest
income that would have been recorded if such nonaccrual loans had been current and in accordance with contractual terms was
approximately $125 million in 2012 and $117 million in 2011. Interest income that was included in finance and other interest
income on these loans was approximately $17 million in 2012 and $19 million in 2011. For an analysis of reserves for credit losses,
see Note 9, “Allowance for Credit Losses.”

Nonaccrual loans and accruing receivables 90 days or more delinquent are summarized in the following table:
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At December 31, 2012 2011

(in millions)

Nonaccrual loans:

Commercial:
REAI ESALE: . .veiviieiieiie ettt ettt ettt et et e bt e e e e bt e s tbe e beeesbeeabeesebeenbeessbeenseensaeenraensneenres
Construction and 1and 10ANS..........c.coieviiiiiriiiieieeiee ettt seesae e sesae e eesesseens $ 104 § 103
OthEr 181 ESTALE ....eevviivieeiieeiiecie ettt e et et et e e teeeabe e teessaeesseesssaenseessseenseenseean 281 512
Business banking and middle markets enterprises ............ceerererverienienieienierceeneneeeeene e 47 58
G1ODAL DANKING.......veeiieiieiieiieiieieste ettt sttt ettt e b e esbesteessesseessesseessesseessesseessesssesseessensenns 18 137
Other COMMETCIAL .......oiiiieiiieiiecteee ettt ete et eeae et e sebeebeessbeesbeessaeensaessneenss 13 15
Total COMMEICIAL.......ccviiiiiiiieeie ettt et e bt e s b e e teesebe e baesabeebeessaeenseesssenaseenes 463 825
Consumer:
Residential mortgages, excluding home equity MOTtgages ........coceevuereerereerenienenieneeiesieene 1,038 815
HOME €QUILY MOTEZAZES ... .eeuieeieeierieeieeit ettt ettt et et et et et e s et eneesseeeesneessesneessesneesseensenseans 86 89
Total residential mortgages"® 1,124 904
Other CONSUMET LOANS .....veeiuieeiieiiieeiteiie et ertee st estee et e st eeeteeteeesaeeseessseessaessseeseesssesnseesseennses 5 8
Total CONSUMET LOANS ......veiiuiiitieitieeiiecite et eetee e et et e vt e st e e beeesaeebeesebeesseessseesseassseenseessneenss 1,129 912
Nonaccrual 10ans held fOr SAlE..........occviiieriieieriicee et s 37 91
Total NONACCIUING LOAMS...........oooiiiiiiiiieicce et eebee s sbeebeesaaesnseessaeeass 1,629 1,828
Accruing loans contractually past due 90 days or more:
Commercial:
REAL ESTALE: ...c.viiviiiieiiciiciectiet ettt ettt ettt ettt et e et b et e e b e e beesseeseessesseesseesaesseessesseessenseans
Construction and [and LOANS...........c.eeiiieiiiiiiieie ettt re et sae e s beebaesaae s — —
OhEr 1AL ESTALE .....evieuieeeieiieiieie ettt te sttt et e e et e st esaesseensesseensesssesesnsensennsensenns 8 1
Business banking and middle market enterpriSes.........oovvverieviirieriieienieeeere e eseeiens 28 11
Other commercial 1 2
Total commercial 37 14
Consumer:
Credit Card reCEIVADIES ......c.icciieiiieeiieiie ettt ettt et e e e e ete e s beebeessbeebeessaeenseessneennes 15 20
OthET COMSUIMIET ...e.vteutiiienieetteteete st ete st eteseeetesseesesstesseessesseessesseensesseensesseensesssensesnsensenssensenns 28 27
Total consumer loans 43 47
Total accruing loans contractually past due 90 days or more 80 61
Total nonperforming IOANS.................c.oooiiiiiiiiiii it re e e be e e $ 1,709 § 1,889

(" Nonaccrual residential mortgages includes all receivables which are 90 or more days contractually delinquent as well as second lien loans where the first lien loan that we own or
service is 90 or more days contractually delinquent.

@ In 2012 we reclassified $66 million of residential mortgage loans discharged under Chapter 7 bankruptcy and not re-affirmed to nonaccrual, consistent with recently issued regulatory
guidance. Interest income reversed on these loans was not material.

Impaired Loans A loan is considered to be impaired when it is deemed probable that not all principal and interest amounts due
according to the contractual terms of the loan agreement will be collected. Probable losses from impaired loans are quantified and
recorded as a component of the overall allowance for credit losses. Commercial and consumer loans for which we have modified
the loan terms as part of a troubled debt restructuring are considered to be impaired loans. Additionally, commercial loans in
nonaccrual status, or that have been partially charged-off or assigned a specific allowance for credit losses are also considered
impaired loans.

Troubled debt restructurings Troubled debt restructurings represent loans for which the original contractual terms have been
modified to provide for terms that are less than what we would be willing to accept for new loans with comparable risk because
of deterioration in the borrower’s financial condition.

During the third quarter of 2011, we adopted a new Accounting Standards Update which provided additional guidance for
determining whether a restructuring of a receivable meets the criteria to be reported as a TDR Loan. Under this new guidance, we
have determined that substantially all consumer loans modified as a result of a financial difficulty, including all modifications with
trial periods regardless of whether the modification was permanent or temporary, should be reported as TDR Loans. For residential
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mortgage loans purchased from HSBC Finance, we have determined that all re-ages, except first-time early stage delinquency re-
ages where the customer has not been granted a prior re-age or modification since the first quarter of 2007, should be considered
a TDR Loan. We believe that multiple or later stage delinquency re-ages or a need for a modification to any of the loan terms
other than to provide a market rate of interest provides evidence that the borrower is experiencing financial difficulty. Exclusion
of these first-time early stage delinquency re-ages from our reported TDR Loans was not material. As required, the new guidance
was applied retrospectively to restructurings occurring on or after January 1, 2011 and resulted in the reporting of an additional
$51 million of residential mortgage loans as TDR Loans at September 30, 2011 with credit loss reserves of $10 million associated
with these loans. The incremental loan loss provision recorded for these loans during the third quarter using a discounted cash
flow analysis was $7 million. For our HSBC Bank USA credit card portfolio, we reported an additional $1 million of credit card
loans as TDR Loans at September 30, 2011 with credit loss reserves of less than $1 million associated with these loans. The
incremental loan loss provision recorded for these loans during the third quarter using a discounted cash flow analysis was not
material. The TDR Loan balances and related credit loss reserves for consumer loans reported as of December 31, 2010 use our
previous definition of TDR Loans and, as such, are not comparable to balances in subsequent periods. The new guidance did not
impact our reporting of TDR Loans for commercial loans.

Modifications for consumer and commercial loans may include changes to one or more terms of the loan, including, but not limited
to, a change in interest rate, extension of the amortization period, reduction in payment amount and partial forgiveness or deferment
of principal. A substantial amount of our modifications involve interest rate reductions which lower the amount of interest income
we are contractually entitled to receive in future periods. Through lowering the interest rate and other loan term changes, we believe
we are able to increase the amount of cash flow that will ultimately be collected from the loan, given the borrower’s financial
condition. TDR Loans are reserved for either based on the present value of expected future cash flows discounted at the loans’
original effective interest rate which generally results in a higher reserve requirement for these loans or in the case of certain
secured commercial loans, the estimated fair value of the underlying collateral. Once a consumer loan is classified as a TDR Loan,
it continues to be reported as such until it is paid off or charged-off. For commercial loans, if subsequent performance is in
accordance with the new terms and such terms reflect current market rates at the time of restructure, they will no longer be reported
as a TDR loan beginning in the year after restructuring. During the last three years, approximately $11 million of commercial
loans have met the criteria and have been removed from TDR classification.

The following table presents information about receivables which were modified during the twelve months ended December 31,
2012 and 2011 and as a result of this action became classified as TDR Loans.

Year Ended December 31, 2012 2011
(in millions)

Commercial loans:

Construction and Other 1Al ESTALE..........ecvieieriirieie ettt ettt ettt etesaeesesneessessaensennnens $ 78 $ 70
Business banking and middle market @NterPriSEs .........vvvvervieierieeiiesiieieereeteeeesteeeeeeseesaeseeessesenesaeesnens 21 5
TOtal COMMETCIAL ......eiiiiieiiieiie ettt e ettt e et e e steeesae e baeesbeesteessbaesseesssaesssassseessesnsaeseeans 99 75

Consumer loans:

Residential mortgages 452 235
CTEAIL CATAS .eevvieiiieeiie et ettt ettt et et e et e et e et eeteesabe e teesebeesaeesseessaeassaenseesssaasseesssaessassseesseensannseeans 4 5
TOtAL COMSUITIET ... ..euvieiietieiteeteete et et et e e et ete st e ste s et e seeateseesae s e esseseesseseensesseensesseensesaeensesnsensessnesennnans 456 240
TOTAL ...ttt ettt ettt ettt ettt ettt et et et e et et e et et e et et et et et ete et et e et ete et eae et eas et e et et et ete s ete et ete et eae et ete et eas et easeteaes $ 555 § 315

The weighted-average contractual rate reduction for loans which became classified as TDR Loans during the twelve months ended
December 31, 2012 and 2011 was 2.60 percent and 1.85 percent, respectively, for consumer loans. Weighted-average contractual
rate reduction for commercial loans was not significant in both number of loans and rate.
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The following tables present information about our TDR Loans and the related credit loss reserves for TDR Loans:

At December 31, 2012 2011
(in millions)
TDR Loans"®:
Commercial loans:
Construction and Other AL €STALE............ccveeeiieieeeeie ettt e e e e e e erreeeenneeeennees $ 343 $ 342
Business banking and middle market enterpriSes ..........ocvveruieverieeieiieienreeieere e e eee e seeesse e 86 94
Other COMMETCIAL......c.eeiieieiieieee ettt ettt ettt et et et e teense s st enseeseensesseensesneensesneen 31 37
TOtal COMIMETCIAL .....vicviiiieeiiiiceieeieet ettt ettt et et et e e sb et e essesbeesseeseessesseesseseeessesesensenseas 460 473
Consumer loans:
Residential MOTLZAZES @™ .. ......ovioeeeeeeee et 960 608
L3 (T LT o7V« PP RST 14 21
T OOl COMSUIMET . ... .eeviieuiiesiieeieeetie et et e eteertteeteeteessbeesaeessbeensaeasseesseeasseenseesssaensaessseenseenssesnseenssesnses 974 629
Total TDR LOANS®)........oooooiocoieeiics et $ 1434 $ 1,102
At December 31, 2012 2011

(in millions)
Allowance for credit losses for TDR Loans'®:
Commercial loans:

Construction and OtheT TEAL ESTALE...........ocveiiieiiieieie ettt ettt e e e e e eaeeeeeaneeesnaees $ 23§ 17
Business banking and middle market @nterpriSes .........coeveruerierieienieiereeie et 3 3
Other COMMETCIAL......cveiiieiiiiieiieteet ettt ettt et et e b e et esbeess e beessesseessesseessesseessesseessesssensessnas — —
Total COMMEICIAL ......viiiiiiiieieeieee ettt e et e bt e e abeebeesebeenseessbeebaessseensaessseenses 26 20

Consumer loans:

Residential MOTEZAZES ......eeuveiieiietieieeie ettt ettt ettt et et e e et et e s et entesneenaeeneeseenean 109 94

Credit CATAS ... s 5 7

TOtAl COMSUIMET .......cuiniiiiiciiiecii ettt s sae e 114 101
Total allowance for credit 10SS€s fOr TDR LOANS..........cooviiiiiiiiiie e $ 140 § 121
() TDR Loans are considered to be impaired loans. For consumer loans, all such loans are considered impaired loans regardless of accrual status. For commercial

loans, impaired loans include other loans in addition to TDRs which totaled $237 million and $614 million at December 31, 2012 and 2011, respectively.
)

The TDR Loan balances included in the table above reflect the current carrying amount of TDR Loans and includes all basis adjustments on the loan, such
asunearned income, unamortized deferred fees and costs on originated loans, partial charge-offs and premiums or discounts on purchased loans. The following
table reflects the unpaid principal balance of TDR Loans:

At December 31, 2012 2011

(in millions)

Commercial loans:

Construction and Other T8AL ESTALE.............ceririeuiirieieieieietce ettt sttt se e $ 398 $ 393

Business banking and middle market @nterpriSes ...........eeevrueueuiririererinieieinereerenetee ettt 137 147

Oher COMIMETCIAL ......ueiiiiiiietcitetc ettt ettt ettt st b ettt eb et bbb ebesesanen 34 40

Total commercial 569 580
Consumer loans:

Residential MOTTZAZES ........cueuiiiuiuiiieiiiricice ettt 1,118 682

CIEAIE CATAS ... 14 20

TOTAL COMSUITIET. ...c.cutttiaitteiit ettt ettt et ettt et s b et b et b et a bt eb et s e bttt ebe st s s sttt eseeenescaeee 1,132 702

TORAL 1.ttt bbb bbbkt b bt b ettt b et bbbt b et et ben $ 1,701 $ 1,282
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®  Includes $608 million and $303 million at December 31, 2012 and 2011, respectively, of loans that are recorded at the lower of amortized cost or fair value
of the collateral less cost to sell.

@ In2012, we added $170 million of loans discharged under Chapter 7 bankruptcy and not re-affirmed to our residential mortgage TDR Loan balances, which
were written down to the lower of amortized cost or fair value of the collateral less cost to sell consistent with new regulatory guidance issued in the third
quarter of 2012.

©®  Includes balances of $519 million and $331 million at December 31, 2012 and 2011, respectively, which are classified as nonaccrual loans.

(6)

Included in the allowance for credit losses.

Additional information relating to TDR Loans is presented in the table below.

Year Ended December 31, 2012 2011 2010

(in millions)

Average balance of TDR Loans
Commercial loans:

Construction and other real €STALE. ............ccocuieverieverieeeeieeeeeeeeeeteeete et ae e ae e $ 360 $§ 346 § 273
Business banking and middle market enterprises.........c.ccoceveeerererenienineneneneneneneenees 971 89 71
Other COMMETCIAL .......icuviiieiieiieiecie ettt ettt et e e te e s e eseessesseessessaessesssessens 33 44 51
Total COMMEICIAL.....cc.eiiiieiiieiie ettt et e e beessaeesbeessbaenseenenas 484 479 395
Consumer loans:
Residential MOTEZAZES. ....ccvieieriieierrieieeeeie ettt et e steessesteesseeseessesseessesseessesssensens 738 532 305
CTEAIL CATAS ...vieviieiieeie ettt ettt ettt ette st e e st e et e e sebeebeestaeesseesssessseessseesseesssennseenseas 16 23 23
AULO FINANCE™Y ... — — 28
TOtAl CONSUIMET.........eevieiietieeiestieteeteete et etesteebesteesbesseesseesseseessesseessesseessesssessesssessesssensens 754 555 356
Total average balance 0f TDR LOANS........cccueiriririiriiiiriee sttt aene $ 1,238 $§ 1,034 $ 751

Interest income recognized on TDR Loans
Commercial loans:

Construction and other real €STALE. .............coeureverievereeeeeeeeeeeeeeeeeee ettt e e $ 8 3 9 8 3
Business banking and middle market enterprises.........c.ccoceceeerererenienenenenenenenieneennes — — —
Other COMMETCIAL .......icuiiiieeietieiecie ettt et et este e s e ereessesseessessaessesssesens 4 5 5
Total COMMEICIAL......c.eiiiieiiieiie ettt et ebe e e s beessaeebeessbaensaenenas 12 14 8

Consumer loans:

Residential MOTEZAZES. ....ccvveieriieierrieieeeeie sttt ettt e et e steessesteesseeseessesseessessnessesssesens 33 20 12
Credit cards................ . 1 1 2
Auto finance' ... — — 2
Total consumer... 34 21 16
Total interest income recognized on TDR LOANS........cccoeiiieriirieiieieieieieeeeeeee e $ 46 3 35 % 24

M In August 2010, we sold auto finance loans with an outstanding principal balance of $1.2 billion at the date of sale, and other related assets to Santander

Consumer USA (“SC USA”).

The following table presents loans which were classified as TDR Loans during the previous 12 months which for commercial
loans became 90 days or greater contractually delinquent or for consumer loans became 60 days or greater contractually delinquent
during the twelve months ended December 31, 2012 and 2011:
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Year ended December 31. 2012 2011
(in millions)

Commercial loans:

Construction and Other 1Al ESTALE..........ccvieierieicierie ettt ettt e seesesaeesessaesessnensensnens $ 27 % 42
Business banking and middle market @NterPriSes ..........eevveruieiiiieeciisiieieereeeeereeee et ete e esae e sseseeesaeeenens — —
Other COMMETCIAL ... .iouiieiiiiie ettt e et e et e bt esteeeebe e baeesbeesseesssaeseessseesssaesseesssesssaenseeans — —
TOtal COMMETCIAL ......eeuieiieiieeiieieeti ettt ettt e e e st e et e st e e st e seessenseensesseessesseensesaeensesnsensesssensensnans 27 42

Consumer loans:

Residential mortgages 86 71
Credit cards — 4
Total consumer 86 75
0] 7:1 O .. $ 113 8 117
Impaired commercial loans Impaired commercial loan statistics are summarized in the following table:
Amount
Amount with without Total Impaired
Impairment Impairment Commercial Impairment
Reserves Reserves Loans Reserve
(in millions)
At December 31, 2012
Construction and other real €State........cooveeeeeeeeeeeeeeeeeeeeeeeeeeeeee. $ 192 $ 305§ 497 $ 86
Business banking and middle market enterprises..........c..cocceevennnee. 57 49 106 10
Global BanKing.......cccceervirrerierienieieieieiereteeeeee e — 18 18 —
Other commercial 1 75 76 —
TOTAL ..ottt et st b e e raeenbe e $ 250 $ 447 $ 697 $ 96
At December 31, 2011 -
Construction and other real estate.........ooveeeeeeeeeeeeeeeeeeeeeeeeeeeeeeee, $ 391 $ 342 $ 733§ 114
Business banking and middle market enterprises..........c..coceeevennennee 68 59 127 12
Global DANKING.......eiuiiiiieiitiiieeieiee et 137 — 137 90
Other commercial.........c.ocoiviiriiiiieicecccececeee 1 89 90 —
0] 721 PR SURPSRRURRPRROt $ 597 $ 490 $ 1,087 $ 216
M Includes impaired commercial loans which are also considered TDR Loans as follows:
At December 31, 2012 2011
(in millions)
Construction and other real estate 343 $ 342
Business banking and middle market enterprises ............cccocciiiiiiiiiiiiiicicccccc s 86 94
Other COMMETCIAL ........ouiviiiiiiiiiiiccc s s s s s s s snenes 31 37
TOTAL .ttt bbbt a e h e e e b b et b ket h e e h et h bt b et sttt es e bt et bt benteneas $ 460 $ 473

@ The impaired commercial loan balances included in the table above reflect the current carrying amount of the loan and includes all basis adjustments, such

as unamortized deferred fees and costs on originated loans and any premiums or discounts. The unpaid principal balance of impaired commercial loans
included in the table above are as follows:
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At December 31, 2012 2011

(in millions)
Construction and OthEr TEAL ESTALE.........e.veuiriiieirtiieiiet ettt sttt ettt a et et e b e s be e e st et e beneesesseneeseabenseneas $ 552§ 784
Business banking and middle market @NteIPIISES ............eeerurueriririeueriririererieteieirretereeeteseae et eseseseesesesesseseseseenenens 157 180
GIODAI DANKING. ...ttt 18 137
OhEr COMIMETCIAL ...ttt bbbttt ettt bt b bt a b st b bt et e bt ebeseeebenens 79 93
TOLAL .. s $ 806 $ 1,194

The following table presents information about average impaired commercial loan balances and interest income recognized on
the impaired commercial loans:

Year Ended December 31, 2012 2011 2010
(in millions)

Average balance of impaired commercial loans:

Construction and other real ESALe...........cevirueirreirieirieieteieee et eeenees $ 602 $ 744 $ 638
Business banking and middle market enterpriSes..........ccoevereeierieiineeie e 119 151 127
G1ODAl DANKING........eeiieeieiieiieie ettt sttt ettt e e seeseesseensesneensesnnen 86 107 149
Other COMMETCIAL ......cc.eiuiitiiiiiiie ettt e 86 111 155
Total average balance of impaired commercial loans.............cccoeeeiiniiiinieenciceeee. $ 893 § 1,113 $ 1,069
Interest income recognized on impaired commercial loans: -
Construction and other real EStALe...........cevvrueirieirieieieieteeeeteestee ettt $ 1 § 9 % 4
Business banking and middle market enterpriSes..........ccoevereeierieienieie e 5 4 2
G1ODAl DANKING........eeiieiieiieiieie ettt sttt ettt eseesseeneesseensesneensesneen — 1 5
Other COMMETCIAL ......c..oiuiitiiiiitiie ettt 3 3 —
Total interest income recognized on impaired commercial loans............ccccceeeveenrnnee. $ 19 § 17 $ 11

Commercial Loan Credit Quality Indicators The following credit quality indicators are monitored for our commercial loan
portfolio:

Criticized asset classifications These classifications are based on the risk rating standards of our primary regulator. Problem loans
are assigned various criticized facility grades. We also assign obligor grades which are used under our allowance for credit losses
methodology. Criticized assets for commercial loans are summarized in the following table:

Special Mention  Substandard Doubtful Total
(in millions)

At December 31, 2012

Construction and other real eState...........cceevveeveerieeeiiesieereeceeeieenns $ 627 $ 677 $ 105 $ 1,409
Business banking and middle market enterprises..........c.ccocceeruennnee. 369 115 10 494
Global BanKing...........cccveeereieiierieeeiere e s 93 50 — 143
Other COMMETCIAL......cc.icierieieiieiece et 36 74 2 112
0] 71 SRR $ 1,125 § 916 $ 117 $ 2,158
At December 31, 2011 - -
Construction and other real €State.........ooveeeeeeeeeeeeeeeeeeeeeeeeeeeeeen $ 1,009 $ 990 $ 186 $ 2,185
Business banking and middle market enterprises..........c..cocceevennenee. 445 241 12 698
Global DANKING.....coveverieririeiirieirieieeee ettt 45 397 109 551
Other COMMETCIAL......cc.eeieiieierii ettt e 99 131 — 230
TOMAL 1o e s e s e e s e e e eereeeeen $ 1,598 $ 1,759 § 307 $ 3,664
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Nonperforming The status of our commercial loan portfolio is summarized in the following table:

Accruing Loans

Performing Nonaccrual Contractually Past
Loans Loans Due 90 days or More Total
(in millions)

At December 31, 2012
Commercial:

Construction and other real eState........cocevvveeeeveeeeeeeeereennen. $ 8,064 $ 385 $ 8 8,457

Business banking and middle market enterprise ................ 12,533 47 28 12,608

Global DanKing..........cccceeeeeririninisenese e 19,991 18 — 20,009

Other commercial .........coceeererineneninencneceeceeeeee 3,062 13 1 3,076
Total commercial — continuing operations .............ccceeeeeennne. $ 43,650 $ 463 $ 37 44,150
At December 31, 2011
Commercial:

Construction and other real estate..........ccccceeevvvevvereeeiennen. $ 7,244  $ 615 $ 1 7,860

Business banking and middle market enterprise ................ 10,156 58 11 10,225

Global BanKing..........c.ccceeveiririeenenieeseseseeeeee e 12,521 137 — 12,658

Other commercial .........cccoeceviiirininineneeeeeceeee 2,889 15 2 2,906
Total commercial — continuing operations............cccceeeverveenee $ 32,810 $ 825 $ 14 33,649
Credit risk profile The following table shows the credit risk profile of our commercial loan portfolio:

Investment Invljsotl;ent
Grade" Grade Total
(in millions)

At December 31, 2012
Construction and other real ESTALE ..........ceeveriiriereiieiecee e $ 4727 $ 3,730 $ 8,457
Business banking and middle market enterprises............coeererenerieiieieieieeee e 6,012 6,596 12,608
(0] 021 I 0T 11 =SSR 16,206 3,803 20,009
Other COMMETCIAL .......eeivieeiiiieiieetieteete ettt ettt ettt e et ste e s e reessesreesaesseessensnas 1,253 1,823 3,076

TOtal COMMETCIAL.......eovieiieiiiiietiieieiet ettt ettt ettt sbesaeseeseeseeseesensas $ 28,198 $ 15952 $ 44,150
At December 31, 2011 -
Construction and other 1eal €STALE ........ccvevvvierierciierieeie ettt e reesene e $ 3,133 $ 4727 $ 7,860
Business banking and middle market enterpriSes..........occverieeieriieieniierieeeeieeeeee e 4,612 5,613 10,225
G1ODAL DANKING .....vieviieieieieieetet ettt sttt ettt esa st eseesaeseeseeseesessessenses 9,712 2,946 12,658
Other COMMETCIAL .......eeiiieiiiiieieie ettt ettt ettt ettt ebeesaesteessesseessesreessesseensensnas 843 2,063 2,906

TOtAl COMIMETCIAL ...t eeeeaeeeaeeeeeeeeeaeaaaaaan $ 18300 $ 15349 $ 33,649
m
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Consumer Loan Credit Quality Indicators The following credit quality indicators are utilized for our consumer loan portfolio:

Delinquency The following table summarizes dollars of two-months-and-over contractual delinquency and as a percent of total
loans and loans held for sale (“delinquency ratio”) for our consumer loan portfolio:

December 31, 2012 December 31, 2011
Dollars of Delinquency Dollars of Delinquency
Delinquency Ratio Delinquency Ratio

(dollars are in millions)

Consumer:
Residential mortgage, excluding home equity mortgages'” ................. $ 1,233 7.78% §$ 1,101 7.19%
Home equity MOItZAZES .....cecveeuieeieiieieeiesieeie sttt 75 3.23 99 2.89
Total residential MOTtZAZES .....cvevvievrerrieierieeiereeie st ete et sre e 1,308 7.20 1,200 6.41
Credit card receivables..........ooieiiiieriniinieeee e 21 2.58 28 2.25
Other CONSUIMET ....uvvieiviiiieeieeiie et eetee e esteeeaeesteessaeereesebeebeeseseesaesaneas 30 4.52 30 3.17
TOtAl COMSUMET......coviiiiiieie ettt ettt e e eaae s $ 1,359 6.92% $ 1,258 6.01%

M At December 31, 2012 and 2011, residential mortgage loan delinquency includes $997 million and $803 million, respectively, of loans that are carried at

the lower of amortized cost or fair value less cost to sell.

Nonperforming The status of our consumer loan portfolio for both continuing and discontinued operations is summarized in the
following table:

Accruing Loans

Performing Nonaccrual Contractually Past
Loans Loans Due 90 days or More Total
(in millions)
At December 31, 2012
Consumer:
Residential mortgage, excluding home equity mortgages....... $ 14333 $ 1,038 $ — $ 15371
Home equity mOrt@ages. .........ceceeeriruinierenienenieneieeeeeenenes 2,238 86 — 2,324
Total residential mortgages ™ ..........ccoooovvivoovoeeceeereene. 16,571 1,124 — 17,695
Credit card receivables ...........coceoevirineninenereeeeeeee 800 — 15 815
Other CONSUIMET .....c.veeiuiieiieieiieieeeire et e eveereeseaeeereesereesseeseneens 565 5 28 598
TOtal CONSUMET ......eiuiiiiriiitiiiiie et $ 17936 $ 1,129 § 43 § 19,108
At December 31, 2011 - -
Consumer:
Residential mortgage, excluding home equity mortgages....... $ 13298 § 815 $ — $ 14,113
Home equity mort@ages. .......c.ceceeveruiruenerienienienienieieieeeeenenes 2,474 89 — 2,563
Total residential MOItZAgES.......ceveervreeerirriereeiereee e 15,772 904 — 16,676
Credit card receivables .........c.coceeeririnereneneneneeeeeeeee 808 — 20 828
Other CONSUIMET ....eouvivieiiiiieieetieieetie et ece sttt 679 8 27 714
TOtAl COMSUMET ......oviviiereeiniieteieeiteteteeet ettt seseaeesesenas $ 17259 $ 912 $ 47 § 18,218

SR 2012, we reclassified $66 million of residential mortgage loans discharged under Chapter 7 bankruptcy and not re-affirmed to nonaccrual, consistent with recently issued

regulatory guidance. Interest income reversed on these loans was not material.
Troubled debt restructurings See discussion of impaired loans above for further details on this credit quality indicator.

Concentration of Credit Risk A concentration of credit risk is defined as a significant credit exposure with an individual or group
engaged in similar activities or affected similarly by economic conditions. We enter into a variety of transactions in the normal
course of business that involve both on and off-balance sheet credit risk. Principal among these activities is lending to various
commercial, institutional, governmental and individual customers. We participate in lending activity throughout the United States
and internationally. In general, we manage the varying degrees of credit risk involved in on and off-balance sheet transactions
through specific credit policies. These policies and procedures provide for a strict approval, monitoring and reporting process. It
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is our policy to require collateral when it is deemed appropriate. Varying degrees and types of collateral are secured depending
upon management’s credit evaluation. As with any nonconforming and non-prime loan products, we utilize high underwriting
standards and price these loans in a manner that is appropriate to compensate for higher risk.

Our loan portfolio includes the following types of loans:

*  High loan-to-value (“LTV”) loans — Certain residential mortgages on primary residences with LTV ratios equal to or
exceeding 90 percent at the time of origination and no mortgage insurance, which could result in the potential inability to
recover the entire investment in loans involving foreclosed or damaged properties.

* Interest-only loans — A loan which allows a customer to pay the interest-only portion of the monthly payment for a period
of time which results in lower payments during the initial loan period. However, subsequent events affecting a customer’s
financial position could affect the ability of customers to repay the loan in the future when the principal payments are
required.

* Adjustable rate mortgage (“ARM”) loans — A loan which allows us to adjust pricing on the loan in line with market

movements. A customer’s financial situation and the general interest rate environment at the time of the interest rate reset
could affect the customer’s ability to repay or refinance the loan after the adjustment.

The following table summarizes the balances of high LTV, interest-only and ARM loans in our loan portfolios, including certain
loans held for sale, at December 31, 2012 and 2011, respectively.

At December 31, 2012 2011

(in billions)
Residential mortgage loans with high LTV and no mortgage insurance' ..............cc.ccoooovveorvirvennnene. $ 9 3 1.1
Interest-only residential Mort@age LOANS .........ccoiieiuiiiiiiiieieeee e 4.0 3.9
ARM L0BD0SP ... eeesss et 10.4 9.9

(M Residential mortgage loans with high LTV and no mortgage insurance includes both fixed rate and adjustable rate mortgages. Excludes $20 million and $68
million of subprime residential mortgage loans held for sale at December 31, 2012 and 2011, respectively.

@ ARM loan balances above exclude $19 million and $28 million of subprime residential mortgage loans held for sale at December 31, 2012 and 2011,
respectively. In 2013 and 2014, approximately $313 million and $356 million, respectively, of the ARM loans will experience their first interest rate reset.

Concentrations of first and second liens within the outstanding residential mortgage loan portfolio are summarized in the following
table. Amounts in the table exclude residential mortgage loans held for sale of $472 million and $2,058 million at December 31,
2012 and 2011, respectively.

At December 31, 2012 2011
(in millions)

Closed end:

ISt LI ettt e e ettt e e e e e e e e e e e e e e e e e e e e e e e —————————————aeaeaaaaaaaas $ 15371 $§ 14,113

SECOMNA LIEM ..uivieiiicieie ettt ettt e ettt eete e beesaesseessesaeessesseessaessesseessensenseensenssenseenes 186 237
Revolving:

SECOMA BT ..t b bttt b e st b e b et e et e bbbt bbbt bt e b e 2,138 2,326
TORAL ..o $ 17,695 $ 16,676
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Regional exposure at December 31, 2012 for certain loan portfolios is summarized in the following table.

Commercial
Construction and Residential Credit
Other Real Mortgage Card
Estate Loans Loans Receivables
INEW YOIK STAE...cciieeiiiiiiiiiiiiee ettt e e e e enraeee s 42.9% 34.5% 56.9%
North Central United STAtES .......oeivviiiiiiiiieeeie et 4.6 6.6 3.7
North Eastern United States........ocoouvviiiiiiiiiieeiiieieeeeeeeeeeeeee et 9.8 93 12.3
Southern United StateS........ccvevieviiiiiriiiieeeecteeeeeeeee e 19.9 16.0 13.9
Western UnIted STAtES.......uvviiiiiiieiieiiieeeiieee ettt e e e enaeeee e 22.8 333 11.0
(11113 ¢ DT — 0.3 2.2
TOTAL ..o ettt st e e et e e et e e e eae e e eane s 100.0% 100.0% 100.0%

9. Allowance for Credit Losses

An analysis of the allowance for credit losses is presented in the following table.

2012 2011 2010
(In millions)
Balance at beginning Of YEar.........cccociviiiiiiiniiiiicceceetce e $ 743§ 852 $ 1,602
Provision for Credit 1oSSES .......coueiiiiiiiiiriiiiieciceee e 293 258 34
CATZE-0TTS .ttt a ettt et ettt a et aeeeenean 452) (386) (8006)
RECOVETIES ...ttt 63 65 53
Allowance on loans transferred to held for sale...........cocoveviiiiiiiiinninniceee — (46) (33)
OBRET ...ttt — — 2
Balance at €nd Of JEaT .......ccviueuiiririeieiee e $ 647 $ 743 $ 852

The following table summarizes the changes in the allowance for credit losses by product and the related loan balance by product
during the years ended December 31, 2012, 2011 and 2010:
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Commercial Consumer
Business Residential
Banking Mortgage,
Construction and Middle Excl Home Home
and Other Market Global Other Equity Equity Credit Auto Other
Real Estate Enterprises Banking Comm’l Mortgages Mortgages Card Finance  Consumer Total

(in millions)
Year Ended December 31, 2012

Allowance for credit losses —

beginning of period ................. $ 212§ 78 $ 131 $§ 21 § 192§ 52 $ 39 § — § 18 § 743
Provision charged to income........ 33) 48 14 10) 114 72 67 — 21 293
Charge offs......cccceevvecnnnccnnn (36) 37 (105) a (107) (79) (62) — (25) (452)
Recoveries 19 8 1 7 11 — 11 — 6 63
Net charge offs 17 29) (104) 6 (96) (79) (51) — (19) (389)
Other ....oovveieieeiieieeeeee e — — — — — — — — — —
Allowance for credit losses — end

of period .....ccovevveieerieieieee $ 162 $ 97 $ 41 S 17 $ 210 $ 45 8 5 § — § 20 $§ 647
Ending balance: collectively

evaluated for impairment......... $ 76 S 87 $ 41 S 17 3 105 § 41 $ 50 $ — § 20 $ 437
Ending balance: individually

evaluated for impairment......... 86 10 — — 105 4 5 — — 210
Total allowance for credit losses.. §$ 162 $ 97 $ 41 $ 17 $ 210 $ 45 8§ 55 § — § 20§ 647
Loans:

Collectively evaluated for

IMPAIrment .........ooovveveeiiieicinnnn. $ 7,960 $ 12,502 $19,991 $ 3,000 $ 13,563 $ 2,303 $81 $ — § 598 $60,718
Individuallylevaluated for

impairment ... 497 106 18 76 331 21 14 — — 1,063
Loans carried at lower of

amortized cost or fair value less

COSt 10 SCll v — — — — 1,477 — — — — 1,477
Total 10anS.......ccovvveverieriiiiiiienne, $ 8457 $ 12,608 $20,009 $ 3,076 $ 15371 $ 2324 §$85 $§ — § 598 $63,258
Year Ended December 31, 2011

Allowance for credit losses —

beginning of period ................. $ 243§ 132 § 116 $ 32 3 167 $ 77 $ 58 §$ — § 27 $ 852
Provision charged to income........ 11 3) 31 (28) 133 49 46 — 19 258
Charge offS......cccoevivreeninrecne 51 (53) — 6) (106) (70) (71) — (29) (386)
Recoveries. .....coouevvereeienieeeeienens 9 12 — 23 5 — 12 — 4 65
Net charge offS.......ccccoveeririennnene (42) 41 — 17 (101) (70) (59) — (25) (321)
Allowance on loans transferred

to held for sale — (10) (16) — (7) 4) (6) — 3) (46)
Other ....oovveieieieieeeeeeeeeeae — — — — — — — — — —
Allowance for credit losses — end

of period .....cceveeeveerieeeene $ 212§ 78 $ 131 $ 21 $ 192 $ 52 % 39 § — § 18 § 743
Ending balance: collectively

evaluated for impairment......... $ 98 $ 66 $ 41 3 21§ 104 $ 48 $ 32§ — § 18 § 428
Ending balance: individually

evaluated for impairment......... 114 12 90 — 88 4 7 — — 315
Total allowance for credit losses.. $ 212§ 78 $ 131 $ 21§ 192§ 52 $ 39 $§ — § 18 § 743
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Commercial Consumer
Business Residential
Banking Mortgage,
Construction  and Middle Excl Home Home
and Other Market Global Other Equity Equity Credit Auto Other
Real Estate Enterprises Banking Comm’l Mortgages  Mortgages Card Finance  Consumer Total

(in millions)

Loans:

Collectively evaluated for

IMPAITMENL...vriiiiirieiriiines $ 7,127 $ 10,098 $12,521 $ 2816 $§ 12,817 $ 2550 $ 807 $ — $ 714 $49,450
Individuallylevaluated for

impairment™.................ccoocenin. 733 127 137 90 244 13 21 — — 1,365

Loans carried at lower of
amortized cost or fair value less
cost to Sell ..o, — — — — 1,052 — — — — 1,052

Total 10anS ......coovurvririririinianans $ 7,860 $ 10,225 $12,658 $ 2906 $ 14,113 $ 2563 $ 828 § — § 714 $51,867
Year Ended December 31, 2010

Allowance for credit losses —

beginning of period.................. $ 303§ 184 $§ 301 $§ 119 §$ 347 § 18 $ 8 $ 36 § 47 $ 1,602
Provision charged to income........ 101 19 (163) (35) (14) 13 68 35 10 34
Charge offs .....cccoveeneniccnecne (173) (88) (24) (59) (170) (121) (98) (37) (36) (806)
Recoveries .........coccvcevrcinicuccns 12 17 2 5 4 — 8 1) 6 53
Net charge offs ......ccccvvveveeviinnne. (161) (€a)) 22) 549 (166) (121) (90) (38) (30) (753)
Allowance on loans transferred to

held for sale........ocoeerenececnne — — — — — — — (33) — (33)

— — — 2 — — — — — 2
Allowance for credit losses — end

of period......coeevvveecninreucinnne $ 243§ 132 § 116 $ 32 3 167 $ 77 $ 58 § — § 27 $ 852
Ending balance: collectively

evaluated for impairment......... $ 159 §$ 106 $ 44 3 26 $ 118 §$ 74 $ 49 $ — 9 27 $ 603
Ending balance: individually

evaluated for impairment......... 84 26 72 6 49 3 9 — — 249
Total allowance for credit losses.. $ 243 $ 132§ 116 $ 32§ 167 $ 77 $ 58§ — § 27 § 852
Loans: -
Collectively evaluated for
IMPAITMENL...vvriiiiieiiiinas $ 7473 % 7,793 $10,640 $ 2970 $ 12411 $ 3812 $1,223 § — $ 1,039 $47.361
Individually evaluated for
impairment™............ccoo.oorrrerrrnnn. 755 152 105 115 221 8 27 — — 1,383
Loans carried at lower of
amortized cost or fair value less
cost to sell — — — — 1,065 — — — — 1,065

Total 10ans ..........ccceevvvvirvccneae. $ 8,228 $ 7,945 $10,745 § 3,085 § 13,697 § 3,820 $1250 $§ — § 1,039 §$49,.809

M For consumer loans, these amounts represent TDR Loans for which we evaluate reserves using a discounted cash flow methodology. Each loan is individually
identified as a TDR Loan and then grouped together with other TDR Loans with similar characteristics. The discounted cash flow analysis is then applied
to these groups of TDR Loans. The loan balance above excludes TDR loans that are carried at the lower of amortized cost or fair value of the collateral less
cost to sell which totaled $608 million, $303 million and $173 million at December 31, 2012, 2011 and 2010, respectively.

We historically have estimated probable losses for consumer loans and certain small balance commercial loans which do not qualify
as a troubled debt restructure using a roll rate migration analysis that estimates the likelihood that a loan will progress through the
various stages of delinquency and ultimately charge-off. This has historically resulted in the identification of a loss emergence
period for these loans collectively evaluated for impairment using a roll rate migration analysis which resulted in less than 12
months of losses in the allowance for credit losses. A loss coverage of 12 months using a roll rate migration analysis would be
more aligned with U.S. bank industry practice. As previously disclosed, in the third quarter of 2012 our regulators indicated they
would like us to more closely align our loss coverage period implicit within the roll rate methodology with U.S. bank industry
practice for these loan products. During the fourth quarter of 2012, we extended our loss emergence period to 12 months for U.S.
GAAP. As aresult, during the fourth quarter of 2012, we increased our allowance for credit losses by approximately $80 million
for these loans. We will perform an annual review of our portfolio going forward to assess the period of time utilized in our roll
rate migration period.

171



HSBC USA Inc.

10. Loans Held for Sale

Loans held for sale consisted of the following:

At December 31, 2012 2011
(in millions)

COMMETCIAL LOAMS ...eeeuviiiiiiiieiie ettt et e et e st e e tee et eeteeeaae e saessseesseesssaessaessseensaessseenseenssennses S 481 $ 965
Consumer loans:

Residential MOTEGAZES .....covevveruiriirieriiiiteietee ettt ettt ettt et ebe bt sae et besbe e 472 2,058

Credit Cards TECEIVADIES .......icciieiiiieieie ettt ettt te et e steeaeseeesessaessesssesseessesseessenseens — 416

OtNET COMSUITIET ...uviivieiieeiiieiie et eeteeeteestee e bt estteesaeesteeesseeseesssaesseessseesseessseansaasssessseesssannseessseanseenssenn 65 231
TOtAL COMSUIMET .....cvieuiieeieiieeieeteete et et e et ete st e aestesbessbeseessesseessesseessessaessesssassesssessesssensesssessesssensenssensenns 537 2,705
Total 10ans held fO1 SALE ......c.uiiuieiiee ettt et ettt beemee b e sneens $ 1,018 $ 3,670

Loans held for sale at December 31, 2011 includes $2.5 billion of loans that were subsequently sold as part of our agreement to
sell certain branches to First Niagara, including $521 million of commercial loans, $1.4 billion of residential mortgages, $416
million of credit card receivables and $161 million of other consumer loans.

We originate commercial loans in connection with our participation in a number of leveraged acquisition finance syndicates. A
substantial majority of these loans were originated with the intent of selling them to unaffiliated third parties and are classified as
commercial loans held for sale at December 31,2012 and 2011. The fair value of commercial loans held for sale under this program
was $465 million and $377 million at December 31,2012 and 2011, respectively. We have elected to designate all of the leveraged
acquisition finance syndicated loans classified as held for sale at fair value under fair value option. See Note 18, “Fair Value
Option,” for additional information.

Commercial loans held for sale also includes commercial real estate loans of $16 million and $55 million at December 31, 2012
and 2011, respectively, which are originated with the intent to sell to government sponsored enterprises.

In addition to the residential mortgage loans sold to First Niagara discussed above, residential mortgage loans held for sale include
subprime residential mortgage loans with a fair value of $52 million and $181 million at December 31,2012 and 2011, respectively,
which were acquired from unaffiliated third parties and from HSBC Finance with the intent of securitizing or selling the loans to
third parties. Also included in residential mortgage loans held for sale are first mortgage loans originated and held for sale primarily
to various government sponsored enterprises. Gains and losses from the sale of residential mortgage loans are reflected as a
component of residential mortgage banking revenue in the accompanying consolidated statement of income (loss). We retained
the servicing rights in relation to the mortgages upon sale.

In addition to routine sales of loans to government sponsored enterprises upon origination, we sold subprime residential mortgage
loans with a carrying amount of $102 million and $229 million in 2012 and 2011, respectively. No such sales occurred in 2010.

Excluding the commercial loans designated under fair value option discussed above, loans held for sale are recorded at the lower
ofamortized cost or fair value. While the initial carrying amount of loans held for sale continued to exceed fair value at December 31,
2012, we experienced a decrease in the valuation allowance for consumer loans during 2012 due primarily to loan sales. The
valuation allowance on consumer loans held for sale was $114 million and $251 million at December 31, 2012 and 2011,
respectively.

Loans held for sale are subject to market risk, liquidity risk and interest rate risk, in that their value will fluctuate as a result of
changes in market conditions, as well as the interest rate and credit environment. Interest rate risk for residential mortgage loans
held for sale is partially mitigated through an economic hedging program to offset changes in the fair value of the mortgage loans
held for sale attributable to changes in market interest rates. Trading related revenue associated with this economic hedging program,
which is included in net interest income and residential mortgage banking revenue (loss) in the consolidated statement of income,
was a gain of $4 million during 2012, a loss of $11 million during 2011 and gain of $4 million during 2010.
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11. Properties and Equipment, Net

Properties and equipment, net of accumulated depreciation, is summarized in the following table.

Depreciable

At December 31, 2012 2011 Life
(in millions)

LAnd ..ottt $ 8 3 63 —
Buildings and improvements ............ccccceoueieirininininenesesesese e 617 832  10-40 years
Furniture and equipment . .........cocovererieieieiiiinircneesese et 137 138 3-30
] 21 USRS 762 1,033
Accumulated depreciation and amortization ...........cc.ceceveeverereninineneneneee e (486) (575)
Properties and equipment, NEt..........ccooeeruirieriiiereiiereeeeee et $ 276 $ 458

Depreciation and amortization expense totaled $61 million, $77 million and $79 million in 2012, 2011 and 2010, respectively.

12. Intangible Assets

Intangible assets consisted of the following:

At December 31, 2012 2011

(in millions)
Mortgage SEIVICING TIZNLS ....c.eouiiiiiiiiiitiiereee ettt ettt et $ 179 §$ 227
Purchased credit card relationShips..........coeeverierieieieice ettt 60 —
OBRCT ettt ettt ettt st b e bbbttt ettt e ae bt et neee 8 15
Total other INtANGIDIE ASSELS......eeuiruiriirtirierieteet ettt sttt ettt ettt s b e sb et $ 247 $ 242

Mortgage Servicing Rights (“MSRs”) A servicing asset is a contract under which estimated future revenues from contractually
specified cash flows, such as servicing fees and other ancillary revenues, are expected to exceed the obligation to service the
financial assets. We recognize the right to service mortgage loans as a separate and distinct asset at the time they are acquired or
when originated loans are sold.

MSRs are subject to credit, prepayment and interest rate risk, in that their value will fluctuate as a result of changes in these
economic variables. Interest rate risk is mitigated through an economic hedging program that uses securities and derivatives to
offset changes in the fair value of MSRs. Since the hedging program involves trading activity, risk is quantified and managed using
a number of risk assessment techniques.

Residential mortgage servicing rights Residential MSRs are initially measured at fair value at the time that the related loans are
sold and are remeasured at fair value at each reporting date. Changes in fair value of MSRs are reflected in residential mortgage
banking revenue in the period in which the changes occur. Fair value is determined based upon the application of valuation models
and other inputs. The valuation models incorporate assumptions market participants would use in estimating future cash flows.
The reasonableness of these valuation models is periodically validated by reference to external independent broker valuations and
industry surveys.

Fair value of residential MSRs is calculated using the following critical assumptions:

At December 31, 2012 2011
Annualized constant prepayment rate (“CPR”) ....c..ccociiiiirininiinininecceeeceee e 22.4% 21.4%
CONSTANE AISCOUNLE TALE ...c.veneetineeiereeiitetere ettt ettt ettt ettt ettt s b e e be sttt sb et eb et be e b e b ene 11.3% 11.3%
Weighted aVerage Life..........oeoiiiiieieiiee ettt ettt sne e s aeenean 3.4 34
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Residential MSRs activity is summarized in the following table:

Year Ended December 31, 2012 2011
(in millions)
Fair value of MSRs:
BeZINNING DALANCE .......ooveevieiciiieiiictceeteete ettt ettt a st as st et as et s te s sessens $ 220 S 394
Additions related t0 10an SAIES .........c.couerieiiieieieie e 24 39
Changes in fair value due to:
Change in valuation inputs or assumptions used in the valuation models .............ccoccvreverrerennnnns (15) (136)
Realization 0f Cash flOWS......c.ccciiiiiiiiicii ettt ettt et saesbeessesreens (61) (77)
ENAING DAIANCE ..ottt ettt ettt e st e e se s e b et e st e st ese e st eneeseeneeseetenenes $ 168 § 220

Information regarding residential mortgage loans serviced for others, which are not included in the consolidated balance sheet,
is summarized in the following table:

At December 31, 2012 2011

(in millions)
Outstanding principal balances at period €nd .............ccooieeierieiiirieieeeeeeee e $ 32,041 $ 37,839
Custodial balances maintained and included in noninterest bearing deposits at period end .................. $ 810 $ 838

Servicing fees collected are included in residential mortgage banking revenue (loss) and totaled $87 million, $109 million and
$121 million during 2012, 2011 and 2010, respectively.

Commercial mortgage servicing rights Commercial MSRs, which are accounted for using the lower of amortized cost or fair
value method, totaled $11 million and $7 million at December 31, 2012 and 2011, respectively.

Purchased credit card relationships In March 2012, we purchased from HSBC Finance the account relationships associated with
$746 million of credit card receivables which were not included in the sale to Capital One at a fair value of $108 million.
Approximately $43 million of this value was associated with the credit card receivables sold to First Niagara. The remaining $65
million was included in intangible assets and is being amortized over its estimated useful life of ten years

Other Intangible Assets Other intangible assets, which result from purchase business combinations, are comprised of favorable
lease arrangements of $8 million and $12 million at December 31, 2012 and 2011, respectively, and customer lists of $3 million
at December 31, 2011.

13. Goodwill

Goodwill was $2.2 billion at both December 31, 2012 and 2011, and includes accumulated impairment losses of $54 million. In
2011, $398 million of goodwill was allocated to the branch operations sold to First Niagara and was classified within other branch
assets held for sale. See Note 4, “Branch Assets and Liabilities Held for Sale,” for further discussion.

During the fourth quarter of 2012, we performed an interim impairment test of the goodwill associated with all of our reporting
units at December 31, 2012. Interim impairment testing for Global Banking and Markets and Global Private Banking was conducted
based on the results of our annual impairment testing as of July 1, 2012, which indicated that the fair value of these reporting units
was not significantly in excess of carrying value. Interim impairment testing for Retail Banking and Wealth Management and
Commercial Banking was performed based on updates to our 5 year forecast. As a result of this testing, the fair value of all of our
reporting units continued to exceed their carrying values, including goodwill. At December 31,2012, the book value of our Global
Banking and Markets reporting unit including allocated goodwill of $612 million, was 95 percent of fair value. For the remainder
of our reporting units, the book value of each reporting unit including allocated goodwill was 65 percent or less of fair value. Our
goodwill impairment testing is, however, highly sensitive to certain assumptions and estimates used. We continue to perform
periodic analyses of the risks and strategies of our business and product offerings. If significant deterioration in economic or credit
conditions occur, or changes in the strategy or performance of our business or product offerings occur, or fair value and book value
differences for Global Banking and Markets remain narrow, an interim impairment test will again be required in 2013.

174



HSBC USA Inc.

14. Deposits

The aggregate amounts of time deposit accounts (primarily certificates of deposits), each with a minimum of $100,000 included
in domestic office deposits, were approximately $7.2 billion and $4.8 billion at December 31, 2012 and 2011, respectively. At
December 31,2012 and 2011, deposits totaling $8.7 billion and $9.8 billion, respectively, were carried at fair value. The scheduled
maturities of all time deposits at December 31, 2012 are summarized in the following table.

Domestic Foreign
Offices Offices Total
(in millions)

2013
0-90 AAYS ..ttt bbbttt et a et sbe e sbe et saean $ 5,951 §$ 3,049 §$ 9,000
O1-180 AAYS..eeneeeeiieieeieet ettt bttt b ettt nen 745 170 915
I81-3605 dAYS .ttt et s 1,091 126 1,217
7,787 3,345 11,132
DOT4 oo e eeee e 1,537 — 1,537
DOTS oo 1,205 — 1,205
2006 o ettt et st nes 1,888 12 1,900
D017 oo 1,657 — 1,657
LLAtET YEATS ..eeuveeiiiiiieiteettesit ettt ettt ettt ettt sttt st e b et et e 3,514 — 3,514

§ 17,588 § 3,357 § 20,945

Overdraft deposits, which are classified as loans, were approximately $2.2 billion and $1.2 billion at December 31,2012 and 2011,
respectively.
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15. Short-Term Borrowings

Short-term borrowings consisted of the following:

December 31
2012 Rate 2011 Rate
(dollars are in millions)
Federal funds purchased (day to day).........cccceevevenns $ 3 $ 90
Securities sold under repurchase agreements® ........ 6,817 0.15% 7,417 0.22%
Average during Year..........coeverenieieieeeeneneneseneneens $ 6,046 0.19 $ 11,579 0.28
Maximum month-end balance...........ccccccoceevevvenenennnn 11,040 15,088
Commercial Paper.........coceoerererenienieieieeeeenc e 5,022 0.27 4,836 0.20
Average dUring year..........ccooceevereereneeieneeieseeeieneeans 4,587 0.26 3,931 0.19
Maximum month-end balance...........ccccccecevereninennnn 5,022 6,134
Precious metals ........cccoeeevevereninenieenecneneeneeene 2,326 1,639
OthET ..ot 765 2,027
Total short-term borrowings...........cceeereereerveseeceennenns m $ 16,009

M Exceeded 30 percent of shareholders’ equity at December 31, 2012 and 2011.
@ The following table presents the quarter end and average quarterly balances of securities sold under repurchase agreements:

2012 2011

Fourth Third Second First Fourth Third Second First

(in millions)
Quarter end balance ...........ooooooooooccerenne $ 6817 $ 3238 $ 3843 $ 4813 $ 7417 $ 12913 $ 8463 $ 8,807
Average quarterly balance...............c.......... 5,481 5,155 5,394 8,168 11,560 10,913 9,927 13,949

AtDecember 31, 2011, we had a committed unused line of credit from HSBC France of $2.5 billion. The line of credit with HSBC
France was terminated effective July 30, 2012. In April 2012, we established a third party back-up line of credit totaling $1.9
billion to replace the unused line of credit with HSBC France and support issuances of commercial paper. In January 2013, the
third party back-up line of credit commitment was reduced to zero. At December 31, 2012, we had a committed unused line of
credit with HSBC Investments (Bahamas) Limited of $900 million. At December 31,2012 and 2011, we also had an uncommitted
unused line of credit from our immediate parent, HSBC North America Inc. (“HNAI”) of $150 million and, at December 31, 2012,
a committed unused line of credit with HSBC of $500 million.

As amember of the New York FHLB, we have a secured borrowing facility that is collateralized by real estate loans and investment
securities. At December 31,2012 and 2011, the facility included $1.0 billion of borrowings included in long-term debt. The facility
also allows access to further short-term borrowings based upon the amount of residential mortgage loans and securities pledged
as collateral with the FHLB, which allows access to borrowings of up to $4.2 billion as of December 31,2012. See Note 16, “Long-
Term Debt,” for further information regarding these borrowings.

176



HSBC USA Inc.

16. Long-Term Debt

The composition of long-term debt is presented in the following table. Interest rates on floating rate notes are determined periodically
by formulas based on certain money market rates or, in certain instances, by minimum interest rates as specified in the agreements
governing the issues. Interest rates in effect at December 31, 2012 are shown in parentheses.

At December 31, 2012 2011
(in millions)

Issued by HSBC USA:

Non-subordinated debt:

Medium-Term Floating Rate Notes due 2012-2027 (.04% — 2.61%0) .c.veverueeeeeieieinenene e $ 4730 $ 20975

$4 billion Floating Rate Debt due 2013-2016 (.91% — 1.65%)....c.cuvvevueucmiirccirrcceecccee 4,000 4,000

2.375% Senior Notes dUe 2015 ..ottt b et 2,257 —

5 year Senior Notes due 2018 (1.625%0) ....ovoveuireriiniiiiciiciieereree e 1,500 —

12,487 6,975
Subordinated debt:

Fixed Rate Subordinated Notes due 2014-2097 (5.00% — 9.50%) ...cveeveeieeenieierieeiesieevesieeveeiens 1,320 1,320

Perpetual Floating Rate Capital NOLES .......ccevieiiiiieiieiieitieieeeeeee ettt — 129

Junior Subordinated Debentures due 2026-2027 (7.75% — 8.38%0) .evveevevvieeeirieierieeieeieevesieeveeiens 559 868

1,879 2,317
Total issued by HSBC USA ....c..coiiiiiinieneretnetne ettt sttt st 14,366 9,292
Issued or acquired by HSBC Bank USA and its subsidiaries:
Non-subordinated debt:
Global Bank NOtE PrOIam:........ceeieiiiriiiieieie ettt ettt se e et see st seeneesseeneesneeneenneens
Medium-Term Notes due 2012-2040 ((04% — 1.60%0)....ccueeverriecrierieiieieieeeesreeeesieetesieesesieesesreens 658 657
4.95% Fixed Rate Senior Notes due 2012.......c.coiiiiiiiiiiiiee ettt s — 25
658 682
Federal Home Loan Bank of New York advances:
Fixed Rate FHLB adVAnCes.........cceruiiiiiieieiieieeet ettt st — 7
Floating Rate FHLB advance due 2036 (.39%0) ......veieeeeriieieieeieeeeieeeeie ettt 1,000 1,000
1,000 1,007
Precious metal leases due 2012-2014 (1.02%0) .eeueerueeieneeeeieeeeeee ettt 54 50
Secured financings with Structured Note VEhicles! ............oo.oouiuiveeeeeeeeeeeeeeeeeeeeeeeee e 63 189
(15T PRSPPI 12 18
Total NON-SUDOTAINALEA AEDL.......c.ciuiiiiriiiiiieie ettt et 1,787 1,946
Subordinated debt:

4.625% Global Subordinated Notes due 2014 ..........coiiiiiriiineereeeeeeeeeeee e 999 998

L1513 PSSR 92 55
Global Bank Note Program:

Fixed Rate Global Bank Notes due 2017-2039 (4.875% — 7.00%0) «.e.veeeereereeneeieneeeeeeeecieee e 4,498 4,152
Total SUbOrdinated debt..........coiiuiiiiiiiieee ettt e 5,589 5,205
Total issued or acquired by HSBC Bank USA and its subsidiaries............cceeeeeerereenirieneeieseeieeieee 7,376 7,151
Obligations UNder CaPItal [EASES . .....c..eruiruertirieieieietet ettt sttt ettt be bbb sae e 3 266
Total 1oNG-LEIM AEDL.......eeiieeiiiiee ettt ettt et et esbeentesbeenteebeeneeeneens $ 21,745 $ 16,709
m

See Note 27, “Variable Interest Entities,” for additional information.
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The table excludes $900 million of long-term debt at December 31, 2012 and 2011, due to us from HSBC Bank USA and our
subsidiaries. Of this amount, the earliest note is due to mature in 2022 and the latest note is due to mature in 2097.

Foreign currency denominated long-term debt was immaterial at December 31, 2012 and 2011.

At December 31, 2012 and 2011, we have elected fair value option accounting for some of our medium-term floating rate notes
and certain subordinated debt. See Note 18, “Fair Value Option,” for further details. At December 31, 2012 and 2011, medium
term notes totaling $5.3 billion and $3.4 billion, respectively, were carried at fair value. Subordinated debt of $2.0 billion and $1.7
billion was carried at fair value at December 31, 2012 and 2011.

During the third quarter of 2011, we notified the holders of our outstanding Puttable Capital Notes with an aggregate principal
amount of $129 million (the “Notes”) that, pursuant to the terms of the Notes, we had elected to revoke the obligation to exchange
capital securities for the Notes and would redeem the Notes in full. The Notes were redeemed in January 2012.

The Junior Subordinated Debentures due 2026-2032 were issued to and held by three capital funding trusts organized by us. The
trusts issued preferred stock collateralized by the debentures which are guaranteed by us. The trusts also issued common stock,
all of which is held by us and recorded in other assets. The debentures issued to the capital funding trusts, less the amount of their
common stock we hold, qualify as Tier 1 capital at December 31, 2012. Although the capital funding trusts are VIEs, our investment
in the common stock does not expose us to risk as it does not require funding from us and therefore, is not considered to be equity
at risk. Under proposed Basel III capital requirements, these securities would not qualified as Tier 1 capital beginning in 2013. As
we hold no other interests in the capital funding trusts and therefore are not their primary beneficiary, we do not consolidate them.
In December 2012, we exercised our option to call $309 million of debentures previously issued by HUSI to HSBC USA Capital
Trust VII at the contractual call price of 103.925 percent which resulted in a net loss on extinguishment of approximately $12
million. The Trust used the proceeds to redeem the trust preferred securities previously issued to an affiliate. We subsequently
issued one share of common stock to our parent, HNAI for a capital contribution of $312 million.

Maturities of long-term debt at December 31, 2012, including secured financings and conduit facility renewals, were as follows:

(in millions)

2003 ittt ettt ettt tteae ettt e ete et e et e b e b e b e b esb e st eatesserteaeetseteeae et e ebeebe s e st esb e st essesserserseteereereeteereerens $ 3,355
2004 ettt ettt a1ttt et e et e et et et et et et ettt eteeateaeeteeteeteeteeteete s et et et easersereereeteeaeateas 3,227
2015 ettt ettt et he bt e st e st e st ett ettt e et et e es e s e b e b e b eabenb e st es b et s eRteR e eseeR e eR e ek e beehebenbesbenbenbessestasteseeseeseeseesenrens 3,625
2016 ottt ettt ettt ettt ettt tteteeteeteete et e te b e b et b e st st st e st erteatetseteete et e ebeeae s e b e s b eatessessereersersereereeteereeren 1,275
2017 ettt e ettt a1t eteete et e et et et et et ene et eatetseateaeeteeteeteeteteeteat et et et easereereereeteeaearea 983
TETEATIET ...ttt ettt ettt e e bt e e teeeta e e teeeabeeeseesabeesseesebe e saeesseesbsaesbeeabeesabeenseestbeensaeaaeeeareenaneenres 9,280
0] 7: ) SRR $ 21,745

17. Derivative Financial Instruments

In the normal course of business, the derivative instruments entered into are for trading, market making and risk management
purposes. For financial reporting purposes, a derivative instrument is designated in one of the following categories: (a) financial
instruments held for trading, (b) hedging instruments designated as a qualifying hedge under derivative and hedge accounting
principles or (c) a non-qualifying economic hedge. The derivative instruments held are predominantly swaps, futures, options and
forward contracts. All freestanding derivatives, including bifurcated embedded derivatives, are stated at fair value. Where we enter
into enforceable master netting arrangements with counterparties, the master netting arrangements permit us to net those derivative
asset and liability positions and to offset cash collateral held and posted with the same counterparty.

Derivatives Held for Risk Management Purposes Our risk management policy requires us to identify, analyze and manage risks
arising from the activities conducted during the normal course of business. We use derivative instruments as an asset and liability
management tool to manage our exposures in interest rate, foreign currency and credit risks in existing assets and liabilities,
commitments and forecasted transactions. The accounting for changes in fair value of a derivative instrument will depend on
whether the derivative has been designated and qualifies for hedge accounting under derivative accounting principles.

We designate derivative instruments to offset the fair value risk and cash flow risk arising from fixed-rate and floating-rate assets
and liabilities as well as forecasted transactions. We assess the hedging relationships, both at the inception of the hedge and on an
ongoing basis, using regression approach to determine whether the designated hedging instrument is highly effective in offsetting
changes in the fair value or the cash flows attributable to the hedged risk. Accounting principles for qualifying hedges require us
to prepare detailed documentation describing the relationship between the hedging instrument and the hedged item, including, but
not limited to, the risk management objective, the hedging strategy and the methods to assess and measure the ineffectiveness of
the hedging relationship. We discontinue hedge accounting when we determine that the hedge is no longer effective, the hedging
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instrument is terminated, sold or expired, the designated forecasted transaction is not probable of occurring, or when the designation
is removed by us.

In the tables that follow below, the fair value disclosed does not include collateral that we either receive or deposit with our interest
rate swap counterparties. Such collateral is recorded on our balance sheet at an amount which approximates fair value and is netted
on the balance sheet with the fair value amount recognized for derivative instruments.

Fair Value Hedges In the normal course of business, we hold fixed-rate loans and securities and issue fixed-rate senior and
subordinated debt obligations. The fair value of fixed-rate (USD and non-USD denominated) assets and liabilities fluctuates in
response to changes in interest rates or foreign currency exchange rates. We utilize interest rate swaps, forward and futures contracts
and foreign currency swaps to minimize the effect on earnings caused by interest rate and foreign currency volatility.

For reporting purposes, changes in fair value of a derivative designated in a qualifying fair value hedge, along with the changes
in the fair value of the hedged asset or liability attributable to the hedged risk, are recorded in current period earnings. We recognized
net losses of $13 million during 2012 compared to net losses of $74 million during 2011 which are reported in other income (loss)
in the consolidated statement of income (loss) which represents the ineffective portion of all fair value hedges. The interest accrual
related to the derivative contract is recognized in interest income.

The changes in the fair value of the hedged item designated in a qualifying hedge are captured as an adjustment to the carrying
amount of the hedged item (basis adjustment). If the hedging relationship is terminated and the hedged item continues to exist,
the basis adjustment is amortized over the remaining life of the hedged item. We recorded basis adjustments for active fair value
hedges which decreased the carrying amount of our debt by $8 million and increased the carrying amount of our debt by $17
million during 2012 and 2011, respectively. We amortized $12 million and $11 million of basis adjustments related to terminated
and/or re-designated fair value hedge relationships during 2012 and 2011, respectively. The total accumulated unamortized basis
adjustment amounted to an increase in the carrying amount of our debt of $49 million and $53 million as of December 31, 2012
and 2011, respectively. Basis adjustments for active fair value hedges of available-for-sale securities increased the carrying amount
of the securities by $130 million during 2012 compared to an increase in the carrying amount of the securities by $1.0 billion
during 2011. Total accumulated unamortized basis adjustments for active fair value hedges of available-for-sale securities amounted
to an increase in carrying amount of $836 million and $1.1 billion as of December 31, 2012 and 2011, respectively.

The following table presents the fair value of derivative instruments designated and qualifying as fair value hedges and their
location on the balance sheet.

1) (O]

Derivative Assets Derivative Liabilities
Fair Value as of Fair Value as of
Balance Sheet December 31, Balance Sheet December 31,
Location 2012 2011 Location 2012 2011
(in millions)
Interest, taxes and

Interest rate contracts ...........c..cceeveveeevveeennnen.. Other assets  $ 10 $ 4 other liabilities $ 875 $ 1,134

M The derivative asset and derivative liabilities presented above may be eligible for netting and consequently may be shown net against a different line item
on the consolidated balance sheet. Balance sheet categories in the above table represent the location of the assets and liabilities absent the netting of the
balances.
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The following table presents information on gains and losses on derivative instruments designated and qualifying as hedging
instruments in fair value hedges and the hedged items in fair value hedges and their location on the consolidated statement of
income (loss).

Gain (Loss) on Derivative Gain (Loss) on Hedged Items

Interest Income Other Income Interest Income Other Income
(Expense) (Expense) (Expense) (Expense)

(in millions)

Year Ended December 31, 2012

Interest rate contracts/AFS Securities .........c.cccvveeererirenenenns $ 204) $ 235) $ 424 $ 222

Interest rate contracts/commercial loans — — — —

Interest rate contracts/subordinated debt 14 9 (62) ®)
TOtAL et $ (190) $ (226) $ 362 $ 214

Year Ended December 31, 2011

Interest rate contracts/AFS Securities .........c.cccveeereeeereneenennes $ 3B $ (1,762) $ 712§ 1,694

Interest rate contracts/commercial loans..............ccccoeeeeenes (22) 2 — %)
Interest rate contracts/subordinated debt...........ccccceevverennnne. 50 (13) (104) 10

TOtAL .o $ 3) 3 1,773) $ 608 § 1,699

Cash Flow Hedges We own or issue floating rate financial instruments and enter into forecasted transactions that give rise to
variability in future cash flows. As a part of our risk management strategy, we use interest rate swaps, currency swaps and futures
contracts to mitigate risk associated with variability in the cash flows. Changes in fair value of a derivative instrument associated
with the effective portion of a qualifying cash flow hedge are recognized initially in other comprehensive income (loss). When
the cash flows for which the derivative is hedging materialize and are recorded in income or expense, the associated gain or loss
from the hedging derivative previously recorded in accumulated other comprehensive income (loss) is reclassified into earnings
in the same accounting period in which the designated forecasted transaction or hedged item affects earnings. If a cash flow hedge
of a forecasted transaction is de-designated because it is no longer highly effective, or if the hedge relationship is terminated, the
cumulative gain or loss on the hedging derivative to that date will continue to be reported in accumulated other comprehensive
income (loss) unless it is probable that the hedged forecasted transaction will not occur by the end of the originally specified time
period as documented at the inception of the hedge, at which time the cumulative gain or loss is released into earnings. As of
December 31, 2012 and 2011, active cash flow hedge relationships extend or mature through July 2036. During 2012 and 2011,
$17 million and $13 million, respectively, of losses related to terminated and/or re-designated cash flow hedge relationships were
amortized to earnings from accumulated other comprehensive income (loss). During the next twelve months, we expect to amortize
$12 million of remaining losses to earnings resulting from these terminated and/or re-designated cash flow hedges. The interest
accrual related to the derivative contract is recognized in interest income.

The following table presents the fair value of derivative instruments that are designated and qualify as cash flow hedges and their
location on the consolidated balance sheet.

) 1

Derivative Assets Derivative Liabilities
Fair Value as of Fair Value as of
Balance Sheet December 31, Balance Sheet December 31,
Location 2012 2011 Location 2012 2011
(in millions)
Interest, taxes and
Interest rate CONtracts..........coeevvveeveeeveevneenen. Otherassets $§ 47 $§ 29 other liabilities $ 236 $ 248

(1) The derivative asset and derivative liabilities presented above may be eligible for netting and consequently may be shown net against a different line item
on the consolidated balance sheet. Balance sheet categories in the above table represent the location of the assets and liabilities absent the netting of the
balances.
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The following table presents information on gains and losses on derivative instruments designated and qualifying as hedging
instruments in cash flow hedges (including amounts recognized in AOCI from all terminated cash flow hedges) and their locations
on the consolidated statement of income (loss).

Location of Gain

(Loss) Gain (Loss)
Gain (Loss) Gain (Loss) Recognized Recognized
Recognized Location of Gain Reclassed in Income in Income
in AOCI on (Loss) Reclassified From AOCI on the Derivative on the
Derivative from AOCI into Income (Ineffective Portion and Derivative
(Effective into Income (Effective (Effective Amount Excluded from (Ineffective
Portion) Portion) Portion) Effectiveness Testing) Portion)
2012 2011 2012 2011 2012 2011
(in millions)
Interest income )
Interest rate contracts.... $§ 29 § (265) (expense) $ (A7) $ (13) Other income (loss) $ — $ (5)

Trading and Other Derivatives In addition to risk management, we enter into derivative instruments for trading and market making
purposes, to repackage risks and structure trades to facilitate clients’ needs for various risk taking and risk modification purposes.
We manage our risk exposure by entering into offsetting derivatives with other financial institutions to mitigate the market risks,
in part or in full, arising from our trading activities with our clients. In addition, we also enter into buy protection credit derivatives
with other market participants to manage our counterparty credit risk exposure. Where we enter into derivatives for trading purposes,
realized and unrealized gains and losses are recognized in trading revenue or residential mortgage banking revenue (loss). Credit
losses arising from counterparty risk on over-the-counter derivative instruments and offsetting buy protection credit derivative
positions are recognized as an adjustment to the fair value of the derivatives and are recorded in trading revenue.

Derivative instruments designated as economic hedges that do not qualify for hedge accounting are recorded at fair value through
profit and loss. Realized and unrealized gains and losses are recognized in other income or residential mortgage banking revenue
(loss) while the derivative asset or liability positions are reflected as other assets or other liabilities. As of December 31, 2012, we
have entered into credit default swaps which are designated as economic hedges against the credit risks within our loan portfolio.
In the event of an impairment loss occurring in a loan that is economically hedged, the impairment loss is recognized as provision
for credit losses while the gain on the credit default swap is recorded as other income (loss). In addition, we also from time to time
have designated certain forward purchase or sale of to-be-announced (“TBA”) securities to economically hedge mortgage servicing
rights.

Changes in the fair value of TBA positions, which are considered derivatives, are recorded in residential mortgage banking revenue.

The following table presents the fair value of derivative instruments held for trading purposes and their location on the consolidated
balance sheet.

a @

Derivative Assets Derivative Liabilities
Fair Value as of Fair Value as of
Balance Sheet December 31, Balance Sheet December 31,
Location 2012 2011 Location 2012 2011
(in millions)
Interest rate contracts.............co...... Trading assets $ 70,865 $ 60,719 Trading liabilities $ 70,450 $ 61,280
Foreign exchange contracts.............. Trading assets 13,799 15,654 Trading liabilities 13,601 15,413
Equity contracts ........c..coceeveevennenennee Trading assets 1,287 1,165 Trading liabilities 1,291 1,164
Precious metals contracts ................ Trading assets 791 1,842 Trading liabilities 738 1,248
Credit contracts.........cccceeeeeeeneeennne. Trading assets 7,128 14,388 Trading liabilities 7,347 14,285
Total..coeeieieeieeceeeeeee e $ 93,870 $ 93,768 $ 93427 $ 93,390

The derivative asset and derivative liabilities presented above may be eligible for netting and consequently may be shown net against a different line item on the
consolidated balance sheet. Balance sheet categories in the above table represent the location of the assets and liabilities absent the netting of the balances.
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The following table presents the fair value of derivative instruments held for other purposes and their location on the consolidated

balance sheet.

Derivative Assets(l)

Derivative Liabilities

(1)

Fair Value as of

Fair Value as of

Balance Sheet December 31, Balance Sheet December 31,
Location 2012 2011 Location 2012 2011
(in millions)

Interest rate contracts............c.ccuv.... Other assets $ 9201 §$ 957 Interest, taxes and

other liabilities $ 97 3 106
Foreign exchange contracts.............. Other assets 52 11 Interest, taxes and

other liabilities 17 13
Equity contracts..........cccccceeeveinnennne Other assets 472 51 Interest, taxes and

other liabilities 126 87
Credit contracts.........ecceeeeceereeeennne. Other assets 1 2 Interest, taxes and

other liabilities 4 8
Total. e $ 1426 $ 1,021 $ 244 § 214

M The derivative asset and derivative liabilities presented above may be eligible for netting and consequently may be shown net against a different line item
on the consolidated balance sheet. Balance sheet categories in the above table represent the location of the assets and liabilities absent the netting of the

balances.

The following table presents information on gains and losses on derivative instruments held for trading purposes and their locations

on the consolidated statement of income (loss).

Amount of Gain (Loss)
Recognized in Income
on Derivatives

Location of Gain (Loss) Year Ended December 31,
Recognized in Income on Derivatives 2012 2011
(in millions)
Interest rate CONtracts..........cceceevereereerienueneensns Trading revenue (loss) $ 9 $ (82)
Interest rate contracts............cococevveceieiennnenn. Residential mortgage banking revenue (loss) 26 119
Foreign exchange contracts . Trading revenue (loss) 649 263
Equity contracts..........cccceeevvevrucennnne . Trading revenue (loss) 57 128
Precious metals contracts .................. . Trading revenue (loss) 115 114
Credit contracts.........c.ccoeverveneennennenn . Trading revenue (loss) (790) 174)
Total ..o $ 28 § 368

The following table presents information on gains and losses on derivative instruments held for other purposes and their locations
on the consolidated statement of income (loss).

Amount of Gain (Loss)
Recognized in Income
on Derivatives

Location of Gain (Loss) Year Ended December 31,
Recognized in Income on Derivatives 2012 2011
(in millions)
Interest rate contracts............ccceevveiviiinnnnnn Other income (loss) $ 91 § 677
Interest rate CONtracts........covvevvvvereeeerueeeruencnn Residential mortgage banking revenue (loss) 4 (11)
Foreign exchange contracts.............c.cccccceuee. Other income (loss) 95 38
Equity contracts ..........ccccocoeeruccceenincuccnenen Other income (loss) 630 22
Credit contracts...........cooeeeevivviiinicccnnen Other income (loss) 1 )
Total ..o $ 821 § 724
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Credit-Risk Related Contingent Features We enter into total return swap, interest rate swap, cross-currency swap and credit
default swap contracts, amongst others which contain provisions that require us to maintain a specific credit rating from each of
the major credit rating agencies. Sometimes the derivative instrument transactions are a part of broader structured product
transactions. If HSBC Bank USA’s credit ratings were to fall below the current ratings, the counterparties to our derivative
instruments could demand us to post additional collateral. The amount of additional collateral required to be posted will depend
on whether HSBC Bank USA is downgraded by one or more notches and whether the downgrade is in relation to long-term or
short-term ratings. The aggregate fair value of all derivative instruments with credit-risk-related contingent features that are in a
liability position as of December 31, 2012, is $8.7 billion for which we have posted collateral of $7.9 billion. The aggregate fair
value of all derivative instruments with credit-risk-related contingent features that are in a liability position as of December 31,
2011, is $10.3 billion for which we have posted collateral of $8.5 billion. Substantially all of the collateral posted is in the form
of cash which is reflected in either interest bearing deposits with banks or other assets. See Note 28, “Guarantee Arrangements
and Pledged Assets,” for further details.

In the event of a credit downgrade, we currently do not expect HSBC Bank USA’s long-term ratings to go below A2 and A+ or
the short-term ratings to go below P-2 and A-1 by Moody’s and S&P, respectively. The following tables summarize our obligation
to post additional collateral (from the current collateral level) in certain hypothetical commercially reasonable downgrade scenarios.
It is not appropriate to accumulate or extrapolate information presented in the tables below to determine our total obligation because
the information presented to determine the obligation in hypothetical rating scenarios is not mutually exclusive.

Moody’s Long-Term Ratings
Short-Term Ratings Al A2 A3

(in millions)
P ettt sttt et et sb e et saeen $ — 3 49 3 221
P ettt et b bttt ne s 2 4 221
S&P Long-Term Ratings
Short-Term Ratings AA- A+ A

(in millions)
ATttt b et h et h et sttt ebe et $ — 3 — $ 45
AT ettt ettt et h et h bt et be e 29 74 246

We would be required to post $33 million of additional collateral on total return swaps and certain other transactions if HSBC
Bank USA is downgraded by S&P and Moody’s by two notches on our long term rating accompanied by one notch downgrade in
our short term rating.
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Notional Value of Derivative Contracts The following table summarizes the notional values of derivative contracts.

At December 31,

2012 2011

Interest rate:

FULUIES and FOIWATAS ....ooovviiiiieie ettt ete e e e eaa e e e eaaee s eaaeesenaaeesnaeessnneeaas

Foreign Exchange:

Swaps, futures and FOrWards ...........cceoviiiiiiiiieiiceeeee et re e
(051510781 L (< 4 PRSP SRRUS
OPHONS PUICRASEA ... ettt ettt ettt et et e st e sseense s st esesseesesnsessesnsenseensensenns

Commodities, equities and precious metals:
Swaps, futures and FOrWards ...........cceoviiiiiiiiieiiceeeee et re e
(051510781 L (< USRS
OPHONS PUICRASEA ... .ottt ettt et et e saeenae s st esesseesesnsesseensenseensenseans
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(in billions)

$ 3139 § 3203
2,842.6 2,325.1
43.3 69.9

44.2 67.3

3,244.0 2,782.6

743.7 725.0
54.9 39.7
55.5 40.4
56.3 60.1

910.4 865.2
48.1 50.2
21.0 8.2
21.4 17.1
90.5 75.5

484.9 657.3

$ 47298 § 4,380.6
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18. Fair Value Option

We report our results to HSBC in accordance with its reporting basis, International Financial Reporting Standards (“IFRSs”). We
have elected to apply fair value option accounting to selected financial instruments in most cases to align the measurement attributes
of those instruments under U.S. GAAP and IFRSs and to simplify the accounting model applied to those financial instruments.
We elected to apply fair value option (“FVO”) reporting to commercial leveraged acquisition finance loans and related unfunded
commitments, certain fixed rate long-term debt issuances and hybrid instruments which include all structured notes and structured
deposits. Changes in fair value for these assets and liabilities are reported as gain (loss) on instruments designated at fair value
and related derivatives in the consolidated statement of income (loss).

Loans We clected to apply FVO to all commercial leveraged acquisition finance loans held for sale and related unfunded
commitments. The election allows us to account for these loans and commitments at fair value which is consistent with the manner
in which the instruments are managed. As of December 31, 2012, commercial leveraged acquisition finance loans held for sale
and related unfunded commitments of $465 million carried at fair value had an aggregate unpaid principal balance of $486 million.
As of December 31, 2011, commercial leveraged acquisition finance loans held for sale and related unfunded commitments of
$377 million carried at fair value had an aggregate unpaid principal balance of $448 million.

These loans are included in loans held for sale in the consolidated balance sheet. Interest from these loans is recorded as interest
income in the consolidated statement of income. Because a substantial majority of the loans elected for the fair value option are
floating rate assets, changes in their fair value are primarily attributable to changes in loan-specific credit risk factors. The
components of gain (loss) related to loans designated at fair value are summarized in the table below. As of December 31, 2012
and 2010, no loans for which the fair value option has been elected are 90 days or more past due or on nonaccrual status.

Long-Term Debt (Own Debt Issuances) We elected to apply FVO for certain fixed-rate long-term debt for which we had applied
or otherwise would elect to apply fair value hedge accounting. The election allows us to achieve a similar accounting effect without
meeting the hedge accounting requirements. We measure the fair value of these debt issuances based on inputs observed in the
secondary market. Changes in fair value of these instruments are attributable to changes of our own credit risk and interest rates.

The fair value of fixed-rate debt accounted for under FVO at December 31, 2012 totaled $2.0 billion and had an aggregate unpaid
principal balance of $1.8 billion. The fair value of fixed-rate debt accounted for under FVO at December 31, 2011 totaled $1.7
billion and had an aggregate unpaid principal balance of $1.8 billion. Interest on the fixed-rate debt accounted for under FVO
isrecorded as interest expense in the consolidated statement of income. The components of gain (loss) related to long-term debt
designated at fair value are summarized in the table below.

Hybrid Instruments We elected to apply fair value option accounting principles to all of our hybrid instruments, inclusive of
structured notes and structured deposits, issued after January 1, 2006. As of December 31, 2012, interest bearing deposits in
domestic offices included $8.7 billion of structured deposits accounted for under FVO which had an unpaid principal balance of
$8.4 billion. As of December 31, 2011, interest bearing deposits in domestic offices included $9.8 billion of structured deposits
accounted for under FVO which had an unpaid principal balance of $9.6 billion. Long-term debt at December 31, 2012 included
structured notes of $5.3 billion accounted for under FVO which had an unpaid principal balance of $5.0 billion. Long-term debt
at December 31, 2011 included structured notes of $3.4 billion accounted for under FVO which had an unpaid principal balance
of $3.5 billion. Interest on this debt is recorded as interest expense in the consolidated statement of income. The components of
gain (loss) related to hybrid instruments designated at fair value which reflect the instruments described above are summarized in
the table below.

Components of Gain on Instruments at Fair Value and Related Derivatives Gain (loss) on instruments designated at fair value
and related derivatives includes the changes in fair value related to interest, credit and other risks as well as the mark-to-market
adjustment on derivatives related to the financial instrument designated at fair value and net realized gains or losses on these
derivatives. The components of gain (loss) on instruments designated at fair value and related derivatives related to the changes
in fair value of the financial instrument accounted for under FVO are as follows:
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Long-Term Hybrid
Loans Debt Instruments Total
(in millions)

Year Ended December 31, 2012
Interest rate and other components(” ..................................................... 3 S 13§ (791) $ (775)
Credit riSK COMPONENL ......cueviiiiiiiiiicieee e 49 (361) (75) (387)
Total mark-to-market on financial instruments designated at fair

VAIUE ..ottt 52 (348) (866) (1,162)
Net realized loss on financial instruments...........cccccceceeverveevinenrcncnnenne. (6)) — — 1)
Mark-to-market on the related derivatives ..........c.ccoecceeeenecnncneennen — (38) 796 758
Net realized gain on the related long-term debt derivatives.................. — 63 — 63
Gain (loss) on instruments designated at fair value and related

ETIVALIVES ..ceiriieiieiecteee sttt 51 § (323) § (70) $ (342)
Year Ended December 31, 2011
Interest rate and other components')..............c...ccovveerrverrveerverreernnnns 5) $ (345) $ 391) $ (741)
Credit riSK COMPONENL ......ovevvevirieiiiiirieieteieeeecre e (14) 376 113 475
Total mark-to-market on financial instruments designated at fair
VALUC .ttt ettt (19) 31 (278) (266)
Net realized loss on financial instruments...........c.cccceceeevvercenenrcncnnenne. ) — — 1)
Mark-to-market on the related derivatives ..........c.ccceeeereecncrneneenennen — 369 305 674
Net realized gain on the related long-term debt derivatives.................. — 64 — 64
Gain (loss) on instruments designated at fair value and related
ETIVALIVES ...ttt (20) $ 464 $ 27§ 471
Year Ended December 31, 2010
Interest rate and other components'").................ccocooveoeorrrriirreeern. 2 3 99) $ (556) $ (653)
Credit risk COMPONENL .......ouevuiiiiiiiiriierirereteeeeceereeeeee e 42 62 41 145
Total mark-to-market on financial instruments designated at fair
VALUC .ttt 44 (37) (515) (508)
Net realized loss on financial inStruments...........coccoceveeeeeneeeneenenennen — — — —
Mark-to-market on the related derivatives .............ccoccoveniinicnnenne. 3) 199 529 725
Net realized gain on the related long-term debt derivatives.................. — 77 — 77
Gain (loss) on instruments designated at fair value and related
AETIVALIVES ...ttt 41 $ 239 $ 14 3 294
@
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19. Income Taxes

Total income taxes for continuing operations were as follows.

Year Ended December 31, 2012 2011 2010
(in millions)
Provision (benefit) fOr iNCOME tAXES .....couevuieriirieieiiieieriiee ettt $ 338 § 227 % 439
Income taxes related to adjustments included in common shareholder’s equity: .............
Unrealized gains (losses) on securities available-for-sale, net...........c.ccecceeeevencennenne. 76 552 96
Unrealized gains (losses) on derivatives classified as cash flow hedges.........c............ 17 (110) 10
Employer accounting for post-retirement plans ..........c..coceeevvevvecienrereeinrenninenieneneene 5 3) 2
Other-than-temporary IMpPairMeNt........c..ccceceeererirenerinenenenreteeeeettee e seeenes — 1 30
TORAL ettt ettt b e e s he et eaean S 436 $ 667 $ 573

The components of income tax expense (benefit) follow.

Year Ended December 31, 2012 2011 2010
(in millions)
Current:
FEACTAL .....oeeeeeeeeeee ettt ettt eae et ens et eaeetennereaea $ 153 § 316 $ 85
State and 10CAL........cociiiieii et ens 173 143 33
FOT@IGN ...ttt ettt ettt ettt b e s et e b e et b e b e e saebeessesseessesaeessesaaensennees (28) 57 47
TOAl CUITENL.....eevieeiieeieeiiecte ettt ettt e et e et e et e steeesbe e teessaeesseessbeesseessseensaessseenseessnennses 298 516 165
Deferred, primarily federal...........cooccovieiiiiieiiiiee e s 40 (289) 274
Total income tax expense (DENETIt)..........cocvieieiiiiieriiiicieciee et $ 338 § 227 § 439

The following table is an analysis of the difference between effective rates based on the total income tax provision attributable
to pretax income and the statutory U.S. Federal income tax rate.

Year Ended December 31, 2012 2011 2010

(dollars are in millions)

Tax expense (benefit) at the U.S. federal statutory

INCOME tAX TALC...c.vevvieerrereeiiieieeeeeerereecseeeenene $ (@318) (35.00% $ 239 35.0% $ 506 35.0%
Increase (decrease) in rate resulting from:

State and local taxes, net of federal benefit...... 46 5.0 92 13.5 28 1.9
Adjustment of tax rate used to value deferred

TAXES oottt ettt ettt (13) (1.4) — — (84) (5.8)
Non-deductible expense accrual related to

certain regulatory matters” ..................cc..co...... 483 531 — — — —
Non-deductible goodwill related to branch

SALE™) .o 139 15.3 — — — —
Valuation allowance?...........ccccoocovverrerrennnnn, — — (217) (31.8) (26) (1.8)
Accrual of tax reserves™ ...........ccoccoocoerrerrnnn, 45 4.9 161 23.6 75 52
Impact of foreign operations™......................... 51 5.6 63 9.2 56 3.9
Tax exempt interest inCOMe...........ccccovevevrnennnn. (14) (1.5) (10) (1.5) (12) (.8)
Low income housing and other tax credits........ (85) 9.3) (115) (16.9) (111) (7.7)
Non-taxable inCome.........coeveueererireereerrenenene — — 4) (.6) %) (3)
OMhET ... 4 0.4 18 2.8 12 8

Total income tax expense (benefit)............cceeunnnne $ 338 371 % $ 227 33.3% $ 439 30.4%

M For 2012, largely impacted by non-deductible expense related to certain regulatory matters and non-deductible goodwill related to the branches sold to First

Niagara.
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(2)
3)

For 2011, relates to release of valuation allowance previously established on foreign tax credits.

Tax reserves in 2012, 2011 and 2010, relate to state uncertain tax positions which we no longer believe we meet the more likely than not requirement for
recognition. Specifically, the increase in 2011 relates to a state court decision that required us to increase our reserves.

For 2012, relates to foreign (U.K.) tax expense for which no foreign tax credits are allowed, and for 2011 and 2010, primarily related to an accrued foreign
tax expense related to Brazilian withholding taxes reversed in 2010 - 2012.

(O]

The components of the net deferred tax position are presented in the following table.

At December 31, 2012 2011

(in millions)

Deferred tax assets:
Allowance for credit losses ............ s s $ 267 $ 369
BENETIt ACCTUALS ....vveeieeieeeeeee ettt e e e e e e e et e e eaaeeeeaaeeesnaeesenneeeennaeesaneeeaan 120 147

Accrued expenses not currently deductible...........oocoiiiiiiiiiii e 247 315
Tax credit CAITY-TOIWATAS .......c.eoieiieiieie ettt ettt st e b e st essessaesseensesseennenseens — 145
Interest and diSCOUNT INCOME........c.eruiiiieieieiieiieeet ettt ettt es st ebe et bbb b neens 230 74
161 140

188 130

463 482

TOtal AEfEITEA tAX ASSELS ..eeiiieeeiiiiieieetiei ettt e e e ettt e e e ettt e e e e s e eatae e e e e e aaeeeeesesaaaeeeeesanraeeeas 1,676 1,802

Less deferred tax liabilities:

Fair value adjUSTMENLS.......ccviiiiiiieiieieie ettt ettt te et e te e b e sseessesseesessaessesssesseessesseessensenns 10 172
Unrealized gains (losses) on available-for-sale securities.... 692 606
MoOrtgage SEIVICING TIZNES. ....iciiriieiieiieieeiesie ettt ettt e et et e sseetesseesesseesesnsessesnsenseensenseens 69 85
Total deferred tax HabIlItIES. ... coueveieieieiiceieet ettt 771 863

INEE AETEITEA TAX SSEL ..ottt ettt e e e e e e e e e e e ete e eeseeeee st eeeeseeeeeesreeaeseeenaesnes $ 9205 $ 939

A reconciliation of the beginning and ending amount of unrecognized tax benefits (hereinafter referred to as uncertain tax
reserves) is as follows.

2012 2011 2010
(in millions)
Balance at JANUATY 1, .....c.coooiiuiueiiirieieieie ettt $ 416 $ 210§ 88
Additions based on tax positions related to the current year...........cccceceeevevenencnenennenn 86 105 62
Reductions based on tax positions related to the current year.........ccccceceevevvererencncnnennen (31) — —
Additions for tax poSItions Of PIIOT YEATS.....c..ccuerverrerierierieierieieieteteieei ettt 32 145 84
Reductions for tax positions Of PriOr YEAIS........cccererrerrerierierieieeeieteeeeeeee e (15) (44) (24)
Reductions related to settlements with taxing authorities ............cecevevereereineenerenennnn (10) — —
Balance at DecemDET 31, .....c..oiiiiiiieiee e e $ 478 $ 416 $ 210

The state tax portion of this amount is reflected gross and not reduced by Federal tax effect. It is reasonably possible that there
could be a change in the amount of our unrecognized tax benefits within the next 12 months due to settlements or statutory
expirations in various state and local tax jurisdictions. The total amount of unrecognized tax benefits at December 31, 2012 that,
if recognized, would affect the effective income tax rate is $296 million and $276 million at December 31, 2012 and 2011,
respectively.

It is our policy to recognize accrued interest related to unrecognized tax positions in interest expense in the consolidated statement
of income and to recognize penalties, if any, related to unrecognized tax positions as a component of other operating expenses in
the consolidated statement of income. We had accruals for the payment of interest and penalties associated with uncertain tax
positions of $159 million and $130 million at December 31, 2012 and 2011, respectively. Our accrual for the payment of interest
and penalties associated with uncertain tax positions increased by $29 million and $99 million during 2012 and 2011, respectively.

HSBC North America Consolidated Income Taxes We are included in HSBC North America's consolidated Federal income tax
return and in various combined state income tax returns. As such, we have entered into a tax allocation agreement with HSBC
North America and its subsidiary entities (the “HNAH Group”) included in the consolidated returns which govern the current
amount of taxes to be paid or received by the various entities included in the consolidated return filings. As a result, we have looked

188



HSBC USA Inc.

at the HNAH Group's consolidated deferred tax assets and various sources of taxable income, including the impact of HSBC and
HNAH Group tax planning strategies, in reaching conclusions on recoverability of deferred tax assets. Where a valuation allowance
is determined to be necessary at the HSBC North America consolidated level, such allowance is allocated to principal subsidiaries
within the HNAH Group as described below in a manner that is systematic, rational and consistent with the broad principles of
accounting for income taxes.

The HNAH Group evaluates deferred tax assets for recoverability using a consistent approach which considers the relative impact
of negative and positive evidence, including historical financial performance, projections of future taxable income, future reversals
of existing taxable temporary differences, tax planning strategies and any available carryback capacity.

In evaluating the need for a valuation allowance, the HNAH Group estimates future taxable income based on management approved
business plans, future capital requirements and ongoing tax planning strategies, including capital support from HSBC necessary
as part of such plans and strategies. The HNAH Group has continued to consider the impact of the economic environment on the
North American businesses and the expected growth of the deferred tax assets. This evaluation process involves significant
management judgment about assumptions that are subject to change from period to period.

In conjunction with the HNAH Group deferred tax evaluation process, based on our forecasts of future taxable income, which
include assumptions about the depth and severity of home price depreciation and the U.S. economic environment, including
unemployment levels and their related impact on credit losses, we currently anticipate that our results of future operations will
generate sufficient taxable income to allow us to realize our deferred tax assets. However, since these market conditions have
created losses in the HNAH Group in recent periods and volatility in our pre-tax book income, our analysis of the realizability of
the deferred tax assets significantly discounts any future taxable income expected from continuing operations and relies to a greater
extent on continued capital support from our parent, HSBC, including tax planning strategies implemented in relation to such
support. HSBC has indicated they remain fully committed and have the capacity and willingness to provide capital as needed to
run operations, maintain sufficient regulatory capital, and fund certain tax planning strategies.

Only those tax planning strategies that are both prudent and feasible, and which management has the ability and intent to implement,
are incorporated into our analysis and assessment. The primary and most significant strategy is HSBC's commitment to reinvest
excess HNAH Group capital to reduce debt funding or otherwise invest in assets to ensure that it is more likely than not that the
deferred tax assets will be utilized.

Currently, it has been determined that the HNAH Group's primary tax planning strategy, in combination with other tax planning
strategies, provides support for the realization of the net deferred tax assets recorded for the HNAH Group. Such determination
is based on HSBC's business forecasts and assessment as to the most efficient and effective deployment of HSBC capital, most
importantly including the length of time such capital will need to be maintained in the U.S. for purposes of the tax planning strategy.

During the first quarter of 2011, the HNAH Group identified an additional tax planning strategy that provided support for the
realization of the deferred tax assets recorded for its foreign tax credits and certain state related deferred tax assets. The use of
foreign tax credits is limited by the HNAH Group's U.S. tax liability and the availability of foreign source income. The tax planning
strategy included the purchase of foreign bonds and REMIC residual interests. These purchases are expected to generate sufficient
foreign source taxable income to allow for the utilization of the foreign tax credits before the credits expire unused and recognition
of certain state deferred tax assets.

Notwithstanding the above, the HNAH Group had valuation allowances against certain state deferred tax assets and certain Federal
tax loss carry forwards for which the aforementioned tax planning strategies did not provide appropriate support.

HNAH Group valuation allowances are allocated to the principal subsidiaries, including us. The methodology allocates the valuation
allowance to the principal subsidiaries based primarily on the entity's relative contribution to the growth of the HSBC North
America consolidated deferred tax asset against which the valuation allowance is being recorded.

If future results differ from the HNAH Group's current forecasts or the tax planning strategies were to change, a valuation allowance
against some or all of the remaining net deferred tax assets may need to be established which could have a material adverse effect
on our results of operations, financial condition and capital position. The HNAH Group will continue to update its assumptions
and forecasts of future taxable income, including relevant tax planning strategies, and assess the need for such incremental valuation
allowances.

Absent the capital support from HSBC and implementation of the related tax planning strategies, the HNAH Group, including us,
would be required to record a valuation allowance against the remaining deferred tax assets.

HSBC USA Inc. Income Taxes We recognize deferred tax assets and liabilities for the future tax consequences related to the
differences between the financial statement carrying amounts of existing assets and liabilities and their respective tax bases, and
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for tax credits and state net operating losses. Our net deferred tax assets, including both deferred tax liabilities and valuation
allowances, totaled $905 million and $939 million as of December 31, 2012 and 2011, respectively.

During the third quarter of 2012, the Internal Revenue Service (“IRS”) Appeals Office closed its review covering the tax periods
2004 and 2005 after the settlement was approved by the Joint Committee of Taxation. There is no resulting impact to our uncertain
tax reserves.

The IRS began its audit of our 2006 and 2007 income tax returns in 2009, with an anticipated completion in 2013. The IRS began
their examination of 2008 and 2009 during the third quarter of 2011, with an anticipated completion in 2013.

We remain subject to state and local income tax examinations for years 2004 and forward. We are currently under audit by various
state and local tax jurisdictions. Uncertain tax positions are reviewed on an ongoing basis and are adjusted in light of changing
facts and circumstances, including progress of tax audits, developments in case law and the closing of statute of limitations. Such
adjustments are reflected in the tax provision. As a result of a 2011 state court decision related to a state tax uncertainty, we no
longer believe that we can uphold the more likely than not conclusion taken on one of these uncertain tax positions. Therefore,
tax reserves of approximately $288 million (net of federal tax benefit) and related accrued interest expense of $143 million were
recorded through the fourth quarter of 2012 to recognize the estimated tax exposure on this matter.

At December 31, 2012, we had net operating losses carryforwards of $40 million for state tax purposes which expire as follows:
$16 million in 2013 - 2017, $2 million in 2023 - 2027, $22 million in 2028 and forward.

At December 31, 2012, we had general business tax credits carryforwards of $1 million for state income tax purposes with no
expiration period.
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20. Preferred Stock

The following table presents information related to the issues of HSBC USA preferred stock outstanding.

Shares Dividend Amount
Outstanding Rate Outstanding
At December 31, 2012 2012 2012 2011

(dollars are in millions)

Floating Rate Non-Cumulative Preferred Stock, Series F ($25 stated
VAIUE). vttt sttt s st ssa s s stese s s essse s et e s esssesssesssesesneas 20,700,000 3.549% $ 517 $ 517

14,950,000 Depositary Shares each representing a one-fortieth
interest in a share of Floating Rate Non-Cumulative Preferred
Stock, Series G ($1,000 stated value) ..........ccceeeeeieeeciiiieriecieieeens 373,750 4.056 374 374

14,950,000 Depositary Shares each representing a one-fortieth
interest in a share of 6.50% Non-Cumulative Preferred Stock,
Series H (31,000 stated value) ........cccceeveerieiinieiiceeie e 373,750 6.500 374 374

6,000,000 Depositary shares each representing a one-fourth interest
in a share of Adjustable Rate Cumulative Preferred Stock, Series D
($100 stated value)......oeeeeererrieeeiniriecieccrsee s 1,500,000 4.500 150 150

$2.8575 Cumulative Preferred Stock ($50 stated value).........c.coueenee... 3,000,000 5.715 150 150
$ 1,565 § 1,565

Dividends on the Floating Rate Non-Cumulative Series F Preferred Stock are non-cumulative and will be payable when and if
declared by our Board of Directors quarterly on the first calendar day of January, April, July and October of each year. Dividends
on the stated value per share are payable for each dividend period at a rate equal to a floating rate per annum of .75% above three
month LIBOR, but in no event will the rate be less than 3.5% per annum. The Series F Preferred Stock may be redeemed at our
option, in whole or in part, on or after April 7, 2010 at a redemption price equal to $25 per share, plus accrued and unpaid dividends
for the then-current dividend period.

Dividends on the Floating Rate Non-Cumulative Series G Preferred Stock are non-cumulative and will be payable when and if
declared by our Board of Directors quarterly on the first calendar day of January, April, July and October of each year.
Dividends on the stated value per share are payable for each dividend period at a rate equal to a floating rate per annum of .75%
above three month LIBOR, but in no event will the rate be less than 4% per annum. The Series G Preferred Stock may be
redeemed at our option, in whole or in part, on or after January 1, 2011 at a redemption price equal to $1,000 per share, plus
accrued and unpaid dividends for the then-current dividend period.

Dividends on the 6.50% Non-Cumulative Series H Preferred Stock are non-cumulative and will be payable when and if declared
by our Board of Directors quarterly on the first calendar day of January, April, July and October of each year at the stated rate of
6.50%. The Series H Preferred Stock may be redeemed at our option, in whole or in part, on or after July 1, 2011 at $1,000 per
share, plus accrued and unpaid dividends for the then-current dividend period.

The Adjustable Rate Cumulative Preferred Stock, Series D is redeemable, as a whole or in part, at our option at $100 per share
(or $25 per depositary share), plus accrued and unpaid dividends. The dividend rate is determined quarterly, by reference to a
formula based on certain benchmark market interest rates, but will not be less than 4.5% or more than 10.5% per annum for any
applicable dividend period.

The $2.8575 Cumulative Preferred Stock may be redeemed at our option, in whole or in part, on or after October 1, 2007 at $50
per share, plus accrued and unpaid dividends. Dividends are paid quarterly.
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21. Accumulated Other Comprehensive Income (Loss)

Accumulated other comprehensive loss includes certain items that are reported directly within a separate component of shareholders’
equity. The following table presents changes in accumulated other comprehensive loss balances.

At December 31, 2012 2011 2010

(in millions)
Unrealized gains (losses) on securities available-for-sale, not other-than temporarily impaired:
Balance at beginning of PEriOd.........couvueuioiririiiirieiee ettt ettt $ 883 § 97 $ (68)
Other comprehensive income for period:

Net unrealized holding gains arising during period, net of tax of $136 million, $605 million and

$123 MULLON, TESPECLIVELY ....vevviteiieteteietetetet ettt ettt ettt ebebeean 194 862 211
Reclassification adjustment for gains realized in net income, net of tax of $(60) million,
$(53) million and $(27) million, reSPECIVELY ........c.eveueueviueieiiieieieieieieicieieieteeetee et (85) (76) (46)
Total other comprehensive income fOr PEriod...........ccuiiriiuiiriiiiiriicicec e 109 786 165
Balance at €nd Of PEIIOQ........c.eiriiuiuiirieiiirieict ettt ettt sttt 992 883 97

Unrealized gains (losses) on other-than-temporarily impaired debt securities available-for-sale:

Balance at beginning of PEIiOd.......c.couvueuioiriiiiiririeiec ettt ettt 1) (56)

Net unrealized other-than-temporary impairment arising during period, net of tax $21 million in 2010 — — 38

Reclassification adjustment for losses realized in net income, net of tax of $1 million and $9 million

in 2011 and 2010, TSPECLIVELY ........cueuiriiiiiiiiciiiiciecc e — 1 17
Total other comprehensive income (10SS) fOr PEIiOd...........cccervrueuiririeierinieieineeereee et — 1 55

Balance at end of period — — 1)

Unrealized gains (losses) on other-than-temporarily impaired debt securities held-to-maturity:

Balance at beginning of PETiOd............cuouiiiieiiiiiiiii s — (153) —
Adjustment to initially apply new guidance for consolidation of VIE............ccccccccoiiiiininiiinniiiins — — (246)
Balance at beginning of period, as adjusted............ccoeuiiriiiiiiiiiccc s — (153) (246)
Other comprehensive income for period:

Net unrealized other-than-temporary impairment arising during period ..........c.coceeeeeveueernererenercenens — 11 93
Adjustment to reverse other-than-temporary impairment due to deconsolidation of VIE........................ — 142 —
Total other comprehensive income for Period............ocuvveiiririininin s — 153 93

Balance at €nd Of PEIIOQ. .......coueiiiriiiiiete ettt sttt b et eae s — — (153)

Unrealized (losses) gains on derivatives classified as cash flow hedges:

Balance at beginning 0f PETIOQ.......c.couvueuioiriiieiririeiieeeieceret ettt ettt enene (229) (87) (100)
Other comprehensive income (loss) for period:

Net gains (losses) arising during period, net of tax of $10 million, $(115) million and $4 million,
TESPECTIVELY ...ttt 18 (150) 7
Reclassification adjustment for losses realized in net income, net of tax of $7 million, $5 million and
$4 MULHON, TESPECLIVELY ...ttt ettt bbbttt eb bt 10 8 6
Total other comprehensive income (10ss) for Period...........ccocecvvviviririeiiinininniiiree s 28 (142) 13
Balance at N Of PEIIOA .....c..oueuiriiieiiiieiciret ettt ettt sttt ettt (201) (229) 87
Pension and postretirement benefit liability:
Balance at be@inning Of PEIIOQ.........coueiiiririeieieee ettt ettt sttt ebe sttt 12) Q) 4
Other comprehensive income (loss) for period:
Change in unfunded pension postretirement liability, net of tax of $4 million, $(5) million and
$(3) MIllion, TESPECHIVELY .....cvviiiciiiiiieiieieieetce ettt 4 %) (@)
Amortization of prior service costs and transition obligation included in net income, net of tax $1
million, $2 million and $1 million, reSPECIVELY ......ccvvvriririririririerr s 2 2 2
Total other comprehensive (1088) fOr PEIiOd........c.ceriruiuiirieiiininiciircceec et 6 3) %)
Balance at end Of PEIIOQ........c.eeriiiiuiriiieiiii ettt ettt 6) (12) 9)
Total accumulated other comprehensive income (loss) at end of period...................cccooveieiiinieieenienennnn. $ 785 $ 642 $ (153)
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22. Share-Based Plans

Employee Stock Purchase Plans The HSBC Holdings Savings-Related Share Option Plan (“HSBC Sharesave Plan”) allows
eligible employees to enter into savings contracts of one, three or five year lengths, with the ability to decide at the end of the
contract term to either use their accumulated savings to purchase HSBC ordinary shares at a discounted option price or have the
savings plus interest repaid in cash. Employees can currently save up to $400 per month over all their HSBC Sharesave Plans
savings contracts.

The following table presents information for the HSBC Sharesave Plan.

At December 31, 2012 2011 2010

(dollars are in millions)

Sharesave (5 year vesting period):

Total options Granted..........c.oeerererieieiiiieieeren e 107,000 59,000 67,000
Fair value per option granted...........c.ccooceeviiiinenieninieneeeeeeeee e $ 1.61 $ 222§ 2.76
Total compensation expense recognized ..........c.ceevererenenenienreniereeeeenne $ — S 1 3 1

Significant assumptions used to calculate fair value:

RiSk free INterest TALE ......ecvevueieieiieieiieiirericeesi st 92% 2.17% 2.63%
Expected life (YEarS) ....ovveririeniiienieie st 5 5 5
Expected VOIatility ....c..eovevverieieieieieieinescses e 25% 25% 30%
Sharesave (3 year vesting period):
Total options Granted..........c.ceerererieiieiirieieerer e 430,000 209,000 268,000
Fair value per option granted...........ccccooceeviiiinenienenieneeeeeeeee e $ 1.63 § 208 $ 2.57
Total compensation expense recognized ............ceevererenienienienienieneeceenne $ 1 S 1 3 1

Significant assumptions used to calculate fair value:

Risk free INterest TAte ......ccuevveeeieeieieiieiirerceese sttt 45% 1.19% 1.65%
Expected life (YEarS) ....oeieririiniiieneeie et 3 3 3
Expected VOIatility ....c..eovevverienieieiiieiiiirececs e 25% 25% 30%
Sharesave (1 year vesting period):
Total options Granted..........c.cceevuerierieieierieieerer e 153,000 173,000 168,000
Fair value per option granted...........cccooeeviiiinenienenieneeeeeeeee e $ 135 § 1.62 $ 2.00
Total compensation expense recognIZed ..........ccceevererenrenienienieneereeeeenne $ — S — 3 1

Significant assumptions used to calculate fair value:

Risk free INterest TAte ......ccververveieiieieiieiirereeiesi ettt 23% 25% A7%
Expected life (YEarS) ....ovieririiniiienieeieseee e 1 1 1
Expected VOIatility ....c..eovevverieieieiiieieircecses e 25% 25% 30%

Restricted Share Plans Key employees have been provided awards in the form of restricted share rights (“RSRs”), restricted
shares (“RSs”) and restricted share units (“RSUs”) under the HSBC Group Share Plan. These shares have been granted subject to
either time-based vesting or performance based-vesting, typically over three to five years. Currently, share-based awards granted
to U.S. employees are granted in the form of RSUs. Annual awards to employees in 2011 and 2010 are subject to three-year time-
based graded vesting. Also during 2011, we made a one-time grant of performance-based awards that are subject to performance-
based vesting periods ranging from 12 to 30 months. Annual awards to employees in 2009 vest after three years. We also issue a
small number of off-cycle grants each year, primarily for reasons related to recruitment of new employees. Compensation expense
for these restricted share plans totaled $34 million in 2012, $54 million in 2011 and $40 million in 2010.
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23. Pension and Other Postretirement Benefits

Defined Benefit Pension Plans Effective January 1, 2005, our previously separate qualified defined benefit pension plan was
combined with that of HSBC Finance into a single HSBC North America qualified defined benefit pension plan (either the “HSBC
North America Pension Plan” or the “Plan”) which facilitates the development of a unified employee benefit policy and unified
employee benefit plan administration for HSBC companies operating in the U.S. The table below reflects the portion of pension
expense and its related components of the HSBC North America Pension Plan which has been allocated to us and is recorded in
our consolidated statement of income (loss).

Year Ended December 31, 2012 2011 2010
(in millions)

Service cost — benefits earned during the period ..........ccocovieiiiiiniiinieeee $ 15 $ 14 3 23

Interest cost on projected benefit Obligation ...........coevvevienieiiiiriirinininreere e 67 74 72

EXpected return 0N @SSELS .....c.ccvririririiririertietete sttt ettt ettt et 91) (81) (71)
Amortization of prior service cost (Benefit)..........ccceveveerieiniiiniiniinerceeeeeen 5) (6) (5)
RECOZNIZEA LOSSES ....cuenviiiieiiiiiiiiicet ettt s s 46 38 46

Curtailment benefit 1eCOZNIZEd.........cceecveriiiieriieierieieeeete ettt sre e seees 31 — —

PeNSION EXPEISE ...ttt ettt b et ettt s a ettt e bt e nbe e e naean $ 1 3 39 § 65

Pension expense declined in 2012 due largely to the recognition of a curtailment benefit associated with the decision in the third
quarter of 2012 to cease all future contributions under the Cash Balance formula and freeze the Plan effective January 1, 2013.
While participants with existing balances will continue to receive interest credits until the account is distributed, they will no longer
accrue benefits beginning in 2013. Also contributing to the decrease in pension expense was higher expected returns on plan assets
driven by higher asset levels, including additional contributions to the Plan during 2012 and 2011, as well as lower interest costs
as a result of a decrease in the number of active participants in the Plan.

In December 2011, an amendment was made to the Plan effective January 1, 2011 to amend the benefit formula, thus increasing
the benefits associated with services provided by certain employees in past periods. The financial impact is being amortized to
pension expense over the remaining life expectancy of the participants.

During the first quarter of 2010, we announced that the Board of Directors of HSBC North America had approved a plan to cease
all future benefit accruals for legacy participants under the final average pay formula components of the HSBC North America
Pension Plan effective January 1,2011. This change to the Plan has been accounted for as a negative plan amendment and, therefore,
the reduction in our share of HSBC North America’s projected benefit obligation as a result of this decision is being amortized to
net periodic pension cost over the future service periods of the affected employees.

The assumptions used in determining pension expense of the HSBC North America Pension Plan are as follows:

2012 2011 2010
DISCOUNE TALE ....veuteeieieeeieete ettt ettt ettt ettt este e e st e et et e et e eseenseeseenseeseenseeneesseeneesseeneennean 4.60% 5.30% 5.60%
Salary iNCrease aSSUMPLION .......ccveieerierieieeieteetenseetesseestesseessesseessessaessesssessesssessenssensenns 2.75 2.75 2.90
Expected long-term rate of return on Plan assets..........cccceoeveeiinieninieniiencneceeee 7.00 7.25 7.70

Long-term historical rates of return in conjunction with our current outlook of return rates over the term of the pension obligation
are considered in determining an appropriate long-term rate of return on Plan assets. In this regard, a “best estimate range” of
expected rates of return on Plan assets is established by our actuaries based on a portfolio of passive investments considering asset
mix upon which a distribution of compound average returns for such portfolio is calculated over a 20 year horizon. This approach,
however, ignores the characteristics and performance of the specific investments the pension plan is invested in, their historical
returns and their performance against industry benchmarks. In evaluating the range of potential outcomes, a “best estimate range”
is established between the 25th and 75th percentile. In addition to this analysis, we also seek the input of the firm which provides
us pension advisory services. This firm performs an analysis similar to that done by our actuaries, but instead uses real investment
types and considers historical fund manager performance. In this regard, we also focus on the range of possible outcomes between
the 25th and 75th percentile, with a focus on the 50th percentile. The combination of these analyses creates a range of potential
long-term rate of return assumptions from which we determine an appropriate rate. Given the Plan’s current allocation of equity
and fixed income securities and using investment return assumptions which are based on long term historical data, the long term
expected return for plan assets is reasonable.
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Investment strategy for Plan Assets The primary objective of the HSBC North America U.S. Pension Plan is to provide eligible
employees with regular pension benefits. Since the Plan is governed by the Employee Retirement Security Act of 1974 (“ERISA”),
ERISAregulations serve as guidance for the management of plan assets. In this regard, an Investment Committee (the “Committee™)
for the Plan has been established and its members have been appointed by the Chief Executive Officer as authorized by the Board
of Directors of HSBC North America. The Committee is responsible for establishing the funding policy and investment objectives
supporting the Plan including allocating the assets of the Plan, monitoring the diversification of the Plan’s investments and
investment performance, assuring the Plan does not violate any provisions of ERISA and the appointment, removal and monitoring
of investment advisers and the trustee. Consistent with prudent standards for preservation of capital and maintenance of liquidity,
the goal of the Plan is to earn the highest possible total rate of return consistent with the Plan’s tolerance for risk as periodically
determined by the Committee. A key factor shaping the Committee’s attitude towards risk is the generally long term nature of the
underlying benefit obligations. The asset allocation decision reflects this long term horizon as well as the ability and willingness
to accept some short-term variability in the performance of the portfolio in exchange for the expectation of competitive long-term
investment results for its participants.

The Plan’s investment committee utilizes a proactive approach to managing the Plan’s overall investment strategy. During the past
year, this resulted in the Committee conducting four quarterly meetings including two strategic reviews and two in-depth manager
performance reviews. These quarterly meetings are supplemented by the pension investment staff tracking actual investment
manager performance versus the relevant benchmark and absolute return expectations on a monthly basis. The pension investment
staff also monitors adherence to individual investment manager guidelines via a quarterly compliance certification process. A sub-
committee consisting of the pension investment staff and three members of the investment committee are delegated responsibility
for conducting in-depth reviews of managers performing below expectation. This sub-committee also provides replacement
recommendations to the Committee when manager performance fails to meet expectations for an extended period. In 2011, the
Committee shifted the Plan's target asset allocation to 40 percent equities, 59 percent fixed income securities and 1 percent cash
and maintained this mix in 2012. Should interest rates rise faster than currently anticipated by the Committee, a further shift to a
higher percentage of fixed income securities may be made.

In order to achieve the return objectives of the Plan, investment diversification is employed to ensure that adverse results from
one security or security class will not have an unduly detrimental effect on the entire portfolio. Diversification is interpreted to
include diversification by type, characteristic, and number of investments as well as investment style of investment managers and
number of investment managers for a particular investment style. Equity securities are invested in large, mid and small capitalization
domestic stocks as well as large and small capitalization international, global and emerging market stocks. Fixed income securities
are invested in U.S. Treasuries (including Treasury Inflation Protected Securities), agencies, corporate bonds, and mortgage and
other asset backed securities. Without sacrificing returns or increasing risk, the Committee prefers a limited number of investment
manager relationships which improves efficiency of administration while providing economies of scale with respect to fees.

An investment consultant is used to provide investment consulting services such as recommendations on the type of funds to be
utilized, appropriate fund managers, and the monitoring of the performance of those fund managers. Plan performance is measured
against absolute and relative return objectives. Results are reviewed from both a short-term (less than 1 year) and intermediate
term (three to five year i.e. a full market cycle) perspective. Separate account fund managers are prohibited from investing in all
HSBC Securities, restricted stock (except Rule 144(a) securities which are not prohibited investments), short-sale contracts, non-
financial commodities, investments in private companies, leveraged investments and any futures or options (unless used for hedging
purposes and approved by the Committee). Commingled account and limited partnership fund managers however are allowed to
invest in the preceding to the extent allowed in each of their offering memoranda. As a result of the current low interest rate
environment and expectation that interest rates will rise in the future, the Committee mandated the suspension of its previously
approved interest rate hedging strategy in June 2009. Outside of the approved interest rate hedging strategy, the use of derivative
strategies by investment managers must be explicitly authorized by the Committee. Such derivatives may be used only to hedge
an account’s investment risk or to replicate an investment that would otherwise be made directly in the cash market.

The Committee expects total investment performance to exceed the following long-term performance objectives:
*  Along-term return of 6.00 percent;

* Anpassive, blended index comprised of 11.5 percent S&P 500, 3 percent Russell 2000, 11.5 percent EAFE, 3 percent S&P/
Citigroup Extended Market World Ex-US, 5.5 percent MSCI AC World Free Index, 5.5 percent MSCI Emerging Markets,
51 percent Barclays Long Gov/Credit, 8 percent Barclays Treasury Inflation Protected Securities and 1 percent 90-day T-
Bills; and

*  Above median performance of peer corporate pension plans.
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HSBC North America’s overall investment strategy for Plan assets is to achieve a mix of at least 95 percent of investments for
long-term growth and up to 5 percent for near-term benefit payments with a wide diversification of asset types, fund strategies,
and fund managers. The target sector allocations of Plan assets at December 31, 2012 are as follows:

Percentage of
Plan Assets at
December 31,

2012

Domestic Large/Mid-Cap EQUILY.......cccoiieieiieeei ettt sttt ettt e s et e e st e stesneesaeeneesneeneesnean 11.5%
Domestic SMAIl CaP EQUILY .....ccvveoiiiiiiiiieie ittt ettt eae st ebe st esbessaebeessesseesseeseesseeseessesseesseessesseessessens 3.0
International Large Cap EQUILY.......coeiiiiiiiiiee ettt ettt ettt b et e et e e e st e steeaeenbeeneesaeentennean 11.5
International SMall Cap EQUILY .....c..ccoeciiiiiriiiieiiecieieeete ettt ettt ettt st ssa et e b e baesbeeseesseeseessesseesseessesseessensens 3.0
(€30e] oT:1 12X |11 USRS 55
EMerging Market EQUILY........c.ooiecierieieiieriestesie et eteeitet ettt esteeteesaeseeessessaesessaeseessensaessensaenseeseensessseseensesseensesses 5.5
FIXCd INCOME SEOUITHIES . ..cutetientieiieeie ettt ettt ettt ettt ettt e bt e et et e es e e bt es e ebeem e e eb e et e esee bt eaeenaeeneeseeentennean 59.0
Cash Or Cash EQUIVAIEHLS .......ccieciiriiiieiieie ettt ettt et e e be st e b e ssaesbeessessaesseeseenseeseensesseeseessesseensessens 1.0

TOTAL et e e et e e e e e e e e e e —————————teteeeetae et et e e aetaaaaa e ———————————ottteeeeaeeaaaaans TO%

Plan Assets A reconciliation of beginning and ending balances of the fair value of net assets associated with the HSBC North
America Pension Plan is shown below.

Year Ended December 31, 2012 2011

(in millions)
Fair value of net Plan assets at beginning 0f YEar ..........cccccvieieriieiiiiieiereciece ettt eeeens $ 3,130 § 2,564
Cash contributions by HSBC NOIth AMETiCa. ......c.ccuieiiiiieiieiieieeiese ettt enens 181 357
Actual return 0N PIAN @SSELS .......ccoiiiiririiiereeeee ettt 395 393
BENE LS PAI .. .eeciiieiie ettt ettt et et e st e e be e e abe e beeeste e teennbeeteeenreenree e (221) (184)
Fair value of net Plan assets at €nd Of VAT ........oooiiiiiiiieeeee e $ 3485 § 3,130

As a result of the capital markets improving since December 2011, as well as the $181 million contribution to the Plan during
2012, the fair value of Plan assets at December 31, 2012 increased approximately 11 percent compared to 2011.

The Pension Protection Act of 2006 requires companies to meet certain pension funding requirements. As a result, during the third
quarter of 2009, the Committee revised the Pension Funding Policy to better reflect current marketplace conditions and ensure the
Plan’s ability to continue to make lump sum payments to retiring participants. In 2011, we revised the Pension Funding Policy to
lower the fourth criteria as listed below to $50 million (from $100 million) to reflect lower expected service costs. Until the Plan
is fully funded, the revised Pension Funding Policy requires HSBC North America to annually contribute the greater of:

*  The minimum contribution required under ERISA guidelines;

*  An amount necessary to ensure the adjusted funding target attainment percentage for the Plan Year is equal to or greater
than 90 percent;

*  Pension expense for the year as determined under current accounting guidance; or

*  $50 million which approximates the actuarial present value of benefits earned by Plan participants on an annual basis
through 2012. Effective January 1, 2013 participants will no longer accrue benefits.

As a result, during 2012 HSBC North America made a contribution to the Plan of $181 million. Additional contributions during
2013 are anticipated.

Accounting principles related to fair value measurements provide a framework for measuring fair value and focuses on an exit
price in the principal (or alternatively, the most advantageous) market accessible in an orderly transaction between willing market
participants (the “Fair Value Framework”). The Fair Value Framework establishes a three-tiered fair value hierarchy with Level 1
representing quoted prices (unadjusted) in active markets for identical assets or liabilities. Fair values determined by Level 2 inputs
are inputs that are observable for the identical asset or liability, either directly or indirectly. Level 2 inputs include quoted prices
for similar assets or liabilities in active markets, quoted prices for identical or similar assets or liabilities in markets that are inactive,
and inputs other than quoted prices that are observable for the asset or liability, such as interest rates and yield curves that are
observable at commonly quoted intervals. Level 3 inputs are unobservable inputs for the asset or liability and include situations
where there is little, if any, market activity for the asset or liability. Transfers between leveling categories are recognized at the
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end of each reporting period. The following table presents the fair values associated with the major categories of Plan assets and
indicates the fair value hierarchy of the valuation techniques utilized to determine such fair values as of December 31, 2012 and
2011.

Fair Value Measurement at December 31, 2012

Total (Level 1) (Level 2) (Level 3)

(in millions)

Investments at Fair Value:

Cash and short term INVESTMENTS ......oeeeeeeeeeeeeeeeeee e e eeeeeeeean $ 74 S 74 S — S —
Equity Securities
U.S. Large-cap' ... 378 374 4 —
U.S. SMAIL-CAPP ... 109 109 — —
International Large-cap®™ ...........ccoooovviiooeeeeeeeeeeseeeeeeeeeee e, 401 150 251 —
GLODAL.....oiiiiiciic e 189 53 136 —
Emerging Market ........cccceviririnininininenetcteeceteeeceeee e 207 — 207 —
ULS. TIASULY ..ontiiiiiieeiterieetesit ettt sttt ettt sttt nbe e i eas 829 829 — —
U.S. Government agency issued or guaranteed ...........ccceceeeeeervencrenienennens 82 7 75 —
Obligations of U.S. states and political subdivisions.............ccceceevererverennee. 70 — 70 —
ASSEt-DACKE SECUTILIES .. .vvvviiiiiiieiieeeeeeeeeee et e e e e e e 44 — 1 43
U.S. corporate debt securities™ ..o 754 — 752 2
Corporate stocks — preferred.........ocoverininenenencnceeeeeeeeeeeee 4 4 — —
Foreign debt SECUTTIES .......eveuieuieiieieiieieic e 211 4 186 21
Other INVESTMENLS .....ee.eeeieieeiieie ettt enes 103 — 103 —
ACCTUEA INEETESE ...ttt ettt 20 6 14 —
TOtal INVESTMENLS ...c.veeeeeeeieiieeiieie ettt et e ens 3,475 1,610 1,799 66
Receivables:
Receivables from sale of investments in process of settlement................... 89 89 — —
Derivative fInancial @SSEtS ..........cccoeeveuerreirieenieinieinieeneeseeeereeeeeevesnenes 7 — 7 —
Total TECEIVADIES ....ouveniiieiicicicicec e 96 89 7 —
TOtAl ASSEES......c.oveiiieieiieeeee et 3,571 1,699 1,806 66
LAabilIties ..........ccooveiniiiniiiiice s (86) (86) — —
Total Net ASSELS..........ccoouiiiiiiiiiiiiieeeee s $ 348 §$ 1,613 $ 1,806 $ 66
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Fair Value Measurement at December 31, 2011

Total (Level 1) (Level 2) (Level 3)

(in millions)

Investments at Fair Value:

Cash and short term INVEStMENTS........ccouvvviiiiiiiirieeeeeeeeee e $ 97 $ 97 $ — 3 —
Equity Securities
U.S. Large-cap ... 347 342 5 —
U.S. SMAll-cap® ... 159 158 1 —
International™..............cooouioeeeeeee e 282 117 165 —
GLODAL ... 174 86 88 —
Emerging Market.........coccceviiviiiiiiiniineneecceceeeceeee e 175 — 175 —
ULS. TIEASULY ..ottt sttt sttt ettt et n e e 861 861 — —
U.S. Government agency issued or guaranteed............ccceevevveeeveeeenennenn. 70 7 63 —
Obligations of U.S. states and political subdivisions.............ccceceeveeruerennes 50 — 42 8
Asset-backed SECUIIHIES .......ccuecveieiriiiiiiirereeeeceeeeeee e 37 — 1 36
U.S. corporate debt securities™...............o.cooviirvoreiereereeseeeeeeeeeeeeee, 598 — 598 —
Corporate stocks — preferred ..........coecvvvevieininienincnencccceeeeeen 4 3 1 —
Foreign debt SECUTIEIES .......evveeeieieieiiiiirieeieeese ettt 169 2 159 8
Other INVESTMENTS.......couevviiiiieieieieieieeeeee et 61 — 61 —
ACCTUE INLETESL. ..ottt 20 7 13 —
Total INVESTMENLS. ...c..eetieiietieiieicete ettt ettt 3,104 1,680 1,372 52
Receivables:
Receivables from sale of investments in process of settlement ................. 28 28 — —
Derivative financial @SSELS..........cveviriereriierieieseee et 26 — 26 —
TOtal TECEIVADIES. ......erveeiiiiiiciiricietceteee ettt 54 28 26 —
TOtAl ASSELS.........ocveieieieeieeeeeeeeeeeeeeeeeeee et ene s 3,158 1,708 1,398 52
LAabilities ........c..cccoveiiiiiiiniiiice e (28) (28) — —
TOtal INEt ASSELS.........cocuvieiieeiiieiieee ettt ettt e veesaee v s $ 3,130 $ 1,680 $ 1,398 §$ 52
M This category comprises actively managed enhanced index investments that track the S&P 500 and actively managed U.S. investments that track the Russell
1000.
@ This category comprises actively managed U.S. investments that track the Russell 2000.
®  This category comprises actively managed equity investments in non-U.S. and Canada developed markets that generally track the MSCI EAFE index. MSCI
EAFE is an equity market index of 22 developed market countries in Europe, Australia, Asia and the Far East including Australia, Austria, Belgium, Denmark,
Finland, France, Germany, Greece, Hong Kong, Ireland, Israel, Italy, Japan, the Netherlands, New Zealand, Norway, Portugal, Singapore, Spain, Sweden,
Switzerland, and the United Kingdom.
@ This category represents predominantly investment grade bonds of U.S. issuers from diverse industries.
)

This category is comprised completely of interest rate swaps.

The following table provides additional detail regarding the rating of our U.S. corporate debt securities at December 31, 2012:

Level 2 Level 3 Total
(in millions)
AAA O AADY e $ 40 $ —  $ 40
A 10 A ettt 274 — 274
BBBH 10 UNFAEAY ... 438 2 440
0] 7: ) FO PR URRRURE $ 752§ 2 3 754
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" We obtain ratings on our U.S. corporate debt securities from both Moody’s Investor Services and Standard and Poor’s Corporation. In the event the ratings
we obtain from these agencies differ, we utilize the lower of the two ratings.

Significant Transfers Into/Out of Levels 1 and 2 for Plan Assets There were no significant transfers between Levels 1 and 2 during

2012.

Information on Level 3 Assets and Liabilities The following table summarizes additional information about changes in the fair
value of Level 3 assets during 2012 and 2011

Total Gains and

(Losses) Included in C“”.'e“t
Period
Other Transfers Transfers Unrealized
Jan 1, Comp. Into Out of Dec. 31, Gains
2012 Income Income Purchases  Settlement Level 3 Level 3 2012 (Losses)
(in millions)
Obligations of U.S. states and
political subdivisions............ $ 8% — $ — § — 3 @ s — 3 s — 3 —
Asset-backed securities............. 36 — 3 9 5) — — 43 4
U.S. corporate debt securities..  — — — 2 — — — 2 —
Foreign debt securities. ............. 8 — ?2) 17 — — ?2) 21
Total assets........ccocevveereruennene $52 $§ — § 1 3 28 $ s — S 9 $ 66 $ 5
Total Gains and
(Losses) Included in C“r': ent
Period
Other Transfers Transfers Unrealized
Jan 1, Comp. Into Out of Dec. 31, Gains
2011 Income Income Purchases  Settlement Level 3 Level 3 2011 (Losses)
(in millions)
Obligations of U.S. states and
political subdivisions............ $ — $ — % — 3 23 — 3 6 $ — 3 8 3 1
Asset-backed securities............. 28 — — 11 “) 1 — 36 —
Foreign debt securities.............. 17 — 2) — @) — — 8 —
Total assetS.....ceveverevererererenanns $45 8§ — $§ (2§ 13 3 (1) $ 7% — § 528§ 1

Valuation techniques for Plan Assets Following is a description of valuation methodologies used for significant categories of Plan
assets recorded at fair value.

Securities: Fair value of securities is generally determined by a third party valuation source. The pricing services generally source
fair value measurements from quoted market prices and if not available, the security is valued based on quotes from similar
securities using broker quotes and other information obtained from dealers and market participants. For securities which do not
trade in active markets, such as fixed income securities, the pricing services generally utilize various pricing applications, including
models, to measure fair value. The pricing applications are based on market convention and use inputs that are derived principally
from or corroborated by observable market data by correlation or other means. The following summarizes the valuation methodology
used for the major security types of our pension plan assets:

Equity securities — Since most of our securities are transacted in active markets, fair value measurements are determined
based on quoted prices for the identical security. Equity securities and derivative contracts that are non-exchange traded
are primarily investments in common stock funds. The funds permit investors to redeem the ownership interests back to
the issuer at end-of-day for the net asset value (“NAV”) per share and there are no significant redemption restrictions. Thus
the end-of-day NAV is considered observable.

U.S. Treasury, U.S. government agency issued or guaranteed and Obligations of U.S. States and political subdivisions —
As these securities transact in an active market, the pricing services source fair value measurements from quoted prices
for the identical security or quoted prices for similar securities with adjustments as necessary made using observable inputs
which are market corroborated.

U.S. government sponsored enterprises — For certain government sponsored mortgage-backed securities which transact in
an active market, the pricing services source fair value measurements from quoted prices for the identical security or quoted
prices for similar securities with adjustments as necessary made using observable inputs which are market corroborated.
For government sponsored mortgage-backed securities which do not transact in an active market, fair value is determined
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using discounted cash flow models and inputs related to interest rates, prepayment speeds, loss curves and market discount
rates that would be required by investors in the current market given the specific characteristics and inherent credit risk of
the underlying collateral.

*  Asset-backed securities — Fair value is determined using discounted cash flow models and inputs related to interest rates,
prepayment speeds, loss curves and market discount rates that would be required by investors in the current market given
the specific characteristics and inherent credit risk of the underlying collateral.

» U.S. corporate and foreign debt securities — For non-callable corporate securities, a credit spread scale is created for each
issuer. These spreads are then added to the equivalent maturity U.S. Treasury yield to determine current pricing. Credit
spreads are obtained from the new issue market, secondary trading levels and dealer quotes. For securities with early
redemption features, an option adjusted spread (“OAS”) model is incorporated to adjust the spreads determined above.
Additionally, the pricing services will survey the broker/dealer community to obtain relevant trade data including benchmark
quotes and updated spreads.

»  Corporate stocks — preferred — In general, fair value for preferred securities is calculated using an appropriate spread over
a comparable U.S. Treasury security for each issue. These spreads represent the additional yield required to account for
risk including credit, refunding and liquidity. The inputs are derived principally from or corroborated by observable market
data.

»  Derivatives — Derivatives are recorded at fair value. Asset and liability positions in individual derivatives that are covered
by legally enforceable master netting agreements, including cash collateral are offset and presented net in accordance with
accounting principles which allow the offsetting of amounts relating to certain contracts. Derivatives traded on an exchange
are valued using quoted prices. OTC derivatives, which comprise a majority of derivative contract positions, are valued
using valuation techniques. The fair value for the majority of our derivative instruments are determined based on internally
developed models that utilize independently-sourced market parameters, including interest rate yield curves, option
volatilities, and currency rates. For complex or long-dated derivative products where market data is not available, fair value
may be affected by the choice of valuation model and the underlying assumptions about, among other things, the timing
of cash flows and credit spreads. The fair values of certain structured derivative products are sensitive to unobservable
inputs such as default correlations and volatilities. These estimates are susceptible to significant change in future periods
as market conditions change.

Projected benefit obligation A reconciliation of beginning and ending balances of the projected benefit obligation of the defined
benefit pension plan is shown below and reflects the projected benefit obligation of the merged HSBC North American plan.

2012 2011
(in millions)
Projected benefit obligation at beginning 0f YEar.........cccceiieieiirierieeeee e $ 3923 § 3384
Service cost 39 45
Interest cost 168 178
ACHUATIAL JOSSES ...ttt ettt ettt et ettt b ettt e e h et e st et e st et e e st et e enteeneeneeeneeneas 465 466
Plan amendments' ...............coo.ovuiveiieeeeee et — 34
BENE IS PAIA ...evieeiieii ettt ettt et e e et e et e e be e e be e aaeesbe e nbeenbeesaeenseeneeans (221) (184)
Projected benefit obligation at end Of YEar .........ccccviiiiiiieiieeeeee e $ 4374 $§ 3923

™ The Plan Amendments relate to the approval in December 2010 effective January 1,2011 to amend the benefit formula, thus increasing the benefits associated
with services provided by certain employees in past periods and to the approval in the first quarter of 2010 to cease all future benefit accruals for legacy
participants under the final average pay formula effective January 1, 2011.

The accumulated benefit obligation for the HSBC North America Pension Plan was $4.4 billion and $3.9 billion at December 31,
2012 and 2011, respectively. As the projected benefit obligation and the accumulated benefit obligation relate to the HSBC North
America Pension Plan, only a portion of this deficit should be considered our responsibility.

The assumptions used in determining the projected benefit obligation of the HSBC North America Pension Plan at December 31
are as follows:

2012 2011 2010
DISCOUNE TALE ....vviiiiiciietite sttt ettt st sttt et enea 3.95% 4.60% 5.45%
Salary inCrease asSUMPLION ........cecueruieruerierieeeieteeneete e st eeeseeeeesaeetesseeneesseeeeeneeseeneenes 2.75 2.75 2.75
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Estimated future benefit payments for the HSBC North America Pension Plan are as follows:

HSBC
North America

(in millions)

2013 bbb e s b et $ 183
2014 e ettt e h bt b b s ae e b s et eneeaeens 186
2005 ettt h bt e e h b bttt ea et et ea e e bt bt e h e eh b b s a et et et e s enn et eneebeeaes 189
2016 e b e e 193
2017 et b e et e h bt e sh e b s h e et et eneeneens 196
20182022 .ttt a b b ettt e a e e bt b e e h e eh b ae e bttt enn et eneeneeaes 1,031

Defined Contribution Plans We maintain a 401(k) plan covering substantially all employees. Employer contributions to the plan
are based on employee contributions. Total expense recognized for this plan was approximately $30 million, $32 million and $30
million in 2012, 2011 and 2010, respectively.

Certain employees are participants in various defined contribution and other non-qualified supplemental retirement plans. Total
expense recognized for these plans was less than $1 million in 2012, 2011 and 2010.

Postretirement Plans Other Than Pensions Our employees also participate in plans which provide medical, dental and life
insurance benefits to retirees and eligible dependents. These plans cover substantially all employees who meet certain age and
vested service requirements. We have instituted dollar limits on payments under the plans to control the cost of future medical
benefits.

The net postretirement benefit cost included the following components:

Year Ended December 31, 2012 2011 2010

(in millions)
Service cost — benefits earned during the period..........ccocevvviririiirenereeeeee $ 1 3 1 3 1
INEETEST COSE .viniiiieiiieiirtcetet ettt ettt ettt aeaee 3 4 4
Amortization of transition ObliAtioN ..........cceeieriiiiiiiiiiiieeeeeeeee e 2 2 2
Net periodic postretirement benefit COSt ........ovirirririrrieiieiriieeiee e $ 6 $ 7 S 7

The assumptions used in determining the net periodic postretirement benefit cost for our postretirement benefit plans are as follows:

2012 2011 2010
DISCOUNE TALE ....ovviiiiiitietete sttt ettt sttt s sttt enea 4.25% 4.95% 5.20%
Salary inCrease asSUMPLION ........cecueruieruerierieeeieteeneete e st eeeseeeeesaeetesseeneesseeeeeneeseeneenes 2.75 2.75 2.90

A reconciliation of the beginning and ending balances of the accumulated postretirement benefit obligation is as follows:

2012 2011
(in millions)
Accumulated benefit obligation at beginning of YEar..........cccecveoiriiiiiiirineie e $ 8 $ 79
SEIVICE COSE .eiuuiiiutiiitieetieite et et e et estte ettt estteeebeestbeesse e taeasseeseeesseasseessseesssaasssessseasseenseesssaaseessseessensseenses 1 1
INEEIEST COSL...uveutiriietieiiestiete et et et et et ete st eae st e sae s st e seesaeseessesseessenseesseseessesseessesssensesssensesssensesssensenseans 3 4
ACTUATIAL JOSSES ...ttt ettt ettt e e et e et e e eteeeaeeeaeeeteeeteeeateeeseeenseeesesereeeseeenrens ?2) 6
Plan CUITAIIMENTS. .........oooiuiiiieeie ettt e e et e e e e et e e eeteeeeaeeeeeneeeeenneeeeneeeenneeean 8 —
BENCTItS PAIA ...cuvieiieiiciieieeeeee ettt ettt et e et e teesbe st enbeeseenseentesessaesensaens ©)) 5)
Accumulated benefit obligation at end Of YEAr..........cccveviiiiiiiiieiececececeeee e $ 70 $ 85

Our postretirement benefit plans are funded on a pay-as-you-go basis. We currently estimate that we will pay benefits of
approximately $7 million relating to our postretirement benefit plans in 2013. The funded status of our postretirement benefit plans
was a liability of $70 million at December 31, 2012.

Estimated future benefit payments for our postretirement benefit plans are summarized in the following table.
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(in millions)

The assumptions used in determining the benefit obligation of our postretirement benefit plans at December 31 are as follows:

2012 2011
DIESCOUNE TALE ....vevveeeieniieitetietesie et e et eteettetesetesesteseessesseessenseassenseessanssensesseansesssensesnsensesssesesssensenssensenns 3.35% 4.25%
Salary INCTEase ASSUMPLION .......eviiveereieeereeteeteeteeseetteseestesseeseesseassesseessesssessesseessesssessesssessesssessenssessenses 2.75 2.75

For measurement purposes, 7.4 percent (pre-65) and 7.0 percent (post-65) annual rates of increase in the per capita costs of covered
health care benefits were assumed for 2012. These rates are assumed to decrease gradually reaching the ultimate rate of 4.5 percent
in 2027, and remain at that level thereafter.

Assumed health care cost trend rates have an effect on the amounts reported for health care plans. A one-percentage point change
in assumed health care cost trend rates would increase (decrease) service and interest costs and the postretirement benefit obligation
as follows:

One Percent  One Percent
Increase Decrease

(in millions)
Effect on total of service and interest COSt COMPONENLS .........ccvervirrieriieierieeiesieeeeseeeesreeaesseesesseeseens $ — 3 —
Effect on accumulated postretirement benefit Obligation...........ccevieviiieniiiiiniiieneeeeeeeee 1 (1)

24. Related Party Transactions

In the normal course of business, we conduct transactions with HSBC and its subsidiaries. These transactions occur at prevailing
market rates and terms and include funding arrangements, derivative execution, purchases and sales of receivables, servicing
arrangements, information technology and some centralized services, item and statement processing services, banking and other
miscellaneous services. All extensions of credit by HSBC Bank USA to other HSBC affiliates (other than FDIC-insured banks)
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:

At December 31, 2012 2011
(in millions)

Assets:
Cash and due frOmM DANKS ........ccviiiiiiieeie et te et e s eebeesaeebeessseeseesaneenseessneenseens $ 114 $ 263
Interest bearing deposits With DaNKS...........cociiieiiireieiieieeieeee e 714 1,416
Federal funds sold and securities purchased under agreements to resell ...........cccoevevieeienieviieiennnnns — 228
TrAAING ASSELS') ... 21,370 22,367
704 TR 4,514 858
OERET ..ttt b ettt bttt et s e st e ae bt e bt e h e eh e bbb e et e be st et etentene 858 248
TOLAL ASSELS. ..eeieeieeeeeee ettt et e et e e ettt e et e e et e e e s aeeeeeaaeeseaeteesaeeeeaateeeenaeeesaaeeeanteeseraeeesraeeans $ 27,570 $§ 25,380

Liabilities: -
DIEPOSIES ....vievevieretieeteee ettt ettt et ettt et et et et et et et et ete et ete et ete et ete et eat et e et et eas et et ete et ets et eae et eae et eas et eas et easerearenn $ 13863 § 18,153
Trading HADIES " )............ovooeoeeeeeeeeeeee et 23,910 25,298
SHOTT-tEITN DOTTOWINES. .. evvevieeieiieitesiietesiteieeeteteettesteestesseestesseessesseesesseenseessenseensanseansenseensenseensenses 2,721 2,916
LONG-EIMN AEDL .....eouiiiiiiicieiieeee ettt et ste et e st e be et e sbeesaesbeesbeereenseeraenrens 3,990 3,988
(011 T SRRSO 459 451
TOLAL THADIIIEIES ....veevveeeeee et ettt et eateee e e e sateaesmeeeaeeatesaesssesssensesssenseenseneeens $ 44943 § 50,806
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(O]

Trading assets and liabilities exclude the impact of netting which allow the offsetting of amounts relating to certain contracts if certain conditions are met.

Year Ended December 31,
2012 2011 2010
(in millions)
Income/(Expense):
INEEIEST INCOIME ...ttt sttt ettt e bt e st et et e et et e seeenaesaeeneeenean $ 52§ 62 $ 91
INEEIEST EXPEIISE ....eviniieiiiiieieeitete ettt ettt sttt sttt ettt et be et sreenaesaeenaesaeen 91) (82) (44)
Net interest NCOME (L0SS) ...evevirrerierieiiieieieiietet ettt ettt ettt s ee $ 39) $ (20) $ 47

Servicing and other fees from HSBC affiliate:

Fees and commissions:

HSBC FINANCE ..ottt $ 76 $ 68 $ 45

HSBC Markets (USA) Inc. (“HMUS”) ....ooiiiiiieiieeeeeeeee e 18 23 13

Other HSBC affiliates .......ccoeeviuiieuiieiiieiieircenictieteteeeeeee e 73 73 72

Fees on transfers of refund anticipation loans to HSBC Finance...........cccccooceveeenee. — — 4

Other HSBC affiliates INCOMIE .....c..c.eoveuirieuirieiirieiiriciricteteteieeeteseete et sneneas 35 38 22

Total affiliate INCOME......cc.eoviiiieiiieieieer ettt e $ 202§ 202 $ 156
Residential mortgage banking reVeNUE .............cocerirerierenenienieieeteceeeeee e $ 3 s$ 178 11
Support services from HSBC affiliates: -
HSBC FINANCE ...ttt ettt ettt et $ 27 $ (36) $ (101)
HMUS ..o ee e e (303) (257) (288)
HSBC Technology & Services (USA) (“HTSU”).cc.oiiririniniiieieeeieeneeesesie e 912) (967) (780)
Other HSBC affiliates.......ccoirieniirieiiieieieieieeeeese ettt (187) (194) (117)
Total support services from HSBC affiliates..........ccoeverenienienienieiiiiiccccncncscseseeeen $ (1,429) $ (1,454) $ (1,286)

Stock based compensation expense with HSBC ...........ccoooviiiiiiiiiiniiininenenenne $ (36) $ (56) $ (42)

Transactions Conducted with HSBC Finance Corporation

In July 2004, we sold the account relationships associated with $970 million of credit card receivables to HSBC Finance and
on a daily basis, we purchased new originations on these credit card receivables. HSBC Finance continues to service these
loans for us for a fee. As discussed in Note 12, “Intangible Assets,” on March 29, 2012 we re-purchased these account
relationships from HSBC Finance for $108 million and as a result, we stopped purchasing new originations on these credit
card accounts from HSBC Finance. We purchased $492 million of credit card receivables from HSBC Finance during 2012
compared to purchases of credit card receivables of $2.3 billion and $2.4 billion during 2011 and 2010, respectively. HSBC
Finance continued to service these loans for us for a fee through April 30, 2012. At December 31, 2011, HSBC Finance was
servicing credit card receivables on our behalf of $1.2 billion. Effective with the close of the sale of our General Motors ("GM")
and Union Plus ("UP") credit card receivables and our private label credit card and closed-end receivables on May 1, 2012,
these loans are now serviced by Capital One for a fee. Premiums paid are amortized to interest income over the estimated life
of the receivables purchased. We paid HSBC finance fees for servicing these loans of $7 million during 2012, $15 million
during 2011 and $15 million during 2010.

In 2003 and 2004, we purchased approximately $3.7 billion of residential mortgage loans from HSBC Finance. HSBC Finance
continues to service these loans for us for a fee. At December 31, 2012 and 2011, HSBC Finance was servicing $1.2 billion
and $1.3 billion of residential mortgage loans for us. We paid HSBC Finance fees for servicing these loans of $4 million during
2012 compared to $4 million during 2011 and $5 million during 2010.

In the fourth quarter of 2009, an initiative was begun to streamline the servicing of real estate secured receivables across North
America. As a result, certain functions that we had previously performed for our mortgage customers were being performed
by HSBC Finance for all North America mortgage customers, including our mortgage customers. Additionally, we began
performing certain functions for all North America mortgage customers where these functions had been previously provided
separately by each entity. During 2011, we began a process to separate these functions so that each entity will be servicing its
own mortgage customers when the process is completed. During 2012, 2011 and 2010, we paid $6 million, $7 million and $7
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million, respectively, for services we received from HSBC Finance and received $3 million, $10 million and $8 million,
respectively, for services we provided to HSBC Finance.

* InJuly 2010, certain employees in the real estate receivable default servicing department of HSBC Finance were transferred
to the mortgage loan servicing department of a subsidiary of HSBC Bank USA and subsequently to HSBC Bank USA. These
employees continue to service defaulted real estate secured receivables for HSBC Finance and we receive a fee for providing
these services. During 2012, 2011 and 2010, we received servicing revenue from HSBC Finance of $58 million, $62 million
and $34 million, respectively.

e Prior to 2011, our wholly-owned subsidiaries, HSBC Bank USA and HSBC Trust Company (Delaware), N.A. (“HTCD”),
historically have been the originating lenders on behalf of HSBC Finance for a federal income tax refund anticipation loan
program for clients of a single third party tax preparer which is managed by HSBC Finance. By agreement, HSBC Bank USA
and HTCD historically processed applications, funded and subsequently transferred a portion of these loans to HSBC Finance.
Prior to 2010, all loans were transferred to HSBC Finance. Beginning in 2010, we began keeping a portion of these loans on
our balance sheet and earn a fee. The loans kept were transferred to HSBC Finance at par only upon reaching a defined
delinquency status. We paid HSBC Finance a fee to service the loans we retain on our balance sheet and to assume the credit
risk associated with these receivables. During 2010, we received fees of $4 million for the loans we originated and sold to
HSBC Finance. Fees paid to HSBC Finance for servicing and assuming the credit risk for these loans totaled $58 million during
2010.

In December 2010, as a result of an Internal Revenue Service decision to stop providing information regarding certain unpaid
taxpayer obligations which historically served as a significant part of the underwriting process, it was determined that tax refund
anticipation loans could no longer be offered in a safe and sound manner and, therefore, we would no longer offer these loans
and other related products going forward. These products have historically had an insignificant impact to our results of operations.
See Note 5, “Exit from Taxpayer Financial Services Loan Program,” for further discussion.

*  We extended a secured $1.5 billion uncommitted 364 day credit facility to certain subsidiaries of HSBC Finance. This facility
was renewed for an additional 364 days in November 2012. Any draws on this credit facility by HSBC Finance require
regulatory approval. There were no balances outstanding at December 31, 2012 and 2011.

*  During the fourth quarter of 2011, we extended an unsecured $3.0 billion 364 day uncommitted revolving credit agreement to
HSBC Finance which allowed for borrowings with maturities of up to 15 years. During the second quarter of 2012, an
amendment was executed to increase this uncommitted revolving credit agreement to $4.0 billion. As of December 31, 2012,
$2.0 billion was outstanding under this credit agreement with $512 million maturing in September 2017 and $1.5 billion
maturing in January 2018. As of December 31, 2011, there were no amounts outstanding under this credit agreement.

* InMay 2012, we extended a $2.0 billion 364 day committed revolving credit facility to HSBC Finance. As of December 31,
2012 there were no amounts outstanding under this credit facility.

Transactions Conducted with HSBC Finance Corporation Involving Discontinued Operations As it relates to our discontinued
credit card and private label operations, in January 2009, we purchased the GM and UP Portfolios from HSBC Finance, with an
outstanding principal balance of $12.4 billion at the time of sale, at a total net premium of $113 million. Additionally, in December
2004, we purchased the private label credit card receivable portfolio as well as private label commercial and closed end loans from
HSBC Finance. HSBC Finance retained the customer account relationships for both the GM and UP receivables and the private
label credit card receivables and by agreement we purchased on a daily basis substantially all new originations from these account
relationships from HSBC Finance. Premiums paid for these receivables are amortized to interest income over the estimated life
of the receivables purchased and are included as a component of Income from Discontinued Operations. HSBC Finance serviced
these credit card loans for us for a fee up until May 2012. Information regarding these loans is summarized in the table below.
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Private Label Credit Card
Commercial
and
Closed General Union
Cards End Loans Motors Privilege Other Total

(in billions)
Loans serviced by HSBC Finance:
December 31, 2012 . .ccuviiiiiiiiceieeeeeeeeeeeeee e $ — 9 — 3 — $ — 9 — $ —
December 31, 2011 ..o 12.5 0.3 4.1 35 0.8 21.2

Total loans purchased on a daily basis from HSBC
Finance during:

2012 e 4.4 — 3.9 1.0 0.6 9.9
2011 e 15.4 — 13.0 32 1.8 334
2010 e 14.6 — 13.5 3.2 1.7 33.0

Fees paid for servicing these loan portfolios, which are included as a component of Income from discontinued operations, totaled
$199 million, $578 million and $615 million during 2012, 2011 and 2010, respectively.

The GM and UP credit card receivables as well as the private label credit card receivables that were purchased from HSBC Finance
on a daily basis at a sales price for each type of portfolio determined using a fair value calculated semi-annually in April and
October by an independent third party based on the projected future cash flows of the receivables. The projected future cash flows
were developed using various assumptions reflecting the historical performance of the receivables and adjusting for key factors
such as the anticipated economic and regulatory environment. The independent third party used these projected future cash flows
and a discount rate to determine a range of fair values. We used the mid-point of this range as the sales price. If significant
information became available that altered the projected future cash flows, an analysis was performed to determine if fair value
rates needed to be updated prior to the normal semi-annual cycles. With the announcement of the Capital One transaction, an
analysis was performed and an adjustment to the fair value rates was made effective August 10, 2011 to reflect the sale of the
receivables to a third party during the first half of 2012. The rates continued to be updated as part of our normal semi-annual
process until the time the transaction was completed.

*  Certain of our consolidated subsidiaries have revolving lines of credit totaling $1.0 billion with HSBC Finance. There were
no balances outstanding under any of these lines of credit at December 31, 2011. These credit facilities were terminated in
April 2012.

*  Weextended a $1.0 billion committed unsecured 364 day credit facility to HSBC Bank Nevada, a subsidiary of HSBC Finance,
in December 2009. This facility was renewed for an additional 364 days in November 2011. There were no balances outstanding
at December 31, 2011. This credit facility was terminated in May 2012.

Transactions Conducted with HMUS and Subsidiaries

*  We utilize HSBC Securities (USA) Inc. (“HSI”) for broker dealer, debt and preferred stock underwriting, customer referrals,
loan syndication and other treasury and traded markets related services, pursuant to service level agreements. Fees charged by
HSI for broker dealer, loan syndication services, treasury and traded markets related services are included in support services
from HSBC affiliates. Debt underwriting fees charged by HSI are deferred as a reduction of long-term debt and amortized to
interest expense over the life of the related debt. Preferred stock issuance costs charged by HSI are recorded as a reduction of
capital surplus. Customer referral fees paid to HSI are netted against customer fee income, which is included in other fees and
commissions.

e We have extended loans and lines, some of them uncommitted, to HMUS and its subsidiaries in the amount of $3.8 billion and
$3.3 billion at December 31, 2012 and 2011. At December 31, 2012 and 2011, $310 million and $229 million, respectively,
was outstanding on these loans and lines. Interest income on these loans and lines totaled $4 million in 2012, $6 million in
2011 and $15 million during 2010.

Other Transactions with HSBC Affiliates

* InJanuary 2011, we acquired Halbis Capital Management (USA) Inc (Halbis), an asset management business, from an affiliate,
Halbis Capital Management (UK) Ltd. as part of a reorganization which resulted in an increase to additional paid-in-capital
of approximately $21 million.

* InApril 2011, we completed the sale of our European Banknotes Business with assets of $123 million to HSBC Bank plc.
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HNAH extended a $1.0 billion senior debt to us in August 2009. This is a five year floating rate debt which matures on
August 2014. In addition, in April 2011, we borrowed an additional $3.0 billion from HNAH. This senior debt matures in three
equal installments of $1.0 billion in April 2013, 2015 and 2016. The debt bear interest at 90 day USD Libor plus a spread, with
each maturity at a different spread. Interest expense on this debt totaled $64 million in 2012, $46 million in 2011 and $17
million in 2010.

In addition to purchases of U.S. Treasury and U.S. Government Agency securities, we have periodically purchased both foreign-
denominated and USD denominated marketable securities from certain affiliates including HSI, HSBC Asia-Pacific, HSBC
Mexico, HSBC London, HSBC Brazil, HSBC Chile and HSBC Canada. Marketable securities outstanding from these purchases
are reflected in trading assets and totaled $14 million and $8.5 billion at December 31, 2012 and 2011, respectively.

In June 2010, we sold certain securities with a book value of $302 million to HSBC Bank plc and recognized a pre-tax loss of
$40 million.

In 2011, we sold our equity interest in Guernsey Joint Venture to HSBC Private Bank (Suisse) SA, resulting in a gain of $53
million.

We had a committed unused line of credit with HSBC France of $2.5 billion at December 31,2011. The facility was terminated
effective July 30, 2012.

We have committed unused line of credit with HSBC Investment (Bahamas) Limited of $900 million at December 31, 2012.
We have committed unused line of credit with HSBC Holdings plc of $500 million at December 31, 2012.
We have an uncommitted unused line of credit with HNAI of $150 million at December 31, 2012 and 2011.

We have extended loans and lines of credit to various other HSBC affiliates totaling $460 million at December 31, 2012 and
2011. At December 31,2012 and 2011, there were no amounts outstanding under these loans or lines of credit. Interest income
on these lines totaled less than $1 million in both 2012 and 2011 and $5 million in 2010.

Historically, we have provided support to several HSBC affiliate sponsored asset-backed commercial paper (“ABCP”) conduits
by purchasing A-1/P-1 rated commercial paper issued by them. At December 31, 2012 and 2011, no ABCP issued by such
conduits was held.

We routinely enter into derivative transactions with HSBC Finance and other HSBC affiliates as part of a global HSBC strategy
to offset interest rate or other market risks associated with debt issues and derivative contracts with unaffiliated third parties.
The notional value of derivative contracts related to these contracts was approximately $1,066.5 billion and $887.1 billion at
December 31, 2012 and 2011, respectively. The net credit exposure (defined as the net fair value of derivative assets and
liabilities) related to the contracts was approximately $691 million and $423 million at December 31, 2012 and 2011,
respectively. Our Global Banking and Markets business accounts for these transactions on a mark to market basis, with the
change in value of contracts with HSBC affiliates substantially offset by the change in value of related contracts entered into
with unaffiliated third parties.

InDecember 2008, HSBC Bank US A entered into derivative transactions with another HSBC affiliate to offset the risk associated
with the contingent “loss trigger” options embedded in certain leveraged super senior (“LSS”) tranched credit default swaps.
These transactions reduced income volatility for HSBC Bank USA by transferring the volatility to the affiliate. The last of
these transactions matured during the third quarter of 2011.

HSBC North America's technology and certain centralized support services including human resources, corporate affairs, risk
management, legal, compliance, tax, finance and other shared services are centralized within HTSU. Technology related assets
and software purchased are generally purchased and owned by HTSU. HTSU also provides certain item processing and statement
processing activities which are included in Support services from HSBC affiliates in the consolidated statement of income
(loss). We also receive fees from HTSU for providing them certain administrative services. The fees we receive from HTSU
are recorded as a component of servicing and other fees from HSBC affiliates.

Our domestic employees participate in a defined benefit pension plan sponsored by HSBC North America. Additional
information regarding pensions is provided in Note 23, “Pension and Other Post retirement Benefits.”

Employees participate in one or more stock compensation plans sponsored by HSBC. Our share of the expense of these plans
on a pre-tax basis was $36 million in 2012, $56 million in 2011 and $42 million in 2010. As of December 31, 2012, our share
of compensation cost related to nonvested stock compensation plans was approximately $42 million, which is expected to be
recognized over a weighted-average period of less than one year. A description of these stock compensation plans can be found
in Note 22, “Share-based Plans.”

We use HSBC Global Resourcing (UK) Ltd., an HSBC affiliate located outside of the United States, to provide various support
services to our operations including among other areas customer service, systems, collection and accounting functions. The
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expenses related to these services of $23 million in 2012, $25 million in 2011 and $32 million in 2010, are included as a
component of Support services from HSBC affiliates in the table above. Through February 2011, the expenses for these services
for all HSBC North America operations were billed directly to HTSU who then billed these services to the appropriate HSBC
affiliate who benefited from the services. Beginning in March 2011, HSBC Global Resourcing (UK) Ltd. began billing us
directly for the services we receive from them.

*  We did not pay any dividends to our parent company, HNAI, on our common stock in 2012, 2011 or 2010.

25. Business Segments

We have four distinct segments that we utilize for management reporting and analysis purposes, which are generally based upon
global business. Our segment results are reported on a continuing operations basis. There have been no changes in the basis of our
segmentation or measurement of segment profit as compared with the presentation in our 2011 Form 10-K.

Net interest income of each segment represents the difference between actual interest earned on assets and interest incurred on
liabilities of the segment, adjusted for a funding charge or credit. Segments are charged a cost to fund assets (e.g. customer loans)
and receive a funding credit for funds provided (e.g. customer deposits) based on equivalent market rates. The objective of these
charges/credits is to transfer interest rate risk from the segments to one centralized unit in Global Banking and Markets and more
appropriately reflect the profitability of segments.

Certain other revenue and operating expense amounts are also apportioned among the business segments based upon the benefits
derived from this activity or the relationship of this activity to other segment activity. These inter-segment transactions are accounted
for as if they were with third parties.

Our segment results are presented in accordance with IFRSs (a non-U.S. GAAP financial measure) on a legal entity basis (“IFRSs
Basis”) as operating results are monitored and reviewed, trends are evaluated and decisions about allocating resources, such as
employees are made almost exclusively on an IFRSs basis since we report financial information to our parent, HSBC in accordance
with IFRSs. We continue to monitor capital adequacy, establish dividend policy and report to regulatory agencies on a U.S. GAAP
legal entity basis.

Net Interest Income

Effective interest rate - The calculation of effective interest rates under IAS 39, “Financial Instruments: Recognition and
Measurement” (“IAS 39”), requires an estimate of changes in estimated contractual cash flows, including fees and points paid or
received between parties to the contract that are an integral part of the effective interest rate to be included. U.S. GAAP generally
prohibits recognition of interest income to the extent the net interest in the loan would increase to an amount greater than the
amount at which the borrower could settle the obligation. Under U.S. GAAP, prepayment penalties are generally recognized as
received. U.S. GAAP also includes interest income on loans originated as held for sale which is included in other operating income
for IFRS:s.

Deferred loan origination costs and fees - Certain loan fees and incremental direct loan costs, which would not have been incurred
but for the origination of loans, are deferred and amortized to earnings over the life of the loan under IFRSs. Certain loan fees and
direct incremental loan origination costs, including internal costs directly attributable to the origination of loans in addition to
direct salaries, are deferred and amortized to earnings under U.S. GAAP.

Loan origination deferrals under IFRSs are more stringent and generally result in lower costs being deferred than permitted under
U.S. GAAP. In addition, all deferred loan origination fees, costs and loan premiums must be recognized based on the expected
life of the loan under IFRSs as part of the effective interest calculation while under U.S. GAAP they may be recognized on either
a contractual or expected life basis.

Derivative interest expense - Under IFRSs, net interest income includes the interest element for derivatives which corresponds to
debt designated at fair value. For U.S. GAAP, this is included in gain (loss) on instruments designated at fair value and related
derivatives which is a component of other revenues.

Other Operating Income (Total Other Revenues)

Derivatives - Effective January 1, 2008, U.S. GAAP removed the observability requirement of valuation inputs to allow up-front
recognition of the difference between transaction price and fair value in the consolidated statement of income (loss). Under IFRSs,
recognition is permissible only if the inputs used in calculating fair value are based on observable inputs. If the inputs are not
observable, profit and loss is deferred and is recognized (1) over the period of contract, (2) when the data becomes observable, or
(3) when the contract is settled.
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Unquoted equity securities — Under IFRSs, equity securities which are not quoted on a recognized exchange, but for which fair
value can be reliably measured, are required to be measured at fair value. Securities measured at fair value under [IFRSs are classified
as either available-for-sale securities, with changes in fair value recognized in shareholders’ equity, or as trading securities, with
changes in fair value recognized in income. Under U.S. GAAP, equity securities that are not quoted on a recognized exchange are
not considered to have a readily determinable fair value and are required to be measured at cost, less any provisions for known
impairment, and classified in other assets.

Loans held for sale - IFRSs requires loans originated with the intent to sell to be classified as trading assets and recorded at their
fair value. Under U.S. GAAP, loans designated as held for sale are reflected as loans and recorded at the lower of amortized cost
or fair value. Under IFRSs, the income related to loans held for sale is reported in trading revenue. Under U.S. GAAP, the income
related to loans held for sale is reported similarly to loans held for investment.

For loans transferred to held for sale subsequent to origination, IFRSs requires these receivables to be reported separately on the
balance sheet when certain criteria are met which are generally more stringent than those under U.S. GAAP, but does not change
the recognition and measurement criteria. Accordingly, for [IFRSs purposes such loans continue to be accounted for and impairment
continues to be measured in accordance with IAS 39 with any gain or loss recorded at the time of sale. U.S. GAAP requires loans
that meet the held for sale classification requirements be transferred to a held for sale category at the lower of amortized cost or
fair value. Under U.S. GAAP, the component of the lower of amortized cost or fair value adjustment related to credit risk is recorded
in the statement of income (loss) as provision for credit losses while the component related to interest rates and liquidity factors
is reported in the statement of income (loss) in other revenues.

IFRS reclassification of fair value measured financial assets during 2008 - Certain securities were reclassified from “trading assets”
to “loans and receivables” under IFRSs as of July 1, 2008 pursuant to an amendment to IAS 39 and are no longer marked to market.
InNovember 2008, additional securities were similarly transferred to loans and receivables. These securities continue to be classified
as “trading assets” under U.S. GAAP.

Additionally, certain Leverage Acquisition Finance (“LAF”) loans had been classified as trading assets for IFRSs and to be
consistent, an irrevocable fair value option was elected on these loans under U.S. GAAP on January 1, 2008. These loans were
reclassified to “loans and advances” as of July 1, 2008 pursuant to the IAS 39 amendment discussed above. Under U.S. GAAP,
these loans are classified as “held for sale” and carried at fair value due to the irrevocable nature of the fair value option.

Servicing assets —Under IFRSs, servicing assets are initially recorded on the balance sheet at cost and amortized over the projected
life of the assets. Servicing assets are periodically tested for impairment with impairment adjustments charged against current
earnings. Under U.S. GAAP, servicing assets are initially recorded on the balance sheet at fair value. All subsequent adjustments
to fair value are reflected in current period earnings.

Other-than-temporary impairments - Under U.S. GAAP, a decline in fair value of an available-for-sale debt security below its
amortized cost may indicate that the security is other-than-temporarily impaired under certain conditions. IFRSs do not have an
“other than temporary” impairment concept. Under IFRSs, a decline in fair value of an available-for-sale debt security below its
amortized cost is considered evidence of impairment if the decline can, at least partially, be attributed to an incurred loss event
that impacts the estimated future cash flows of the security (i.e., a credit loss event). Thus a security may not be considered impaired
if the decline in value is the result of events that do not negatively impact the estimated future cash flows of the security (e.g., an
increase in the risk-free interest rate). However, until the entity sells the security, it will have to assess the security for credit losses
at each reporting date.

Another difference between U.S. GAAP and IFRSs is the amount of the loss that an entity recognizes in earnings on an impaired
(other-than-temporarily impaired for U.S. GAAP) available-for-sale debt security. Under U.S. GAAP, if an entity has decided to
sell a debt security whose fair value has declined below its amortized cost, or will be more likely than not required to sell the debt
security before it recovers its amortized cost basis, it will recognize an impairment loss in earnings equal to the difference between
the debt security's carrying amount and its fair value. If the entity has not decided to sell the debt security and will not be more
likely than not required to sell the debt security before it recovers its amortized cost basis, but nonetheless expects that it will not
recover the security's amortized cost basis, it will bifurcate the impairment loss into a credit loss component and a non-credit loss
component, and recognize the credit loss component in earnings and the non-credit loss component in other comprehensive income.
Under IFRSs, the entity recognizes the entire decline in fair value below amortized cost in earnings.

REO expense - Other revenues under IFRSs include losses on sale and the lower of amortized cost or fair value of the collateral
less cost to sell adjustments on REO properties which are classified as other expense under U.S. GAAP.

Securities -Under IFRSs, securities include HSBC shares held for stock plans at fair value. These shares held for stock plans are
measured at fair value through other comprehensive income. If it is determined that these shares have become impaired, the
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unrealized loss in accumulated other comprehensive income is reclassified to profit or loss. There is no similar requirement under
U.S. GAAP.

Loan Impairment Charges (Provision for Credit Losses)

IFRSs requires a discounted cash flow methodology for estimating impairment on pools of homogeneous customer loans which
requires the discounting of cash flows including recovery estimates at the original effective interest rate of the pool of customer
loans. The amount of impairment relating to the discounting of future cash flows unwinds with the passage of time, and is recognized
in interest income. Also under IFRSs, if the recognition of a write-down to fair value on secured loans decreases because collateral
values have improved and the improvement can be related objectively to an event occurring after recognition of the write-down,
such write-down is reversed, which is not permitted under U.S. GAAP. Additionally under IFRSs, future recoveries on charged-
off loans or loans written down to fair value less cost to obtain title and sell are accrued for on a discounted basis and a recovery
asset is recorded. Subsequent recoveries are recorded to earnings under U.S. GAAP, but are adjusted against the recovery asset
under IFRSs. Under IFRSs, interest on impaired loans is recorded at the effective interest rate on the customer loan balance net
of impairment allowances, and therefore reflects the collectibility of the loans.

As discussed above, under U.S. GAAP, the credit risk component of the lower of amortized cost or fair value adjustment related
to the transfer of receivables to held for sale is recorded in the consolidated statement of income (loss) as provision for credit
losses. There is no similar requirement under IFRSs.

As previously discussed, in the third quarter of 2011 we adopted new guidance under U.S. GAAP for determining whether a
restructuring of a receivable meets the criteria to be considered a TDR Loan. Credit loss reserves on TDR Loans are established
based on the present value of expected future cash flows discounted at the loans' original effective interest rate.

For loans collectively evaluated for impairment under US GAAP, bank industry practice which we adopted in the fourth quarter
0f 2012 generally results in a loss emergence period for these loans using a roll rate migration analysis which results in 12 months
of losses in our allowance for credit losses. Under IFRSs, we completed a review in the fourth quarter of 2012 which concluded
that the estimated average period of time from current status to write-off for loans collectively evaluated for impairment using a
roll rate migration analysis was 10 months (previously a period of 7 months was used) which was also adopted in the fourth quarter
of 2012.

Operating Expenses

Pension and other postretirement benefit costs - Pension expense under U.S. GAAP is generally higher than under IFRSs as a
result of the amortization of the amount by which actuarial losses exceeds the higher of 10 percent of the projected benefit obligation
or fair value of plan assets (the “corridor.”). In 2012, amounts include a higher pension curtailment benefit under U.S. GAAP as
a result of the decision in the third quarter to cease all future benefit accruals under the Cash Balance formula of the HSBC North
America Pension Plan and freeze the plan effective January 1, 2013. In 2011, amounts reflect a pension curtailment gain relating
to the branch sales as under IFRSs recognition occurs when “demonstrably committed to the transaction” as compared to U.S. GAAP
when recognition occurs when the transaction is completed. Furthermore, in 2010, changes to future accruals for legacy participants
under the HSBC North America Pension Plan were accounted for as a plan curtailment under IFRSs, which resulted in immediate
income recognition. Under U.S. GAAP, these changes were considered to be a negative plan amendment which resulted in no
immediate income recognition.

Share-based bonus arrangements - Under IFRSs, the recognition of compensation expense related to share-based bonuses begins
on January 1 of the current year for awards expected to be granted in the first quarter of the following year. Under U.S. GAAP,
the recognition of compensation expense related to share-based bonuses does not begin until the date the awards are granted.

Property - Under IFRSs, the carrying amount of property held for own use reflects revaluation surpluses recorded prior to January 1,
2004. Consequently, the carrying amounts of tangible fixed assets and shareholders' equity are lower under U.S. GAAP than under
IFRSs. There is a correspondingly lower depreciation charge and higher net income as well as higher gains (or smaller losses) on
the disposal of fixed assets under U.S. GAAP. For investment properties, net income under U.S. GAAP does not reflect the
unrealized gain or loss recorded under IFRSs for the period. In addition, the sale of our 452 Fifth Avenue property, including the
1 W. 39th Street building in April 2010, resulted in the recognition of a gain under IFRSs while under U.S. GAAP, such gain is
deferred and recognized over the lease term due to our continuing involvement.

Litigation accrual - Under U.S. GAAP, litigation accruals are recorded when it is probable a liability has been incurred and the
amount is reasonably estimable. Under IFRSs, a present obligation must exist for an accrual to be recorded. In certain cases, this
creates differences in the timing of accrual recognition between IFRSs and U.S. GAAP.

Assets
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Customer loans (Loans) - As discussed more fully above under "Other Operating Income (Total Other Revenues) - Loans held for
sale," on an IFRSs basis loans designated as held for sale at the time of origination and accrued interest are classified as trading
assets. However, the accounting requirements governing when receivables previously held for investment are transferred to a held
for sale category are more stringent under IFRSs than under U.S. GAAP which results in loans generally being reported as held
for sale later then under U.S. GAAP.

Precious metals - Precious metals leased or loaned to customers are reclassified from trading precious metals into loans. Precious
metal leases or loans are stated at spot price of the underlying precious metals with changes in value arising from changes in spot
price recorded in other income. Interests are recorded as interest income in the consolidated statement of income (loss). Under
IFRSs, precious metals leased or loaned to customers continue to be part of the precious metal inventory which is stated at fair
value. We take into consideration any financing and leasing arrangement in determining the fair value of precious metals.

Derivatives - Under U.S. GAAP, derivative receivables and payables with the same counterparty may be reported on a net basis
in the balance sheet when there is an executed International Swaps and Derivatives Association, Inc. (“ISDA”) Master Netting
Arrangement. In addition, under U.S. GAAP, fair value amounts recognized for the obligation to return cash collateral received
or the right to reclaim cash collateral paid are offset against the fair value of derivative instruments. Under IFRSs, these agreements
do not necessarily meet the requirements for offset, and therefore such derivative receivables and payables are presented gross on
the balance sheet.

Goodwill -TFRSsand U.S. GAAP require goodwill to be tested for impairment at least annually, or more frequently if circumstances
indicate that goodwill may be impaired. For IFRSs, goodwill was amortized until 2005, however goodwill was amortized under
U.S. GAAP until 2002, which resulted in a lower carrying amount of goodwill under IFRSs.

VIEs - The requirements for consolidation of variable interest entities (“VIEs”) under U.S. GAAP are based on both the power to
direct the activities that most significantly impact the VIE's economic performance and the obligation to absorb losses, or the right
to receive benefits that could potentially be significant to the VIE. As a result, under U.S. GAAP we were determined to be the
primary beneficiary of and consolidated a commercial paper conduit effective January 1, 2010. However in the first quarter of
2011, changes involving liquidity asset purchase agreements were made that caused us to no longer be considered the primary
beneficiary and this commercial paper conduit was deconsolidated at March 31, 2011. Under IFRSs this conduit was not
consolidated.

Results for each segment on an IFRSs basis, as well as a reconciliation of total results under IFRSs to U.S. GAAP consolidated
totals, are provided in the following tables.
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IFRS Consolidated Amounts

Adjustments/ IFRS U.S. GAAP
Reconciling IFRS Reclassi- Consolidated
RBWM CMB GBM PB Other Items Total Adjustments  fications® Totals
(in millions)
December 31, 2012
Net interest income” ... $ 854 $ 657 $ 606 $ 184 $ (27) $ as) $ 2259 $ (123) $ 22§ 2,158
Other operating income. 555 683 916 106 (442) 15 1,833 72 17 1,922
Total operating income . 1,409 1,340 1,522 290 (469) — 4,092 (51) 39 4,080
Loan impairment
charges™ ... 204 4 (4] A3) — — 204 73 16 293
1,205 1,336 1,523 293 (469) — 3,888 (124) 23 3,787
Operating expenses® ... 1,301 716 997 232 1,464 — 4,710 36) 23 4,697
Profit before income tax
CXPENSC...vvvrrrrerennene $ (96) $ 620 S 526 $ 61 $(1,933) $ — $ (822) $ 88) $ — 910)
Balances at end of -
period:
Total assets........covuunvnn. $22,789 $24,127 $ 208,801 $8208 $ 91 § — $264,016 $ (67,543) $ 94 $ 196,567
Total loans, net.............. 16,422 19,754 20,679 5,707 — — 62,562 3,495 (3,446) 62,611
Goodwill .....cooveveeennnnne. 581 358 480 325 — — 1,744 484 — 2,228
Total deposits................ 35,406 21,759 43,951 12,141 — — 113,257 (5,122) 9,536 117,671
December 31, 2011
Net interest income” ... $ 1,023 $ 711 $ 504 $ 180 $ (83) $ (23) $ 2312 $ 41 $ 163 $ 2,434
Other operating income. 409 453 969 184 336 23 2,374 6 (114) 2,266
Total operating income . 1,432 1,164 1,473 364 253 — 4,686 (35) 49 4,700
Loan in'(lgainnent 247 6 5 o -
charges'™ ......ccccoeeueunnnn (30) 228 3) 33 258
1,185 1,158 1,468 394 253 — 4,458 (32) 16 4,442
Operating expenses®.... 1,653 741 986 261 65 — 3,706 38 16 3,760
Profit before income tax
EXPENSC..vcnernenerereneeanes $ (468) § 417 § 482 $ 133 § 188 § — 3 752§ (70) $ — 3 682
Balances at end of -
period:
Total assets......ovvenvenvn. $28,017 $21,669 § 213,164 $6,525 $ 92 § — $269467 $ (80,526) $ (115) $ 188,826
Total loans, net.............. 16,233 16,782 21,390 4,716 — — 59,121 (4,636) (3,361) 51,124
Goodwill .....ccoovvveuennnnee 581 358 480 325 — — 1,744 484 — 2,228
Total deposits................ 36,837 21,799 45,061 13,169 — — 116,866 (4,788) 27,651 139,729
December 31, 2010
Net interest income” ... $ 1,077 $ 704 $ 638 $ 184 § (11) § 30) $ 2562 §$ (110) $ 161 $ 2,613
Other operating income. 277 455 1,010 132 193 30 2,097 82 1 2,180
Total operating income . 1,354 1,159 1,648 316 182 — 4,659 (28) 162 4,793
Loan in?gairment
charges™ .......c.cccooeenne. 77 115 (180) (38) — — (26) 30 30 34
1,277 1,044 1,828 354 182 — 4,685 (58) 132 4,759
Operating expenses®.... 1,371 681 724 242 70 — 3,088 94 132 3,314
Profit before income tax
EXPENSC..cevvverrreeerennens $ (949 $ 363 $ 1,104 $ 112 § 112 § — $ 1,597 % (152) $ — 1,445
Balances at end of -
period:
Total assets.......c.ceuueee. $22,280 $16470 $ 177,150 $5380 $ 24 § — $221313 § (60,049) $ 90) $ 161,174
Total loans, net.............. 17,474 14,530 25,443 4,683 — — 62,130 (1,695)  (11,478) 48,957
Goodwill ......cccceuuenenne 876 368 480 326 — — 2,050 576 — 2,626
Total deposits................ 48,385 24,481 33,511 11,337 — — 117,714 (3,725) 6,629 120,618

M Net interest income of each segment represents the difference between actual interest earned on assets and interest paid on liabilities of the segment adjusted

for a funding charge or credit. Segments are charged a cost to fund assets (e.g. customer loans) and receive a funding credit for funds provided (e.g. customer
deposits) based on equivalent market rates. The objective of these charges/credits is to transfer interest rate risk from the segments to one centralized unit
in Treasury and more appropriately reflect the profitability of segments.

@ Expenses for the segments include fully apportioned corporate overhead expenses.
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®  The provision assigned to the segments is based on the segments’ net charge offs and the change in allowance for credit losses.
@ Represents adjustments associated with differences between IFRSs and U.S. GAAP bases of accounting. These adjustments, which are more fully described
above, consist of the following:
Net Provision (Loss) Income
Interest Other for Credit Operating before Income Total
Income Revenues Losses Expenses Tax Expense Assets
(in millions)
December 31, 2012
Unquoted equity securities....................... $ — 3 — 3 — 3 — 3 — $ (108)
Reclassification of financial assets .......... (64) 181 — — 117 “)
SECUIIHIES ... — — — 13) 13 @27
Derivatives ........cceuvevueurieieirieieieeeieeens “@ 5) — — ) (67,762)
Loan impairment. (34) 3 73 — (104) (66)
PrOperty ......coeeeevieeeiniceeceeeceeee ) 16 — (21) 28 42
Pension CoStS......c.covueereueuerenereeieenenenn — — — 11 11 137)
Purchased loan portfolios............cccccennee. — — — — — —
Servicing assets.....c.coeveerveveeererierererinnenens —_ ) — — [€)) 4
Interest recOZNItion .........ccceeeveeerereevecnnnnes ?2) — — — @) @)
DUSINGSS o - ©2) — - ©2) —
Other ....uuiiiiiiciiicccccccccccee 10) 30) — 13) 27 519
Total ..o $ (123) $ 72 3 73§ 36) $ 88) $ (67,543)
December 31,2011 - -
Unquoted equity securities....................... $ — 3 — 3 — 3 — 3 — 3 (71)
Reclassification of financial assets .......... 37 37 — — — 187
Securities — (18) — (7) (11) )
Derivatives ........cceuvevueurieieirieieieeeeeens ) (@) — — an (81,262)
Loan impairment..........ccoecevereneeenenennne ) — 4 — 4) (28)
Property ... %) — — (27) 22 164
Pension CoSts........ccovveiiiiiiiinieiiie — — — 48 (48) (134)
Purchased loan portfolios............ccccceneeee. — — — — — 3
Servicing assets.....c.oeveerveveeererierererennenens — — — — — 4
Interest recognition 2 — — — 2 3)
Sale of Cards and Retail Services — — — — — —
11 5) 1 25 (20) (623)
$ 41 $ 7 8 3) $ 39 8§ (70) $ (81,772)
December 31, 2010 - - -
Unquoted equity securities...........co.c.c..... $ — 3 — 3 — 3 — 3 — 8 (73)
Reclassification of financial assets .......... (148) 320 19 — 153 187
SECUIIHIES .. — (103) 10 — (113) (78)
Derivatives... 5) (@) — 2 (14 (63,005)
Loan impairment..........ceccceevveveerrenenennne ) — — (1) 3) 5
Property......cccccevvevieiniiccceceee “) (56) — amn (43) 199
Pension COStS......c.evueernreerinieiecnenieienene — — — 120 (120) (120)
Purchased loan portfolios..........c.c.eeuenee. 46 5 35 (1) 17 18
Servicing assets — — — 1 [€))] 8
_ 3 _ _ 3 _
(5 — — — (5 6
— (3% — — (33) —
10 (42) (34) (10 12 2,816
Total ... $ (110) $ 82 § 30 § 94 $ (152) § (60,049)
)

Represents differences in financial statement presentation between IFRSs and U.S. GAAP.
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26. Retained Earnings and Regulatory Capital Requirements

Bank dividends are a major source of funds for payment by us of sharecholder dividends, and along with interest earned on
investments, cover our operating expenses which consist primarily of interest on outstanding debt. Approval of the Office of the
Comptroller of the Currency (the “OCC”) is required if the total of all dividends HSBC Bank USA declares in any year exceeds
the cumulative net profits for that year, combined with the profits for the two preceding years reduced by dividends attributable
to those years. Under a separate restriction, payment of dividends is prohibited in amounts greater than undivided profits then on
hand, after deducting actual losses and bad debts. Bad debts are debts due and unpaid for a period of six months unless well secured,
as defined, and in the process of collection.

Capital amounts and ratios of HSBC USA Inc. and HSBC Bank USA, calculated in accordance with current banking regulations,
are summarized in the following table.

December 31, 2012 December 31, 2011
Capital Well-Capitalizeg) Actual Capital Well-CapitalizeH) Actual
Amount Minimum Ratio Ratio Amount Minimum Ratio Ratio

(dollars are in millions)

Total capital ratio:

HSBC USA InC. ..oooevvveveiineen $ 20,764 10.00% 19.52% $ 21,908 10.00% 18.39%

HSBC Bank USA...........ccvveueeeee. 21,464 10.00 21.07 22,390 10.00 18.86
Tier 1 capital ratio:

HSBC USA IncC. ..cccocvvvevireeenenn. 14,480 6.00 13.61 15,179 6.00 12.74

HSBC Bank USA.......cccoeenvnenee. 15,482 6.00 15.20 15,996 6.00 13.48
Tier 1 common ratio:

HSBC USA INC. ..o, 12,373 500 @ 11.63 12,773 500 @ 1072

HSBC Bank USA...........ccvveueeeee. 15,482 5.00 15.20 15,996 5.00 13.48
Tier 1 leverage ratio:

HSBC USA INC. ..o, 14,480 3.00 @ 770 15,179 3.00 ® 743

HSBC Bank USA......ccccoeevnnee. 15,482 5.00 8.43 15,996 5.00 7.98
Risk weighted assets:

HSBC USA InC. ..oooovvvenrveniinene 106,395 119,099

HSBC Bank USA...........ccvveueeeee. 101,865 118,688

M HSBC USA Inc and HSBC Bank USA are categorized as “well-capitalized,” as defined by their principal regulators. To be categorized as well-capitalized
under regulatory guidelines, a banking institution must have the minimum ratios reflected in the above table, and must not be subject to a directive, order,

or written agreement to meet and maintain specific capital levels.
@ There is no Tier 1 common ratio component in the definition of a well-capitalized bank holding company. The ratio shown is the required minimum Tier 1
common ratio as included in the Federal Reserve Board's final rule regarding capital plans for U.S. bank holding companies with total consolidated assets

of $50 billion or more.

® " There is no Tier 1 leverage ratio component in the definition of a well-capitalized bank holding company. The ratio shown is the minimum required ratio.

We did not receive any cash capital contributions from our immediate parent, HNAI during 2012 or 2011. During 2012 and 2011,
we contributed $2 million and $208 million, respectively, primarily to our subsidiary, HSBC Bank USA, in part to provide capital
support for receivables purchased from our affiliate, HSBC Finance Corporation. See Note 24, “Related Party Transactions,” for
additional information.

As part of the regulatory approvals with respect to the credit card, private label card and auto financing receivable purchases
completed in January 2009, HSBC Bank USA and HSBC made certain additional capital commitments to ensure that HSBC Bank
USA holds sufficient capital with respect to the purchased receivables that are or may become “low-quality assets”, as defined by
the Federal Reserve Act. These capital requirements, which required a risk-based capital charge of 100 percent for each “low-
quality asset” transferred or arising in the purchased portfolios rather than the eight percent capital charge applied to similar assets
that were not part of the transferred portfolios, were applied both for purposes of satisfying the terms of the commitments and for
purposes of measuring and reporting HSBC Bank USA's risk-based capital and related ratios. This treatment applied as long as
the low-quality assets were owned by an insured bank. During 2011, HSBC Bank USA sold low-quality credit card receivables
with anet carrying value of approximately $266 million to a non-bank subsidiary of HSBC US A Inc. to reduce the capital requirement
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associated with these assets. Capital ratios and amounts at December 31,2011 in the table above reflect this reporting. The remaining
purchased receivables subject to this requirement were sold to Capital One as part of the previously discussed sale which was
completed on May 1, 2012.

Regulatory guidelines impose certain restrictions that may limit the inclusion of deferred tax assets in the computation of regulatory
capital. We closely monitor the deferred tax assets for potential limitations or exclusions. At December 31,2012 and 2011, deferred
tax assets of $622 million and $363 million, respectively, were excluded in the computation of regulatory capital.

27. Variable Interest Entities

In the ordinary course of business, we have organized special purpose entities (“SPEs”) primarily to structure financial products
to meet our clients' investment needs, to facilitate clients to access and raise financing from capital markets and to securitize
financial assets held to meet our own funding needs. For disclosure purposes, we aggregate SPEs based on the purpose, risk
characteristics and business activities of the SPEs. A SPE is a variable interest entity (“VIE”) if it lacks sufficient equity investment
at risk to finance its activities without additional subordinated financial support or, as a group, the holders of the equity investment
at risk lack either a) the power through voting or similar rights to direct the activities of the entity that most significantly impacts
the entity's economic performance; or b) the obligation to absorb the entity's expected losses, the right to receive the expected
residual returns, or both.

Variable Interest Entities We consolidate VIEs in which we hold a controlling financial interest as evidenced by the power to
direct the activities of a VIE that most significantly impact its economic performance and the obligation to absorb losses of, or the
right to receive benefits from, the VIE that could be potentially significant to the VIE and therefore are deemed to be the primary
beneficiary. We take into account our entire involvement in a VIE (explicit or implicit) in identifying variable interests that
individually or in the aggregate could be significant enough to warrant our designation as the primary beneficiary and hence require
us to consolidate the VIE or otherwise require us to make appropriate disclosures. We consider our involvement to be significant
where we, among other things, (i) provide liquidity put options or other liquidity facilities to support the VIE's debt obligations;
(i) enter into derivative contracts to absorb the risks and benefits from the VIE or from the assets held by the VIE; (iii) provide a
financial guarantee that covers assets held or liabilities issued; (iv) design, organize and structure the transaction; and (v) retain a
financial or servicing interest in the VIE.

We are required to evaluate whether to consolidate a VIE when we first become involved and on an ongoing basis. In almost all
cases, a qualitative analysis of our involvement in the entity provides sufficient evidence to determine whether we are the primary
beneficiary. In rare cases, a more detailed analysis to quantify the extent of variability to be absorbed by each variable interest
holder is required to determine the primary beneficiary.

Consolidated VIEs The following table summarizes assets and liabilities related to our consolidated VIEs as of December 31,
2012 and 2011 which are consolidated on our balance sheet. Assets and liabilities exclude intercompany balances that eliminate
in consolidation:

December 31, 2012 December 31, 2011
Consolidated Consolidated Consolidated Consolidated
Assets Liabilities Assets Liabilities

(in millions)

Low income housing limited liability partnership:

Interest bearing deposits with banks ...........ccccooevveniiienieiinenee $ 216 $ — 3 108 $ —
OthET @SSELS .vevveniieeietieiieeieete et ete et ettt ete e etesseensesseenbesseenseens 533 — 520 —
Long term debt.........ccooviiiiiiiiiiiiiiieeeeeceene — 92 — 55
Other Habilities.......cvervieieeiieieeieie ettt — 152 — 166
TOLAL .ottt ettt re e e $ 749 $ 244 § 628 § 221

Low income housing limited liability partnership In 2009, all low income housing investments held by us were transferred to a
Limited Liability Partnership (“LLP”) in exchange for debt and equity while a third party invested cash for an equity interest that
is mandatorily redeemable at a future date. The LLP was created in order to ensure the utilization of future tax benefits from these
low income housing tax projects. The LLP was deemed to be a VIE as it does not have sufficient equity investment at risk to
finance its activities. Upon entering into this transaction, we concluded that we are the primary beneficiary of the LLP due to the
nature of our continuing involvement and, as a result, consolidate the LLP and report the equity interest issued to the third party
investor in other liabilities and the assets of the LLP in other assets on our consolidated balance sheet. The investments held by
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the LLP represent equity investments in the underlying low income housing partnerships for which the LLP applies equity-method
accounting. The LLP does not consolidate the underlying partnerships because it does not have the power to direct the activities
of the partnerships that most significantly impact the economic performance of the partnerships.

Unconsolidated VIEs We also have variable interests in other VIEs that were not consolidated at December 31, 2012 and 2011
because we were not the primary beneficiary. The following table provides additional information on those unconsolidated VIEs,

the variable interests held by us and our maximum exposure to loss arising from our involvements in those VIEs as of December 31,
2012 and 2011:

Variable Interests Variable Interests Total Assets in Maximum
Held Classified Held Classified Unconsolidated Exposure
as Assets as Liabilities VIEs to Loss
(in millions)
At December 31, 2012
Asset-backed commercial paper conduits...................... $ — 9 — 9 16,104 $ 2,212
Structured note VEhicles ..........oceverineninenenenieneieens 1,975 154 6,812 2,241
TOtAl it $ 1,975 $ 154 $ 22,916 $ 4,453
At December 31, 2011
Asset-backed commercial paper conduits....................... $ — 3 — 3 14,989 $ 677
Structured note VEhicCles ..........oceveririninineneneneiens 1,392 88 6,605 1,793
0] 721 SRS $ 1,392 $ 88 % 21,594 $ 2,470

Information on the types of variable interest entities with which we are involved, the nature of our involvement and the variable
interests held in those entities is presented below.

Asset-backed commercial paper conduits We provide liquidity facilities to a number of multi-seller and single-seller asset-backed
commercial paper conduits (“ABCP conduits™) sponsored by HSBC affiliates and by third parties. These conduits support the
financing needs of customers by facilitating the customers' access to commercial paper markets.

Customers sell financial assets, such as trade receivables, to ABCP conduits, which fund the purchases by issuing short-term
highly-rated commercial paper collateralized by the assets acquired. In a multi-seller conduit, any number of companies may be
originating and selling assets to the conduit whereas a single-seller conduit acquires assets from a single company. We, along with
other financial institutions, provide liquidity facilities to ABCP conduits in the form of lines of credit or asset purchase commitments.
Liquidity facilities provided to multi-seller conduits support transactions associated with a specific seller of assets to the conduit
and we would only be required to provide support in the event of certain triggers associated with those transactions and assets.
Liquidity facilities provided to single-seller conduits are not identified with specific transactions or assets and we would be required
to provide support upon occurrence of certain triggers that generally affect the conduit as a whole. Our obligations are generally
pari passu with those of other institutions that also provide liquidity support to the same conduit or for the same transactions. We
do not provide any program-wide credit enhancements to ABCP conduits.

Each seller of assets to an ABCP conduit typically provides credit enhancements in the form of asset overcollateralization and,
therefore, bears the risk of first loss related to the specific assets transferred. We do not transfer our own assets to the conduits.
We do not provide the majority of the liquidity facilities to any of these ABCP conduits. We have no ownership interests in, perform
no administrative duties for, and do not service any of the assets held by the conduits. We are not the primary beneficiary and do
not consolidate any of the ABCP conduits to which we provide liquidity facilities. Credit risk related to the liquidity facilities
provided is managed by subjecting these facilities to our normal underwriting and risk management processes. The $2.2 billion
maximum exposure to loss presented in the table above represents the maximum amount of loans and asset purchases we could
be required to fund under the liquidity facilities. The maximum loss exposure is estimated assuming the facilities are fully drawn
and the underlying collateralized assets are in default with zero recovery value.

Structured note vehicles Our involvement in structured note vehicles includes derivatives such as interest rate and currency swaps
and investments in the vehicles' debt instruments. With respect to several of these VIEs, we hold variable interests in the form of
total return swaps entered into in connection with the transfer of certain assets to the VIEs. In these transactions, we transferred
financial assets from our trading portfolio to the VIEs and entered into total return swaps under which we receive the total return
on the transferred assets and pay a market rate of return. The transfers of assets in these transactions do not qualify as sales under
the applicable accounting literature and are accounted for as secured borrowings. Accordingly, the transferred assets continue to
be recognized as trading assets on our balance sheet and the funds received are recorded as liabilities in long-term debt. As of
December 31,2012, we recorded approximately $140 million of trading assets and $147 million of trading liabilities on our balance
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sheet as aresult of “failed sale” accounting treatment for certain transfers of financial assets. As of December 31,2011, we recorded
approximately $73 million of trading assets and $89 million of trading liabilities on our balance sheet as a result of “failed sale”
accounting treatment for certain transfers of financial assets. The financial assets and financial liabilities were not legally ours and
we have no control over the financial assets which are restricted solely to satisfy the liability.

In addition to our variable interests, we also hold credit default swaps with these structured note VIEs under which we receive
credit protection on specified reference assets in exchange for the payment of a premium. Through these derivatives, the VIEs
assume the credit risk associated with the reference assets which are then passed on to the holders of the debt instruments they
issue. Because they create rather than absorb variability, the credit default swaps we hold are not considered variable interests.

We record all investments in, and derivative contracts with, unconsolidated structured note vehicles at fair value on our consolidated
balance sheet. Our maximum exposure to loss is limited to the recorded amounts of these instruments.

Beneficial interests issued by third-party sponsored securitization entities We hold certain beneficial interests such as mortgage-
backed securities issued by third party sponsored securitization entities which may be considered VIEs. The investments are
transacted at arm's-length and decisions to invest are based on a credit analysis of the underlying collateral assets or the issuer. We
are a passive investor in these issuers and do not have the power to direct the activities of these issuers. As such, we do not
consolidate these securitization entities. Additionally, we do not have other involvements in servicing or managing the collateral
assets or provide financial or liquidity support to these issuers which potentially give rise to risk of loss exposure. These investments
are an integral part of the disclosure in Note 7, “Securities” and Note 29, “Fair Value Measurements” and, therefore, are not
disclosed in this note to avoid redundancy.

Consolidated VIEs of Discontinued Credit Card and Private Label Operations We have historically utilized entities that are
structured as trusts to securitize certain private label and other credit card receivables where securitization provides an attractive
source of low cost funding. We transferred certain private label and other credit card receivables to these trusts which in turn issue
debt instruments collateralized by the transferred receivables. As our affiliate was the servicer of the assets of these trusts we
performed a detailed analysis and determined that we retained the benefits and risks and were the primary beneficiary of the trusts
and, as a result, consolidated them. In 2011, in connection with our agreement to sell certain credit card operations to Capital One,
all remaining loans in the private label and other credit card receivables VIEs were transferred to a wholly-owned subsidiary of
HSBC Bank USA. As of December 31, 2012, there were no remaining balances related to these consolidated VIEs. As of
December 31, 2011 the only remaining balance related to these consolidated VIEs which are part of our discontinued credit card
operations was $541 million of other liabilities which represents tax related liabilities of these VIEs and are included as a component
of liabilities of discontinued operations on our consolidated balance sheet.

28. Guarantee Arrangements and Pledged Assets

Guarantee Arrangements As part of our normal operations, we enter into credit derivatives and various off-balance sheet guarantee
arrangements with affiliates and third parties. These arrangements arise principally in connection with our lending and client
intermediation activities and include standby letters of credit and certain credit derivative transactions. The contractual amounts
of these arrangements represent our maximum possible credit exposure in the event that we are required to fulfill the maximum
obligation under the contractual terms of the guarantee.

The following table presents total carrying value and contractual amounts of our sell protection credit derivatives and major off-
balance sheet guarantee arrangements as of December 31, 2012 and 2011. Following the table is a description of the various
arrangements.

December 31, 2012 December 31, 2011
Notional/ Notional/
Maximum Maximum
Carrying Exposure to Carrying Exposure to
Value Loss Value Loss

(in millions)

Credit derivatives ™ ...t een $ (76) $ 237,548 $ (7,759) $ 330,395
Financial standby letters of credit, net of participations®® ...................... — 5,554 — 4,705
Performance (non-financial) guarantees™® ..............cocooveeeeeeeeeeereesecreeeens — 2,878 — 3,088
Liquidity asset purchase agreementsa) ........................................................ — 2,212 — 677
TOLAL ..ttt $ (76) $ 248,192 § (7,759) $ 338,865
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M Includes $44.2 billion and $45.1 billion of notional issued for the benefit of HSBC affiliates at December 31, 2012 and 2011, respectively.

@ Includes $808 million and $707 million issued for the benefit of HSBC affiliates at December 31, 2012 and 2011, respectively.
®  For standby letters of credit and liquidity asset purchase agreements, maximum loss represents losses to be recognized assuming the letter of credit and
liquidity facilities have been fully drawn and the obligors have defaulted with zero recovery.

@ For credit derivatives, the maximum loss is represented by the notional amounts without consideration of mitigating effects from collateral or recourse
arrangements.

Credit-Risk Related Guarantees

Credit derivatives Credit derivatives are financial instruments that transfer the credit risk of a reference obligation from the credit
protection buyer to the credit protection seller who is exposed to the credit risk without buying the reference obligation. We sell
credit protection on underlying reference obligations (such as loans or securities) by entering into credit derivatives, primarily in
the form of credit default swaps, with various institutions. We account for all credit derivatives at fair value. Where we sell credit
protection to a counterparty that holds the reference obligation, the arrangement is effectively a financial guarantee on the reference
obligation. Under a credit derivative contract, the credit protection seller will reimburse the credit protection buyer upon occurrence
of a credit event (such as bankruptcy, insolvency, restructuring or failure to meet payment obligations when due) as defined in the
derivative contract, in return for a periodic premium. Upon occurrence of a credit event, we will pay the counterparty the stated
notional amount of the derivative contract and receive the underlying reference obligation. The recovery value of the reference
obligation received could be significantly lower than its notional principal amount when a credit event occurs.

Certain derivative contracts are subject to master netting arrangements and related collateral agreements. A party to a derivative
contract may demand that the counterparty post additional collateral in the event its net exposure exceeds certain predetermined
limits and when the credit rating falls below a certain grade. We set the collateral requirements by counterparty such that the
collateral covers various transactions and products, and is not allocated to specific individual contracts.

We manage our exposure to credit derivatives using a variety of risk mitigation strategies where we enter into offsetting hedge
positions or transfer the economic risks, in part or in entirety, to investors through the issuance of structured credit products. We
actively manage the credit and market risk exposure in the credit derivative portfolios on a net basis and, as such, retain no or a
limited net sell protection position at any time. The following table summarizes our net credit derivative positions as of December 31,
2012 and 2011.

December 31, 2012 December 31, 2011
Carrying (Fair) Carrying (Fair)
Value Notional Value Notional

(in millions)

Sell-protection credit derivative poSitions ..........cceevevereevereererienenen $ (76) $ 237,548 § (7,759) $ 330,395
Buy-protection credit derivative positions..........c.cecceveevercrencnennens 120 247,384 8,131 326,882
Nt POSTHONY ... $ 4 $ (9,836) $ 372§ 3,513

M Ppositions are presented net in the table above to provide a complete analysis of our risk exposure and depict the way we manage our credit derivative portfolio.

The offset of the sell-protection credit derivatives against the buy-protection credit derivatives may not be legally binding in the absence of master netting
agreements with the same counterparty. Furthermore, the credit loss triggering events for individual sell protection credit derivatives may not be the same
or occur in the same period as those of the buy protection credit derivatives thereby not providing an exact offset.

Standby letters of credit A standby letter of credit is issued to a third party for the benefit of a customer and is a guarantee that
the customer will perform or satisfy certain obligations under a contract. It irrevocably obligates us to pay a specified amount to
the third party beneficiary if the customer fails to perform the contractual obligation. We issue two types of standby letters of
credit: performance and financial. A performance standby letter of credit is issued where the customer is required to perform some
nonfinancial contractual obligation, such as the performance of a specific act, whereas a financial standby letter of credit is issued
where the customer's contractual obligation is of a financial nature, such as the repayment of a loan or debt instrument. As of
December 31, 2012, the total amount of outstanding financial standby letters of credit (net of participations) and performance
guarantees were $5.6 billion and $2.9 billion, respectively. As of December 31, 2011, the total amount of outstanding financial
standby letters of credit (net of participations) and performance guarantees were $4.7 billion and $3.1 billion, respectively.

The issuance of a standby letter of credit is subject to our credit approval process and collateral requirements. We charge fees 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, which represent the value of the stand-ready obligation to perform under
these guarantees, amounting to $46 million and $44 million at December 31, 2012 and 2011, respectively. Also included in other
liabilities is an allowance for credit losses on unfunded standby letters of credit of $19 million and $22 million at December 31,
2012 and 2011, respectively.
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Below is a summary of the credit ratings of credit risk related guarantees including the credit ratings of counterparties against
which we sold credit protection and financial standby letters of credit as of December 31, 2012 as an indicative proxy of payment
risk:

Credit Ratings of the Obligors or the Transactions

Average
Life Investment Non-Investment
Notional/Contractual Amounts (in years) Grade Grade Total
(dollars are in millions)

Sell-protection Credit Derivatives'"

Single name CDS .......cccoviiirinininieeeeeeeeeeeeeeees 25§ 126,628 $ 36,166 $ 162,794

SEUCTUTEA TS eeeeeeee e seeseesees e eeeseeeeeees 1.9 31,540 3,386 34,926

Index credit derivatives ..........oecveveeeienieeienie e 3.4 23,741 536 24277

Total TELUIN SWAPS.....eeeveeiieriieieeeieeiee e eteesveereeseeesaeeseneens 6.7 11,409 4,142 15,551
Subtotal 193,318 44,230 237,548
Standby Letters of Credit® ...........oooouoieeeeeeeeeeeeeeeeeeeeeeeeeeeen. 1.3 7,135 1,297 8,432

$ 200,453 $ 45,527 $ 245,980

(" The credit ratings in the table represent external credit ratings for classification as investment grade and non-investment grade.

@ External ratings for most of the obligors are not available. Presented above are the internal credit ratings which are developed using similar methodologies
and rating scale equivalent to external credit ratings for purposes of classification as investment grade and non-investment grade.

Our internal groupings are determined based on HSBC's risk rating systems and processes which assign a credit grade based on
a scale which ranks the risk of default of a customer. The groupings are determined and used for managing risk and determining
level of credit exposure appetite based on the customer's operating performance, liquidity, capital structure and debt service ability.
In addition, we also incorporate subjective judgments into the risk rating process concerning such things as industry trends,
comparison of performance to industry peers and perceived quality of management. We compare our internal risk ratings to outside
external rating agency benchmarks, where possible, at the time of formal review and regularly monitor whether our risk ratings
are comparable to the external ratings benchmark data.

A non-investment grade rating of a referenced obligor has a negative impact to the fair value of the credit derivative and increases
the likelihood that we will be required to perform under the credit derivative contract. We employ market-based parameters and,
where possible, use the observable credit spreads of the referenced obligors as measurement inputs in determining the fair value
of the credit derivatives. We believe that such market parameters are more indicative of the current status of payment/performance
risk than external ratings by the rating agencies which may not be forward-looking in nature and, as a result, lag behind those
market-based indicators.

Mortgage Loan Repurchase Obligations

Sale of mortgage loans Inthe ordinary course of business, we originate and sell mortgage loans primarily to government sponsored
entities (“GSEs”) and provide various representations and warranties related to, among other things, the ownership of the loans,
the validity of the liens, the loan selection and origination process, and the compliance to the origination criteria established by
the agencies. In the event of a breach of our representations and warranties, we may be obligated to repurchase the loans with
identified defects or to indemnify the buyers. Our contractual obligation arises only when the breach of representations and
warranties are discovered and repurchase is demanded.

We typically first become aware that a GSE or other third party is evaluating a particular loan for repurchase when we receive a
request to review the underlying loan file. Generally, the reviews focus on severely delinquent loans to identify alleged fraud,
misrepresentation or file documentation issues. Upon completing its review, the GSE or other third party may submit a repurchase
demand. Historically, most file requests have not resulted in repurchase demands. After receipt of a repurchase demand, we perform
a detailed evaluation of the substance of the request and appeal any claim that we believe is either unsubstantiated or contains
errors, leveraging both dedicated internal as well as retained external resources. In some cases, we ultimately are not required to
repurchase a loan as we are able to resolve the purported defect. From initial inquiry to ultimate resolution, a typical case is usually
resolved within 3 months, however some cases may take as long as 12 months to resolve. Acceptance of a repurchase demand will
involve either a) repurchase of the loan at the unpaid principal balance plus accrued interest or b) reimbursement for any realized
loss on a liquidated property (“make-whole” payment).
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To date, a majority of the repurchase demands we have received primarily relate to prime loans sourced during 2004 through 2008
from the legacy broker channel which we exited in late 2008. Loans sold to GSEs and other third parties originated in 2004 through
2008 subject to representations and warranties for which we may be liable had an outstanding principal balance of approximately
$15.1 billion and $19.3 billion at December 31, 2012 and 2011, respectively, including $9.6 billion and $12.1 billion, respectively,
of loans sourced from our legacy broker channel.

The following table shows the trend in repurchase demands received on loans sold to GSEs and other third parties by loan
origination vintage at December 31, 2012, 2011 and 2010:

2012 2011 2010
(in millions)
PIE- 2004 ...ttt $ 7 8 5% 14
2004 ..ot b e bbbttt b bbbt b et be e 21 13 31
2005 ..ttt 28 24 24
2000 ...ttt bbbttt bbb e 80 56 41
2007 ettt h b s bbbttt b et s bt h et b et b et ene 209 146 161
2008 ...ttt st 123 98 112
POSE 2008 ...ttt 18 68 34
Total repurchase demands received™ ..............o.cooviimieoeeeeeeeeeeee oo $ 486 $ 410 $ 417

M Includes repurchase demands on loans sourced from our legacy broker channel of $393 million, $300 million and $339 million at December 2012, 2011
and 2010, respectively.

The following table provides information about outstanding repurchase demands received from GSEs and other third parties at
December 31, 2012, 2011 and 2010:

2012 2011 2010
(in millions)
G ES ettt ettt sttt a et et t et e e n e et e nt et e et e st enteeneennesneenneenean $ 8 $ 77 $ 92
OIS .ottt ettt e et e et e s te e b e s te e b e e ts e b e ess e b e essaseessaseessesreensesseenseeseas 3 25 23
TOLAL™Y) ..o $ 89 $ 102 $ 115

™" Includes repurchase demands on loans sourced from our legacy broker channel of $65 million, $87 million and $87 million at December 31, 2012, 2011
and 2010, respectively.

In estimating our repurchase liability arising from breaches of representations and warranties, we consider the following:
*  The level of outstanding repurchase demands in inventory and our historical defense rate;

*  The level of outstanding requests for loan files and the related historical repurchase request conversion rate and defense
rate on such loans; and

*  The level of potential future demands based on historical conversion rates of loans which we have not received a loan file
request but are two or more payments delinquent or expected to become delinquent at an estimated conversion rate.

The following table summarizes the change in our estimated repurchase liability for loans sold to the GSEs and other third parties
during 2012, 2011 and 2010 for obligations arising from the breach of representations and warranties associated with the sale of
these loans:

2012 2011 2010
(in millions)
Balance at beginning of period...........ccceceririninininenenccecceeee e $ 237 § 262§ 66
Increase in liability recorded through €arnings ..........c.ccoceveverenieniiinininnncneeen 134 92 341
REAIZEA LOSSES....c.veuventeieieieiceeectce ettt st e (152) (117) (145)
Balance at end of Period..........coueiiiiiiiiiiiii s $ 219 § 237 § 262
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Our reserve for potential repurchase liability exposures relates primarily to previously originated mortgages through broker
channels. Our mortgage repurchase liability of $219 million at December 31, 2012 represents our best estimate of the loss that has
been incurred including interest, resulting from various representations and warranties in the contractual provisions of our mortgage
loan sales. Because the level of mortgage loan repurchase losses are dependent upon economic factors, investor demand strategies
and other external risk factors such as housing market trends that may change, the level of the liability for mortgage loan repurchase
losses requires significant judgment. We have seen recent changes in investor demand trends and continue to evaluate our methods
of determining the best estimate of loss based on these recent trends. As these estimates are influenced by factors outside our
control, there is uncertainty inherent in these estimates making it reasonably possible that they could change. The range of reasonably
possible losses in excess of our recorded repurchase liability is between $0 and $225 million at December 31, 2012. This estimated
range of reasonably possible losses was determined based upon modifying the assumptions utilized in our best estimate of probable
losses to reflect what we believe to be reasonably possible adverse assumptions.

Written Put Options, Non Credit-Risk Related and Indemnity Arrangements:

Liquidity asset purchase agreements We provide liquidity facilities to a number of multi-seller and single-seller asset-backed
commercial paper conduits sponsored by affiliates and third parties. The conduits finance the purchase of individual assets by
issuing commercial paper to third party investors. Each liquidity facility is transaction specific and has a maximum limit. Pursuant
to the liquidity agreements, we are obligated, subject to certain limitations, to purchase the eligible assets from the conduit at an
amount not to exceed the face value of the commercial paper in the event the conduit is unable to refinance its commercial paper.
A liquidity asset purchase agreement is essentially a conditional written put option issued to the conduit where the exercise price
is the face value of the commercial paper. As of December 31, 2012 and 2011, we have issued $2.2 billion and $677 million,
respectively, of liquidity facilities to provide liquidity support to the commercial paper issued by various conduits See Note 27,
“Variable Interest Entities,” for further information.

Visa covered litigation We are an equity member of Visa Inc. (“Visa”). Prior to its initial public offering (“IPO”) on March 19,
2008, Visa completed a series of transactions to reorganize and restructure its operations and to convert membership interests into
equity interests. Pursuant to the restructuring, we, along with all the Class B shareholders, agreed to indemnify Visa for the claims
and obligations arising from certain specific covered litigations. Class B shares are convertible into listed Class A shares upon
(1) settlement of the covered litigations or (ii) the third anniversary of the IPO, whichever is later. Visa used a portion of the IPO
proceeds to establish a $3.0 billion escrow account to fund future claims arising from those covered litigations (the escrow was
subsequently increased to $4.1 billion). In 2009 and 2010, Visa exercised its rights to sell shares of existing Class B shareholders
in order to increase the escrow account and announced that it had deposited collectively an additional $2.0 billion into the escrow
account. As a result, we re-evaluated our liability recorded relating to this litigation and reduced our liability by $24 million during
2009 and 2010. In 2011, Visa again exercised its rights to sell shares of existing Class B shareholders and funded an additional
$2.0 billion into the escrow account and we reduced our liability by $9 million. At December 31, 2012 and 2011, there was no
liability recorded.

Clearinghouses and exchanges We are a member of various exchanges and clearinghouses that trade and clear securities and/or
futures contracts. As a member, we may be required to pay a proportionate share of the financial obligations of another member
who defaults on its obligations to the exchange or the clearinghouse. Our guarantee obligations would arise only if the exchange
or clearinghouse had exhausted its resources. Any potential contingent liability under these membership agreements cannot be
estimated. Under Dodd-Frank, members of a clearinghouse may be required to contribute to a guaranty fund to backstop members'
obligations to the clearinghouse.

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

At December 31, 2012 2011
(in millions)

Interest bearing deposits With DanKS..........c.ccoivviiiiiiiiiiiiecccecee e $ 673 § 4,426
Trading BSSEES ) et ettt ettt eereeens 2,346 1,640
Securities available- for-sale® . 21,574 23,347
Securities Neld-t0-IMAUTILY ......cccveriiiieiieiereeese ettt ettt e e eae s st esbesseessesseenseeseensenns 456 476
LOANS™) ..ottt 2,142 2,113
OTRET ASSEES™ .o e e e e e et s e e e e e 2,265 3,688
] 1 TSRS PTRSRP $ 29456 $ 35,690

M Trading assets are primarily pledged against liabilities associated with consolidated variable interest entities.
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@ Securities available-for-sale are primarily pledged against public fund deposits and various short-term and long term borrowings, as well as providing
capacity for potential secured borrowings from the Federal Home Loan Bank and the Federal Reserve Bank.

® Loans are primarily residential mortgage loans pledged against long-term borrowings from the Federal Home Loan Bank.

@ Other assets represent cash on deposit with non-banks related to derivative collateral support agreements.

Debt securities pledged as collateral that can be sold or repledged by the secured party continue to be reported on the consolidated
balance sheet. The fair value of securities available-for-sale that can be sold or repledged was $6.5 billion and $14.0 billion at
December 31, 2012 and 2011, respectively.

The fair value of collateral we accepted but not reported on the consolidated balance sheet that can be sold or repledged was $5.7
billionand $11.2 billion at December 31,2012 and 2011, respectively. This collateral was obtained under security resale agreements.
Of this collateral, $1.3 billion and $6.5 billion has been sold or repledged as collateral under repurchase agreements or to cover
short sales at December 31, 2012 and 2011, respectively.

Lease Obligations We are obligated under a number of noncancellable leases for premises and equipment. Certain leases contain
renewal options and escalation clauses. Office space leases generally require us to pay certain operating expenses. Net rental
expense under operating leases was $147 million in 2012, $148 million in 2011 and $144 million in 2010.

We have lease obligations on certain office space which has been subleased through the end of the lease period. Under these
agreements, the sublessee has assumed future rental obligations on the lease.

Future net minimum lease commitments under noncancellable operating lease arrangements were as follows:

Minimum Minimum
Rental Sublease
Year Ending December 31, Payments Income Net
(in millions)
D013 oo eeeeeeeeeee e e e e s e e e ee e st e st e et e e s e e e eee s $ 154§ ) $ 150
20T oo e oo e e e oo et e e e e et e e e e e s 146 4) 142
2005 e e e e e s e e e e e e e s ee e r e 133 3) 130
D0T6ceereeeeeeeeeeeeeeeeeeeeeee e e eee e e s e s ee e e e e e s et ee st ee e s eee e eee s 111 3) 108
D017 oot e e e s e e s s s 96 (1) 95
THETEATIET ..ottt ettt et e b e e taeear e e baeeabeeteeeabeeseeennas 260 (@) 256
Net minimum 1€aSe COMMITMENTS.........c.cviveierieereeetieeeteeeete e eteteerete e e s e reaeeveeeseseens $ 900 $ (19) $ 881

Securitization Activity In addition to the repurchase risk described above, we have also been involved as a sponsor/seller of loans
used to facilitate whole loan securitizations underwritten by our affiliate, HSBC Securities (USA) Inc. (“HSI”). In this regard, we
began acquiring residential mortgage loans beginning in 2005 which were warehoused on our balance sheet with the intent of
selling them to HSI to facilitate HSI’s whole loan securitization program which was discontinued in the second half of 2007.
During 2005-2007, we purchased and sold $24 billion of such loans to HSI which were subsequently securitized and sold by HSI
to third parties. Based on the specifics of these transactions, the obligation to repurchase loans in the event of a breach of loan
level representations and warranties resides predominantly with the organization that originated the loan. While certain of these
originators are or may become financially impaired and, therefore, unable to fulfill their repurchase obligations, we do not believe
we have significant exposure for repurchases on these loans.
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29. Fair Value Measurements

Accounting principles related to fair value measurements provide a framework for measuring fair value that focuses on the exit
price that would be received to sell an asset or paid to transfer a liability in the principal market (or in the absence of the principal
market, the most advantageous market) accessible in an orderly transaction between willing market participants (the “Fair Value
Framework™). Where required by the applicable accounting standards, assets and liabilities are measured at fair value using the
“highest and best use” valuation premise. Amendments to the fair value measurement guidance, which became effective in 2012
clarifies that financial instruments do not have alternative uses and, as such, the fair value of financial instruments should be
determined using an “in-exchange” valuation premise. However, the fair value measurement literature provides a valuation
exception and permits an entity to measure the fair value of a group of financial assets and financial liabilities with offsetting credit
risks and/or market risks based on the exit price it would receive or pay to transfer the net risk exposure of a group of assets or
liabilities if certain conditions are met. We elected to apply the measurement exception to a group of derivative instruments with
offsetting credit risks and market risks, which primarily relate to interest rate, foreign currency, debt and equity price risk, and
commodity price risk as of the reporting date.

Fair Value Adjustments The best evidence of fair value is quoted market price in an actively traded market, where available. In
the event listed price or market quotes are not available, valuation techniques that incorporate relevant transaction data and market
parameters reflecting the attributes of the asset or liability under consideration are applied. Where applicable, fair value adjustments
are made to ensure the financial instruments are appropriately recorded at fair value. The fair value adjustments reflect the risks
associated with the products, contractual terms of the transactions, and the liquidity of the markets in which the transactions occur.
The fair value adjustments are broadly categorized by the following major types:

Credit risk adjustment - The credit risk adjustment is an adjustment to a group of financial assets and financial liabilities,
predominantly derivative assets and derivative liabilities, to reflect the credit quality of the parties to the transaction in arriving at
fair value. A credit valuation adjustment to a financial asset is required to reflect the default risk of the counterparty. A debit
valuation adjustment to a financial liability is recorded to reflect the default risk of HSBC USA.

For derivative instruments, we calculate the credit risk adjustment by applying the probability of default of the counterparty to the
expected exposure, and multiplying the result by the expected loss given default. We estimate the implied probability of default
based on the counterparty's credit spread observed in the credit default swap market. Where credit default spreads of the counterparty
is not available, we use the credit default spread of specific proxy (e.g. the credit default swap spread of the counterparty's parent).
Where specific proxy credit default swaps are not available, we apply a blended approach based on a mixture of proxy credit
default swap referencing to credit names of similar credit standing in the same industry sector and the historical rating-based
probability of default.

During 2012, we changed our estimate of credit valuation adjustments on derivative assets and debit valuation adjustments on
derivative liabilities to be based on a market-implied probability of default calculation rather than a ratings-based historical
counterparty probability of default calculation, consistent with recent changes in industry practice. This change resulted in a
reduction to trading revenue of $47 million.

Liquidity risk adjustment - The liquidity risk adjustment (primarily in the form of bid-offer adjustment) reflects the cost that would
be incurred to close out the market risks by hedging, disposing or unwinding the position. Valuation models generally produce
mid market values. The bid-offer adjustment is made in such a way that results in a measure that reflects the exit price that most
represents the fair value of the financial asset of financial liability under consideration or, where applicable, the fair value of the
net market risk exposure of a group of financial assets or financial liabilities.
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Model valuation adjustment - Where fair value measurements are determined using internal valuation model based on unobservable
inputs, certain valuation inputs may be less readily determinable. There may be a range of possible valuation inputs that market
participants may assume in determining the fair value measurement. The resultant fair value measurement has inherent measurement
risk if one or more significant parameters are unobservable and must be estimated. An input valuation adjustment is necessary to
reflect the likelihood that market participants may use different input parameters, and to mitigate the possibility of measurement
error. In addition, the values derived from valuation techniques are affected by the choice of valuation model and model limitation.
When different valuation techniques are available, the choice of valuation model can be subjective. Furthermore, the valuation
model applied may have measurement limitations. In those cases, an additional valuation adjustment is also applied to mitigate
the measurement risk.

Fair Value Hierarchy The Fair Value Framework establishes a three-tiered fair value hierarchy as follows:
Level 1 quoted market price - Level 1 inputs are quoted prices (unadjusted) in active markets for identical assets or liabilities.

Level 2 valuation technique using observable inputs - Level 2 inputs include quoted prices for similar assets or liabilities in active
markets, quoted prices for identical or similar assets or liabilities in markets that are inactive, and measurements determined using
valuation models where all significant inputs are observable, such as interest rates and yield curves that are observable at commonly
quoted intervals.

Level 3 valuation technique with significant unobservable inputs - Level 3 inputs are unobservable inputs for the asset or liability
and include situations where fair values are measured using valuation techniques based on one or more significant unobservable
input.

Classification within the fair value hierarchy is based on whether the lowest hierarchical level input that is significant to the fair
value measurement is observable. As such, the classification within the fair value hierarchy is dynamic and can be transferred to
other hierarchy levels in each reporting period. Transfers between leveling categories are assessed, determined and recognized at
the end of each reporting period.

Fair Value of Financial Instruments The fair value estimates, methods and assumptions set forth below for our financial
instruments, including those financial instruments carried at cost, are made solely to comply with disclosures required by generally
accepted accounting principles in the United States and should be read in conjunction with the financial statements and notes
included in this Form 10-K.

The following table summarizes the carrying value and estimated fair value of our financial instruments at December 31, 2012
and 2011.
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December 31, 2012 December 31, 2011
Carrying Fair Carrying Fair
Value Value Level 1 Level 2 Level 3 Value Value

(in millions)

Financial assets:

Short-term financial assets..................... $ 15,074 $ 15,074 $ 1,359 $ 13,279 $ 436 $ 27,534 $ 27,534
Federal funds sold and securities
purchased under resale agreements........ 3,149 3,149 — 3,149 — 3,109 3,104
Non-derivative trading assets................. 25,491 25,491 2,484 20,061 2,946 30,028 30,028
DErivatiVesS ......coueeveeeveeeieerecereereeeeereeneenn, 11,986 11,986 30 11,785 171 9,826 9,826
SECUTIHIES ...vvevvieeierieeerie et 69,336 69,547 43,421 26,126 — 55,316 55,579
Commercial loans, net of allowance for
credit 10SSES....vvvirieriiieeeieeeee e, 43,833 45,153 — — 45,153 33,207 33,535
Commercial loans designated under fair
value option and held for sale................. 465 465 — 465 — 377 377
Commercial loans held for sale.............. 16 16 — 16 — 588 588
Consumer loans, net of allowance for
credit 10SSES....vvvevieriirieeeeeee e 18,778 15,173 — — 15,173 17,917 14,301
Consumer loans held for sale:
Residential mortgages...........cc.......... 472 485 — — 485 2,058 2,071
Credit cards ......cccevevevrereerieeieieeenn, — — — — — 416 416
Other conSuMmMeTr .........cccceeveereveennennnen. 65 65 — — 65 231 231
Financial liabilities:
Short-term financial liabilities ............... $ 15,421 $ 15421 $ — $ 15421 $ — $ 18,497 $ 18,497
Deposits:
Without fixed maturities.................... 104,414 104,414 — 104,414 — 123,720 122,710
Fixed maturities..........ccoovevvveeeennennnn. 4,565 4,574 — 4,574 — 6,210 6,232
Deposits designated under fair value
0] 013 Te) 1 KOOSR 8,692 8,692 — 6,056 2,636 9,799 9,799
Non-derivative trading liabilities............ 5,974 5,974 207 5,767 — 7,342 7,342
DErivatiVves .......cocveveeveeeeeeeeceeeeeeeee e 15,202 15,202 21 15,054 127 8,440 8,440
Long-term debt..........ccc