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HSBC USA Inc.

PART 1

Item 1. Business

Organization History and Acquisition by HSBC

HSBC USA Inc. ("HSBC USA"), incorporated under the laws of the State of Maryland in 1973 as Republic New York Corporation,
was acquired through a series of transactions by HSBC Holdings plc. (“HSBC” and, together with its subsidiaries, "HSBC Group")
and changed its name to “HSBC USA Inc.” in December 1999. HSBC USA is an indirect wholly-owned subsidiary of HSBC
North America Holdings Inc. ("HSBC North America"), which is an indirect wholly-owned subsidiary of HSBC. HSBC USA’s
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 "HUSIL," "we," "us" and "our."

HSBC North America Operations

HSBC North America is the holding company for HSBC Group’s operations in the United States. The principal subsidiaries of
HSBC North America at December 31, 2015 were HSBC USA, HSBC Markets (USA) Inc. ("HMUS"), a holding company for
certain global banking and markets subsidiaries, HSBC Finance Corporation ("HSBC Finance"), a holding company for the run-
off consumer finance operations, 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 and the HSBC Group. 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 Group’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 such as through the pooling of resources within HTSU to
provide shared, allocated support functions to all of HSBC North America's 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 entities. HSBC Securities (USA) Inc. ("HSI"), a registered broker dealer and a
subsidiary of HMUS, generally leads or participates as underwriter of all HUSI domestic issuances of term debt. While neither
HSBC USA nor HSBC Bank USA has received advantaged pricing, the underwriting fees and commissions paid to HST historically
have benefited the HSBC Group.

HSBC USA Inc. Operations

HSBC's strategy is to be the world's leading international bank, maintaining an international network to connect faster-growing
and developed markets. HSBC is a leading provider of transactional banking products which support global economic flows and
its network covers more than 85 percent of global trade and capital flows, providing clients and investors access to what we believe
are the most attractive global growth opportunities. In support of HSBC's strategy, our operations are focused on the core activities
of our four global businesses and the positioning of our activities towards international connectivity strategies, including what we
believe are our unique capabilities to serve clients in the North American Free Trade Agreement trade corridor.

*  Our Retail Banking and Wealth Management business focuses on internationally minded clients in large metropolitan
centers on the West and East coasts.

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

* Our Global Banking and Markets businesses serve top-tier multinational clients across the Americas and globally through
Global Banking's sector-focused advisory and relationship management teams, with Capital Financing providing U.S.
dollar funding along with other financing products and services, and Global Markets offering a wide range of products
across Fixed Income, Foreign Exchange and Equities.

¢  Our Private Bank business serves high net worth and ultra-high net worth individuals and their families with a focus on

multi-generational families, business owners and entrepreneurs who require sophisticated solutions to help meet their
most complex needs domestically and abroad.

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. Through HSBC Bank USA, we offer our
customers a full range of commercial and consumer banking products and related financial services. Our customers include
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individuals, including high net worth and ultra-high net worth individuals, small businesses, corporations, institutions and
governments. HSBC Bank USA is also an international dealer in derivative instruments denominated in U.S. dollars and other
currencies, focusing on structuring 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. The impact of HTCD’s operations on HSBC USA’s consolidated balance sheets
and results of operations for the years ended December 31, 2015, 2014 and 2013 was not material.

We report financial information to our parent, HSBC, in accordance with HSBC Group accounting and reporting policies, which
apply International Financial Reporting Standards ("IFRSs") as issued by the International Accounting Standards Board ("IASB")
and as endorsed by the European Union ("EU"). As a result, our segment results are prepared and presented using financial
information prepared on the basis of HSBC Group's accounting and reporting policies ("Group Reporting 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 primarily made on this 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 Group Reporting
Basis as they impact our results, see Note 22, "Business Segments," in the accompanying consolidated financial statements.

Retail Banking and Wealth Management Segment ("RBWM") Our RBWM segment provides a full range of banking and wealth
products and services through our branches and direct channels to individuals. These services include asset-driven services such
as credit and lending, liability-driven services such as deposit taking and account services and fee-driven services such as advisory
and wealth management. RBWM is 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.
RBWM focuses on two customer propositions: HSBC Premier and HSBC Advance. HSBC Premier, is a comprehensive banking
and wealth management proposition for the internationally minded mass affluent client. HSBC Premier clients have access to a
full suite of banking and wealth management solutions and also have access to priority services such as 24-hour telephone service
and more favorable pricing based on the banking relationship. HSBC Premier clients also receive personalized support through
dedicated relationship managers and are serviced through other alternative channels such as on-line banking and a dedicated contact
center. HSBC Advance, RBWM's other main customer proposition, is a banking relationship designed to offer a holistic financial
services and banking products for emerging affluent clients in the initial stage of wealth accumulation or clients who look for more
convenience and self-control with respect to their personal finances. In addition to everyday banking solutions, HSBC Advance
customers have access to a range of lending and wealth products through HSBC’s multi-channel platform, yet primarily through
direct channels, including the contact center, secure internet banking and mobile.

With our affiliates, HSI and HSBC Insurance Agency (USA) Inc., HSBC Premier and HSBC Advance provides access to a range
of wealth management solutions. RBWM also offers a broad range of financial products and services to all of its retail banking
customers, including residential mortgages, home equity lines of credit, credit cards, deposits and branch services.

On January 1, 2016, a portion of the Business Banking client group from our Commercial Banking Segment, generally representing
small business customers with $3 million or less in annual revenue (now referred to as Small Business under RBWM), was moved
to RBWM due to the similarities in their banking activities to that of the RBWM customer base.

Commercial Banking Segment (""CMB') CMB's goal is to be the banking partner of choice for international businesses building
on our rich heritage, international capabilities and customer relationships to enable global connectivity. CMB strives to execute
this vision and strategy by focusing on key markets with high concentrations of international connectivity. Our CMB segment
serves the markets through three client groups, notably Large Corporate, Middle Market and Business Banking. We also have a
specialized Commercial Real Estate group which focuses on selective business opportunities in markets where we have strong
portfolio expertise. This structure allows us to align our resources in order to efficiently deliver suitable products and services
based on our clients' needs and abilities. Payments and Cash Management, Global Trade and Receivables Finance, Credit and
Lending, and Capital Financing are key products groups which enable CMB to deliver the global connections required by customers.
Whether it is through commercial centers, the retail branch network, or via HSBCret, our online banking channel, CMB provides
customers with the products and services needed to grow their businesses internationally and delivers those products and services
through its 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 noted above, on January 1, 2016, a portion of our Business Banking client group was moved to RBWM.

Global Banking and Markets Segment ("GB&M'") Our GB&M business segment supports HSBC’s global strategy by leveraging
the HSBC Group's advantages and scale, strength in developed and emerging markets and product 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. GB&M clients are served by sector-focused teams that
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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, GB&M aims to develop a
comprehensive understanding of each client’s financial requirements with a long-term relationship management approach. In
addition to GB&M clients, GB&M works with RBWM, CMB and Private Banking ("PB") clients to meet their domestic and
international banking needs.

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

»  Banking and financing advice and solutions for corporate and institutional clients, including loans, working capital, trade
services, payments and cash management, leveraged and acquisition finance, as well as capital raising in the debt and
equity capital markets; and

* A markets business with 24-hour coverage and knowledge of world-wide local markets which provides services in credit
and rates, foreign exchange, precious metals trading, 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 Management 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 Federal Reserve 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 comprised of the use of traditional interest rate swaps which are part of cash flow hedging
relationships. Credit risk in Balance Sheet Management is predominantly limited to short-term 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'') PB provides private banking and trustee services to high net worth and ultra-high net worth
individuals and families with a focus on multi-generational families, business owners and entreprencurs who require sophisticated
solutions to help meet their most complex needs domestically and abroad, with many clients sourced in collaboration with our
other business lines. Accessing the most suitable products from the marketplace, PB works with its clients to offer tailored,
coordinated and innovative ways to manage and preserve wealth while optimizing returns. PB offers a wide range of products and
services, including banking, liquidity management, investment services, custody, tailored lending, 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 available throughout the HSBC Group, such as credit cards and investment banking, to deliver total solutions for their
financial and wealth needs. PB's strategy is concentrated on three main areas: growth, streamlining and the implementation of the
highest and most effective global standards in combating financial crime ("Global Standards").

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, the effectiveness of our compliance remediation efforts and our management of the
credit risks inherent in our business and customer base.

In 2015, our primary source of funds continued to be deposits, augmented by issuances of commercial paper and term debt. We
focus 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 $16,609 million of
long-term debt at various points in 20135, including $3,300 million of senior notes issued in February 2015 and $2,700 million of
senior notes issued in August 2015. We also repaid long-term debt of $9,933 million in 2015. As previously reported, as a result
of the adoption of the final rules by the U.S. banking regulators implementing the Basel I1I regulatory capital and liquidity reforms
from the Basel Committee on Banking Supervision (the "Basel Committee'), together with the impact of similar implementation
by United Kingdom ("U.K.") banking regulators, we continue to review the composition of our capital structure. During the second
quarter of 2015, we replaced certain long-term debt and preferred equity instruments that receive less favorable treatment under
the rules with new Basel III compliant instruments. A detailed description of our sources and availability of funding are set forth
in the "Liquidity and Capital Resources" and "Off-Balance Sheet Arrangements, Credit Derivatives and Other Contractual
Obligations" sections of Item 7. Management's Discussion and Analysis of Financial Condition and Results of Operations
("MD&A").
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We use the cash generated by these funding sources to service our debt obligations, originate 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, 2015, we had approximately 6,173 employees.

At December 31, 2015, we had approximately 1.8 million customers, some of which are customers of more than one of our
businesses. Customers residing in the state of New York and California accounted for 30 percent and 29 percent, respectively, of
our total outstanding commercial real estate loans and residential mortgage loans.

Regulation and Competition

Regulation We are subject to, among other things, 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 safety and soundness of banks, and the protection of the interests of 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 and the regulation governing the industry.
The following discussion describes the current regulatory framework in which HSBC USA operates and anticipated changes to
that framework.

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 ("FRB"). 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 (the "Exchange Act"), as administered by the Securities and Exchange
Commission (the "SEC").

HSBC USA and its parent bank holding companies qualified as financial holding companies pursuant to the amendments to the
BHC Act effected by the Gramm-Leach-Bliley Act of 1999 ("GLB Act"). Financial holding companies may engage in a broader
range of activities than bank holding companies. Under regulations implemented by the FRB, if any financial holding company,
or any depository institution controlled by a financial holding company, ceases to meet certain capital or management standards,
the FRB 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 FRB 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, the FRB
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 Office of the Comptroller of the Currency ("OCC") on December 11, 2012 (the "GLBA Agreement"), the OCC has determined
that HSBC Bank USA is not in compliance with the requirements for a national bank and each depository institution affiliate of
the national bank to be both well capitalized and well managed in order to own or control a "financial subsidiary". A "financial
subsidiary" is a subsidiary of a bank that also may engage in broader activities than subsidiaries of non-qualified banks. As a result,
HSBC USA and its parent bank 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 FRB, 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 financial holding company status under the GLB Act. Similar consequences could result for financial subsidiaries of
HSBC Bank USA that engage in 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 continue to take 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
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company or many other types of depository institutions and/or their holding companies without the prior approval of the FRB 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, including regulations and restrictions on the activities we may conduct and the types of businesses and
entities we may acquire. Furthermore, other provisions contain 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 and
brokerage activities conducted in banks (including HSBC Bank USA) under the Exchange Act. 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 (the "CFPB") and the other consumer-related provisions of the Dodd-Frank Wall
Street Reform and Consumer Protection Act (the "Dodd-Frank Act" or "Dodd-Frank") described below, these businesses are subject
to laws relating to consumer protection including, without limitation, fair lending, fair debt collection practices, mortgage loan
origination and servicing obligations, bankruptcy, military service member protections, 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 certain servicing procedures. Federal bankruptcy and state debtor relief and collection laws, as well as the
Servicemembers Civil Relief Act affect the ability of banks, including HSBC Bank USA, to collect outstanding balances.

Due to the turmoil in the mortgage lending markets in prior years, 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 a repayment plan and a loan modification
program for customers facing financial hardship who express the desire to remain in their homes. We evaluate the results of our
customer assistance efforts and we continue to enhance and refine our programs based on performance and industry trends. In
certain situations, we offer qualified customers relocation assistance to help avoid foreclosure.

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, and our common indirect parent, HSBC North America, entered into a similar consent order with
the FRB (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 foreclosure practices noted in the joint examination and deficiencies described in the consent order. In June
2015, HSBC Bank USA consented to the OCC's issuance of an amended OCC Servicing Consent Order (the "Amended Consent
Order"). The Amended Consent Order includes business restrictions relative to residential mortgage servicing that will remain in
place until the order is terminated. The restrictions include a prohibition against the bulk acquisition of residential mortgage
servicing or residential mortgage servicing rights and the requirement to seek OCC supervisory non-objection to outsource any
residential mortgage servicing activities not already outsourced as of June 16, 2015. The business restrictions contained in the
Amended Consent Order do not materially impact our business operations. We continue to work with our regulators to align our
processes with the requirements of the Servicing Consent Orders and implement operational changes as required; however, as set
forth in the Amended Consent Order, we are not yet in compliance with all requirements of the OCC Servicing Consent Order.
The failure of HSBC Bank USA to satisfy all requirements of the OCC Servicing Consent Order could subject HSBC Bank USA
to a variety of regulatory consequences, including the imposition of civil money penalties, which may have a material adverse
effect on our consolidated results of operations and financial condition.

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 HSBC
Finance and HSBC North America entered into an agreement with the FRB (together the "IFR Settlement Agreements"), pursuant
to which the Independent Foreclosure Review ceased and HSBC North America made a cash payment of $96 million into a fund
used to make payments to borrowers that were in active foreclosure during 2009 and 2010 and agreed to 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. As of December 31, 2015, Rust
Consulting, Inc., the paying agent, has issued virtually all checks to eligible borrowers. See Note 27, "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. These subsidiary banks are subject to additional regulation and supervision by the Federal
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Deposit Insurance Corporation ("FDIC"), the FRB and the CFPB. HSBC Bank USA and HTCD are subject to banking laws and
regulations that place various restrictions on and requirements regarding their activities, investments, operations and administration,
including the establishment and maintenance of branch offices, capital and reserve requirements, deposits and borrowings,
investment and lending activities, payment of dividends, transactions with affiliates, overall compliance and risk management 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. HSBC Bank USA is also required to maintain reserves in the form of vault cash and deposits with the Federal Reserve

Bank, as well as maintain appropriate amounts of capital against its assets as discussed further in this Annual Report on Form 10-
K.

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, derivatives and certain other transactions involving the transfer of value from, or taking the credit
risk by, a subsidiary bank to an affiliate or for the benefit of an affiliate. Unless an exemption applies, or a specific waiver is granted
by the FRB, covered transactions by a bank with a single affiliate are limited to 10 percent of the bank's capital and surplus, and
all covered transactions with affiliates in the aggregate are limited to 20 percent of a bank's capital and surplus. Loans and extensions
of credit to affiliates by a bank generally are to be secured in specified amounts with specific types of collateral. A bank’s credit
exposure to an affiliate as a result of derivative, securities borrowing/lending or repurchase transactions is 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 FRB in addition to those generally applicable to HSBC Bank USA under OCC rules. These branches are also subject to the
laws and regulatory authorities of the countries in which they operate.

Under longstanding FRB 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 and Liquidity Requirements As a bank holding company, we are subject to regulatory capital requirements
and guidelines imposed by the FRB, 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. Generally, bank holding company
regulatory capital compliance is performed at a consolidated level within the United States at HSBC North America, our indirect
parent, and also separately for HSBC Bank USA. However, we do present HSBC USA’s capital ratios, together with HSBC Bank
USA’s, below in "Liquidity and Capital Resources" in our MD&A, as well as in Note 23, "Retained Earnings and Regulatory
Capital Requirements," of the accompanying consolidated financial statements. Our ultimate parent, HSBC, is also subject to
regulatory capital requirements under U.K. law.

Basel I. Prior to 2015, the U.S.’s general risk-based capital guidelines were based on the 1988 Capital Accord ("Basel I") of the
Basel Committee on Banking Supervision. Under such capital guidelines, a bank or a bank holding company’s assets and certain
specified off-balance sheet commitments and obligations were assigned to various risk categories.

Basel II. In 2007, the U.S. federal banking regulators implemented the Basel Committee’s so-called Basel 11 capital reforms ("Basel
II"), which included an advanced internal ratings based approach for credit risk and an 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. As discussed further below, the intermediate holding companies
of non-U.S. banks like HSBC may opt out of the Advanced Approach with the prior approval of the FRB.

Basel III. In 2010, the Basel Committee issued "A global regulatory framework for more resilient banks and banking
systems" ("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. In 2013, U.S. banking regulators issued a final rule implementing the Basel III capital
framework in the United States ("the Basel III final rule") which, for banking organizations such as HSBC North America and
HSBC Bank USA, became effective January 1, 2014 with certain provisions being phased in over time through the beginning of
2019. The Basel I11 final rule established an integrated regulatory capital framework to improve the quality and quantity of regulatory
capital and will materially increase our regulatory capital requirements over the next several years. In addition to phasing in a
complete replacement to the Basel I general risk-based capital rules, the Basel III final rule builds on the Advanced Approaches
of Basel II, incorporates certain changes to the market risk capital rule, and implements certain other requirements of the Dodd-
Frank Act.
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The Basel 111 final rule, among other changes, introduced (i) a new minimum common equity Tier 1 risk-based capital requirement;
(i1) a "Standardized Approach" for risk weighted assets, which replaced the Basel I rules as the "general risk-based capital rules"
for determining risk weighted assets as of January 1, 2015; (iii) a supplementary leverage ratio ("SLR") for banking organizations
that meet the Advanced Approaches thresholds (applicable to banking organizations having $250 billion or more in total
consolidated assets or $10 billion or more in foreign exposures); and (iv) a capital conservation buffer applicable to all banking
organizations and a countercyclical capital buffer requirement applicable to banking organizations that meet the Advanced
Approaches thresholds. As a result, under the Basel III final rule, beginning as of January 1, 2015, to be categorized as "well
capitalized," a banking institution must have the minimum ratios reflected in the table included in Note 23, "Retained Earnings
and Regulatory Capital Requirements," of the accompanying 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.

Under Basel III Final Rule, all banking organizations will continue to be subject to the U.S. regulators' existing minimum Tier 1
leverage ratio of 4 percent. Additionally, intermediate holding companies ("IHC's") and banking organizations that meet the
thresholds for the Advanced Approaches such as HSBC North America and HSBC Bank USA, are subject to the SLR, with full
implementation and compliance required by January 1, 2018. For HSBC North America and HSBC Bank USA the SLR regulatory
minimum is 3 percent (calculated as the ratio of Tier 1 Capital to total leverage exposure, which includes balance sheet exposures
plus certain off-balance sheet items). The SLR is generally consistent with the final Basel leverage framework, but also contains
certain modifications, including to the methodology for averaging total leverage exposure.

In 2014, the FRB adopted a final rule requiring enhanced supervision of the U.S. operations of non-U.S. banks such as HSBC.
The rule requires certain large non-U.S. banks with significant operations in the United States, such as HSBC, to establish a single
IHC to hold all of their U.S. bank and non-bank subsidiaries. The HSBC Group currently operates in the United States through
such an IHC structure (i.e., HSBC North America), and therefore, the implementation of this requirement will not have a significant
impact on our U.S. operations. HSBC North America submitted its [HC implementation plan to the FRB in 2014. Under the final
rule, IHC's may opt out of the Advanced Approach and instead be subject to the Standard Approach.

An THC may calculate its risk-based and leverage capital requirements solely under the U.S. Standardized Approach, even if the
ITHC meets the asset thresholds that would require a bank holding company to use the Advanced Approaches. In accordance with
the final rule, HSBC North America received approval from the FRB to opt out of the Advanced Approaches in 2014 and HSBC
Bank USA received approval from the OCC to opt out of the Advanced Approaches in 2015. HSBC North America and HSBC
Bank USA will, however, remain subject to the other capital requirements applicable to Advanced Approaches banking
organizations such as: the SLR, the countercyclical capital buffer, stress testing requirements, enhanced risk management standards,
enhanced governance and stress testing requirements for liquidity management, and other applicable prudential standards. Under
the final rule, most of these requirements will become effective on July 1, 2016.

The Basel I1I final rule requires banks to phase in requirements for more capital and a higher quality of capital over a period from
2014 to 2019. When fully phased in on January 1, 2019, HSBC North America and HSBC Bank USA will be required to maintain
minimum risk-based capital ratios (exclusive of any countercyclical capital buffer) as follows:

Common Equity

Tier 1 Tier 1 Capital Total Capital
Regulatory minimum Tatio .........eceeeereereerieeierie e 4.5% 6.0% 8.0%
Plus: Capital conservation buffer requirement............ccccceecvervvecvereecvennnnns 2.5% 2.5% 2.5%
Regulatory minimum ratio plus capital conservation buffer..................... 7.0% 8.5% 10.5%

We anticipate HSBC North America and HSBC Bank USA will meet these requirements well in advance of the ultimate full phase-
in date. However, it is possible that further increases in regulatory capital may be required in response to the implementation of
the Basel III final rule. The exact amount, however, will depend upon our prevailing risk profile and that of our North America
affiliates under various stress scenarios.

In addition, and subject to discretion by the respective regulatory authorities, a countercyclical capital buffer of up to 2.5 percent,
consisting of common equity Tier 1 capital, could also be required to be built up by banking organizations in periods of excess
credit growth in the economy.

With regard to the elements of capital, the application of the Basel III final rule requires any nonconforming Tier 2 subordinated
debt, such as trust preferred securities, issued prior to May 19, 2010 to be phased out of Tier 1 capital by January 1, 2016. The
securities must be phased out of Tier 2 capital, by January 22, 2022. As a result, approximately $200 million of our currently
outstanding Tier 2 subordinated debt will be phased out of capital under the final rule. Also under the final rule, Tier 1 capital
generally includes only noncumulative perpetual preferred stock, in addition to common stock, and the final rule removes the
limitation on the amount of Tier 2 capital that may be recognized relative to Tier 1 capital. Accordingly, during the second quarter
0f2015,HSBC USAredeemed $300 million of its Adjustable Rate Cumulative Preferred Stock, Series D and its $2.8575 Cumulative
Preferred Stock and HSBC USA exercised the option to call $560 million of junior subordinated debentures previously issued by
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HSBC USA to HSBC USA Capital Trusts I, IT and I1I. The trusts used the proceeds to redeem the trust preferred securities previously
issued to third party investors. These preferred and trust preferred securities were replaced with HSBC USA issuing $850 million
of Tier 2 subordinated debt to HSBC North America in the second quarter of 2015. See Note 23, "Retained Earnings and Regulatory
Capital Requirements," for additional details and see Note 17, "Preferred Stock," in the accompanying consolidated financial
statements for information regarding all remaining outstanding preferred share issues.

On November 9, 2015, the Financial Stability Board (“FSB”) issued its final standards for total loss-absorbing capacity (“TLAC”)
requirements for global systemically important banks ("G-SIBs"). On October 30, 2015, the FRB issued its proposal to impose
TLAC requirements on U.S. G-SIBs and the U.S. IHCs owned by non-U.S. GSIBs (“TLAC Proposal”). The TLAC Proposal would
represent a significant extension of the current regulatory capital framework, which is aimed at ensuring that a banking organization
can absorb losses without falling into resolution. The TLAC Proposal would require the U.S. IHCs of G-SIBs (“Covered IHCs”),
including HSBC North America, to maintain minimum amounts of internal TLAC, which would include minimum levels of TLAC
and long-term debt satisfying certain eligibility criteria, and a related TLAC buffer commencing January 1, 2019. Additionally,
the TLAC Proposal would include “clean holding company requirements” that impose stringent limitations on the ability of Covered
IHCs to incur common types of non-TLAC-related liabilities. The FRB has requested comment on all aspects of the proposal by
February 19, 2016. We are reviewing the potential impact of the proposed rule on our capital planning processes.

Capital Planning and Stress Testing. U.S. bank holding companies with $50 billion or more in total consolidated assets, including
HSBC North America, are required to comply with the FRB's capital plan rule and Comprehensive Capital Analysis and Review
("CCAR") program, as well as the annual supervisory stress tests conducted by the FRB, and the semi-annual company-run stress
tests as required under the Dodd-Frank Act (collectively, "DFAST"). Under the rules, the FRB evaluates bank holding companies
annually on their capital adequacy, internal capital adequacy assessment process and plans for capital distributions, and will provide
anon-objection in relation to capital distributions only for companies that can demonstrate sufficient capital strength after making
the capital distributions. HSBC North America participates in the CCAR and DFAST programs of the FRB and submitted its latest
CCAR capital plan and annual company-run stress test results in January 2015. In July 2015, HSBC North America submitted its
latest mid-cycle company-run stress test results. HSBC Bank USA is subject to the OCC's DFAST requirements, which require
certain banks to conduct annual company-run stress tests, and submitted its latest annual DFAST results in January 2015. The
company-run stress tests are forward looking exercises to assess the impact of hypothetical macroeconomic baseline, adverse and
severely adverse scenarios provided by the FRB and the OCC for the annual exercise, and internally developed scenarios for both
the annual and mid-cycle exercises, on the financial condition and capital adequacy of a bank-holding company or bank over a
nine quarter planning horizon. In late 2014, the FRB and OCC revised aspects of their rules pertaining to CCAR and DFAST.
These revisions included, among other changes, a forward shift of the timeline for the submission of capital plans and stress tests
for bank holding companies subject to CCAR and the company run stress tests for national banks subject to DFAST. Under these
rules, for the 2016 capital plan cycle and going forward, bank holding companies will be required to submit their capital plans and
stress testing results to the FRB one quarter later than in past years (on or before April 5). National banks are similarly required
to submit the results of their company-run stress tests to the OCC by April 5. The final rule made certain other substantive changes
to the capital plan and stress test regulations, including limiting a bank holding company's ability to make capital distributions
(subject to certain exceptions) if its actual capital issuances in that quarter were less than the amount indicated in the capital plan.
In November 2015, the FRB issued a final rule to further amend the CCAR capital planning and DFAST stress testing rules. The
final rule delays the use of the SLR for one year, removes the tier 1 common capital ratio calculation requirement, and modifies
certain mandatory capital action assumptions. These changes apply as of January 1, 2016. HSBC North America plans to submit
its 2016 capital plan to the FRB, and HSBC Bank USA plans to submit the results of its company-run stress tests to the OCC, on
or before April 5, 2016.

HSBC North America and HSBC Bank USA are required to disclose the results of their annual DFAST under the FRB and OCC’s
severely adverse stress scenario and HSBC North America is required to disclose the results of its mid-cycle DFAST under its
internally developed severely adverse stress scenario. In March 2015, HSBC North America and HSBC Bank USA publicly
disclosed their most recent DFAST results and the FRB also publicly disclosed its own DFAST and CCAR results. HSBC North
America publicly disclosed its most recent mid-cycle DFAST results in July 2015. HSBC North America and HSBC Bank USA
will publicly disclose their next DFAST results, as required, by July 15, 2016. The FRB will also publicly disclose its own DFAST
and CCAR results in June 2016.

On March 11, 2015, the FRB informed HSBC North America, our indirect parent company, that it did not object to HSBC North
America's capital plan or the planned capital distributions included in its 2015 CCAR submission.

Liquidity Risk Management. In 2009, the Basel Committee proposed two minimum liquidity metrics for limiting risk: the liquidity
coverage ratio ("LCR"), designed to be a short-term measure to ensure banks have sufficient high-quality liquid assets to cover
net stressed cash outflows over the next 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 Basel Committee finalized the
LCR in 2013 with phase-in beginning in 2015. Under European Commission Delegated Regulation 2015/61, the consolidated
LCR became a minimum regulatory standard from October 1, 2015. The Basel Committee finalized the NSFR in 2014. The
European calibration of NSFR is still pending following the Basel Committee’s final recommendation in October 2014.
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In 2014, the FRB, the OCC and the FDIC issued final regulations to implement the LCR in the United States applicable to certain
large banking institutions, including HSBC North America and HSBC Bank USA. The LCR final rule is generally consistent with
the Basel Committee guidelines, but is more stringent in several areas including the range of assets that will qualify as high-quality
liquid assets and the assumed rate of outflows of certain kinds of funding. Under the final rule, U.S. institutions began the LCR
transition period on January 1, 2015 and are required to be fully compliant by January 1, 2017, two years ahead of the Basel
Committee's timeframe for compliance by January 1, 2019. As a result, HSBC North America and HSBC Bank USA, are required
to maintain an LCR of 80 percent, starting on January 1, 2015 increasing annually by 10 percent increments and reaching 100
percent on January 1, 2017. The current requirement to report LCR to U.S. regulators on a monthly basis will move to a daily
requirement beginning on July 1, 2016. The LCR final rule does not address the NSFR requirement, which is currently in an
international observation period. Based on the results of the observation period, the Basel Committee and U.S. banking regulators
may make further changes to the NSFR. The U.S. regulators have not yet proposed rules to implement the NSFR for U.S. banks
and bank holding companies but are expected to do so well in advance of the NSFR’s scheduled global implementation by January
1, 2018.

In 2014, the FRB also issued rules pursuant to Section 165 of the Dodd-Frank Act, which established enhanced prudential standards
for U.S. bank holding companies and foreign banking organizations with total global consolidated assets of $50 billion or more
("Covered Companies"). The rules complement the LCR, capital planning, resolution planning, and stress testing requirements
that have been finalized. The rules require Covered Companies, such as HSBC North America, to comply with various liquidity
risk management standards and to maintain a liquidity buffer of unencumbered highly liquid assets based on the results of internal
liquidity stress testing. Covered Companies are also required to meet heightened liquidity requirements, which include qualitative
liquidity standards, cash flow projections, internal liquidity stress tests, and liquidity buffer requirements beginning January 1,
2015. HSBC North America has implemented the standard and it does not have a significant impact to our business model. Starting
on July 1, 2016, HSBC North America will be treated as an IHC owned by a non-U.S. banking organization. This transition is not
expected to have a significant impact on our U.S. operations or change our liquidity management policies.

HSBC North America and HSBC Bank USA have adjusted their liquidity profiles to support compliance with these rules. HSBC
North America and HSBC Bank USA may need to make further changes to their liquidity profiles to support compliance with any
future final rules.

Non-U.S. Regulatory Capital Requirements. HSBC North America and HSBC USA also continue to support HSBC’s
implementation of the Basel III framework, as adopted by the U.K. Prudential Regulation Authority ("PRA"). We supply data
regarding credit risk, operational risk and market risk to support HSBC’s regulatory capital and risk weighted asset calculations.

General. 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 23, "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. HSBC
Bank USA and HTCD are subject to risk-based assessments from the FDIC. Historically, 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. Beginning in 2011, the assessment methodology was revised to a methodology based on assets rather than
insured deposits and pricing is now based on a FDIC methodology to measure the risk of banks. In 2014, the FDIC adopted further
changes to the deposit insurance assessment system for large banks to align the assessment methodology with the Standardized
Approach capital regulations and to eliminate all use of internal models.

FDIC Assessment The minimum reserve ratio for the Deposit Insurance Fund was increased under the Dodd-Frank Act from 1.15
percent to 1.35 percent, with the target of 1.35 percent to be reached by 2020 and with the incremental cost charged to banks with
more than $10 billion in assets. In order to achieve the 1.35 percent goal, in October 2015, the FDIC proposed an additional
surcharge on the quarterly assessments of insured depository institutions with total consolidated assets of $10 billion or more,
including HSBC Bank USA. The financial impact of such an additional surcharge may be material to the results of operation of
HSBC Bank USA, although any final determination would be made when and if the FDIC’s proposal is finalized. If finalized as
proposed, the additional surcharge would commence in 2016. 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.

Bank Secrecy Act/Anti-Money Laundering The USA Patriot Act (the "Patriot Act") of 2001, contains significant record keeping
and customer identity requirements, expands the government’s powers to freeze or confiscate assets and increases 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 U.S. Treasury Secretary developed and implemented final regulations with regard to the anti-
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money laundering ("AML") compliance obligations of financial institutions (a term which includes 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 AML 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
FRB regulations before the Patriot Act was adopted. These include requirements to adopt and implement an AML 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 and other recent events have
also resulted in heightened scrutiny of the Bank Secrecy Act and AML 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 FRB (together, the "AML/BSA Consent Orders"). These
orders required improvements to establish an effective compliance risk management program across our U.S. businesses, including
risk management related to BSA and AML compliance. Steps continue to be taken to address the requirements of the AML/BSA
Consent Orders.

In December 2012, HSBC, HSBC North America and HSBC Bank USA entered into agreements with U.S. and U.K. government
agencies regarding past inadequate compliance with AML/BSA and sanctions laws. Among those agreements, HSBC and HSBC
Bank USA entered into a five-year deferred prosecution agreement with the U.S. Department of Justice ("DOJ"), the U.S. Attorney's
Office for the Eastern District of New York, and the U.S. Attorney's Office for the Northern District of West Virginia (the "U.S.
DPA"), and HSBC consented to a cease and desist order and HSBC and HSBC North America consented to a civil money penalty
order with the FRB. HSBC also entered into an agreement with the Office of Foreign Assets Control (‘OFAC’) regarding historical
transactions involving parties subject to OFAC sanctions, as well as an undertaking with the U.K. Financial Conduct Authority to
comply with certain forward-looking AML and sanctions-related obligations. In addition, HSBC Bank USA entered into a civil
money penalty order with FinCEN and a separate civil money penalty order with 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. In July 2013, the United States District Court for the Eastern District of
New York approved the U.S. DPA and retained authority to oversee implementation of that agreement while the case in abeyance.
An independent compliance monitor (the ‘Monitor”) was appointed in 2013 under the agreements entered into with the DOJ and
the FCA to produce annual assessments of the effectiveness of HSBC Group’s AML and sanctions compliance program.
Additionally, the Monitor is serving as HSBC’s independent consultant under the consent order of the FRB. In January 2016, the
Monitor delivered his second annual follow-up review report as required by the US DPA. See Note 27, "Litigation and Regulatory
Matters," for additional discussion.

Under the terms of the U.S. DPA, upon notice and opportunity to be heard, the DOJ has sole discretion to determine whether HSBC
or HSBC Bank USA has breached the U.S. DPA. Potential consequences of breaching the U.S. DPA could include the imposition
of additional terms and conditions on HSBC or HSBC Bank USA, an extension of the U.S. DPA, including its monitorship, or the
criminal prosecution of HSBC or HSBA Bank USA, which could, in turn, entail further financial penalties and other collateral
consequences.

We are continuing to take concerted action to remedy AML and sanctions compliance deficiencies and to implement Global
Standards. As part of our program to enhance our financial crimes compliance risk management, HSBC has developed a “Global
Standards” program, which is our commitment to implementing the most effective global standards to combat financial crime. We
are also working to implement the agreed recommendations flowing from the Monitor’s 2013 and 2014 reviews, and will implement
the agreed recommendations from the 2015 review. During 2015, we continued to make progress toward putting in place a robust
and sustainable AML and sanctions compliance program, including continuing to build a strong financial crime compliance sub-
function, rolling out improved systems and infrastructure to manage financial crime risk and improve transaction monitoring and
enhancing internal audits. We are putting in place controls aimed at enabling us to understand more about our customers, what
they do, and where and why they do it. This comprehensive approach is designed to help us detect, deter, and prevent financial
crime.

HSBC Bank USA also entered into a separate consent order with the OCC requiring it to correct the circumstances and conditions
as noted in the OCC's then most recent report of examination, imposing certain restrictions on HSBC Bank USA directly or
indirectly acquiring control of, or holding an interest in, any new financial subsidiary, or commencing a new activity in its existing
financial subsidiary, unless it receives prior approval from the OCC. HSBC Bank USA also entered into a separate consent order
with the OCC requiring it to adopt an enterprise-wide compliance program.

These settlements with the U.S. and U.K. government agencies does not preclude further private litigation relating to, among other
things, the HSBC Group's compliance with applicable AML/BSA and sanctions laws or other regulatory or law enforcement action
for AML/BSA or sanctions matters not covered by the various agreements.
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Financial Regulatory Reform In 2010, the Dodd-Frank Act was signed into law. This legislation is a sweeping overhaul of the
U.S. financial regulatory system. The new law is comprehensive and includes many provisions specifically relevant to our businesses
and the businesses of our affiliates as follows, many of which have already been described above.

Oversight In order to promote financial stability in the U.S. financial system, the Dodd-Frank Act created a framework for the
enhanced prudential regulation and supervision of financial institutions that are deemed to be "systemically important" to the U.S.
financial system, including U.S. bank holding companies with consolidated assets of $50 billion or more, such as HSBC North
America. This framework is subject to the general oversight of the Financial Stability Oversight Council ("FSOC"), an interagency
coordinating body that has authority, among other things, to recommend stricter regulatory and supervisory requirements for large
bank holding companies and to designate bank and non-bank financial companies that pose a risk to financial stability. In turn,
the FRB has authority, in consultation with the FSOC, to take certain actions, including to preclude mergers, restrict financial
products offered, restrict, terminate or impose conditions on activities or require the sale or transfer of assets against any systemically
important 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 is 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 is paid for through an assessment on large
bank holding companies, which began in July 2012.

Increased Prudential Standards In addition to the increased capital, liquidity, stress testing and other enhanced prudential and
structural requirements described above, large international banks, such as HSBC (generally with regard to its U.S. operations),
and large insured depository institutions, such as HSBC Bank USA, are required to file resolution plans identifying material
subsidiaries and core business lines and describing what strategy would be followed to resolve the institution 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 required by Dodd-Frank to be filed by HSBC would enable
the FRB and the FDIC, acting jointly, 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. Dodd-Frank also requires that
single counterparty lending limits applicable to HSBC Bank USA take into account credit exposure arising from derivative
transactions, securities borrowing and lending transactions and repurchase and reverse repurchase agreements with counterparties.
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 Beginning in 2012 the quantitative and qualitative limits on bank credit transactions with affiliates
also include credit exposure related to repurchase agreements, derivatives and securities lending/borrowing transactions. This
provision may limit the use of intercompany transactions between us and our affiliates, which may impact our current funding,
hedging and overall internal risk management strategies.

Derivatives Regulation Title VII of the Dodd-Frank Act imposes comprehensive regulation on the over-the-counter ("OTC")
derivatives markets, including credit default, equity, foreign exchange and interest rate swaps. Implementation of Title VII is the
responsibility of the Commodity Futures Trading Commission ("CFTC") (for swaps based on non-securities underliers or broad-
based security indices), the SEC (for swaps based on individual securities and narrow-based security indices) and, to a lesser
extent, U.S. banking regulators (for certain rules applicable to banks). The CFTC has adopted many of the most significant provisions
of Title VII, which came into effect during 2013 and 2014. In particular, certain swap dealers, including HSBC Bank USA, have
provisionally registered with the CFTC and become members of the National Futures Association, subjecting them to an extensive
array of corporate governance requirements, business conduct standards, reporting requirements, mandatory clearing and trading
of certain swaps and other regulatory standards affecting their derivatives businesses. These requirements have and continue to
significantly increase the costs associated with HSBC Bank USA's derivatives businesses.

In addition to these CFTC rules, as a provisionally registered swap dealer that is a national bank, HSBC Bank USA will be subject
to the margin requirements established by the OCC for non-cleared swaps and security-based swaps. In November 2015, the OCC,
jointly with other U.S. banking regulators, adopted final rules establishing these margin requirements. The final margin rules will
require HSBC Bank USA to collect and post initial and variation margin for non-cleared swaps and security-based swaps entered
into with other swap dealers and certain financial end users that exceed a minimum threshold of transactional activity. For non-
cleared swaps and security-based swaps entered into with financial end users that do not meet the minimum transactional activity
threshold, HSBC Bank USA will only be required to collect and post variation margin (but not initial margin). The U.S. banking
regulators’ final rules do not impose margin requirements for non-cleared swaps and security-based swaps entered into with non-
financial end users, certain sovereigns and multilateral development banks or qualifying hedging transactions with certain small
depository institutions.

The final margin rules also limit the types of assets that are eligible to satisfy initial and variation margin requirements, require
initial margin to be segregated at a third-party custodian, impose requirements on internal models used to calculate initial margin
requirements and contain specific provisions for cross-border transactions and inter-affiliate transactions. The final margin rules
follow a phased implementation schedule, with variation margin requirements coming into effect in September 2016 or March
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2017 and initial margin requirements phased in on an annual basis from September 2016 through September 2020, with the relevant
compliance dates depending on the transactional volume of the parties and their affiliates. These final rules, as well as parallel
margin rules from the CFTC, the SEC, and certain non-U.S. regulators will increase the costs and liquidity burden associated with
trading non-cleared swaps and security-based swaps and may adversely affect our business in such products. In particular, the
imposition of initial margin requirements on inter-affiliate transactions will significantly increase the cost of certain consolidated
risk management activities and may adversely affect HSBC to a greater extent than some of our competitors.

Also, HSBC Bank USA engages in equity and credit derivatives businesses that are subject to the SEC's jurisdiction under Title
VII of the Dodd-Frank Act. In June 2014, the SEC finalized rules regarding the cross-border application of the security-based
swap dealer and major security-based swap participant definitions. These rules share many similarities with parallel guidance
finalized by the CFTC in July 2013. In January 2015, the SEC also finalized rules regarding reporting and public dissemination
requirements for security-based swap transaction data. In August 2015, the SEC also finalized rules for the registration of security-
based swap dealers and major security-based swap participants. The SEC has not yet finalized the implementation dates for these
rules or finalized several related Title VII rules. Because HSBC Bank USA's equity and credit derivatives businesses are also
subject to the CFTC's jurisdiction under Title VII, material differences between the final SEC rules and existing CFTC rules could
materially increase our costs of compliance with Title VII by requiring the implementation of significant additional policies,
procedures, documentation, systems and controls for those businesses.

Furthermore, Section 716 of the Dodd-Frank Act included a 'swaps push-out' provision that would have effectively limited the
range of OTC derivatives activities in which an FDIC-insured bank, including HSBC Bank USA, could engage. In 2014, the scope
of Section 716 was significantly reduced and the provision will now effectively restrict only HSBC Bank USA's ability to enter
into certain "structured finance swaps" after July 16, 2015 that are not entered into for hedging or risk mitigation purposes.

The "Volcker Rule" In 2013, U.S. regulators finalized the “Volcker Rule”, which limits the ability of banking entities to sponsor
or invest in certain private equity or hedge funds or to engage in certain types of proprietary trading. The conformance period for
the final Volcker Rule was extended until July 21, 2015. The FRB further extended the conformance period to July 21, 2016 for
investments in and relationships with "covered funds" and "foreign funds", each as defined in the final Volcker Rule, that were in
place prior to December 31, 2013 ("legacy covered funds"). The FRB has also indicated that it intends to act in 2016 to grant an
additional one-year extension, until July 21, 2017, for the same legacy covered fund investments and relationships.

The final Volcker Rule restricts proprietary trading as principal for a “trading account” in “financial instruments”, each as defined
in the final Volcker Rule, subject to various exclusions and exemptions. Generally, securities, derivatives, futures and options on
all such instruments are covered, while loans, currencies and commodities are not covered. In addition, there are exemptions for
activities, among others, that constitute market making, underwriting, hedging, and trading of U.S. government, agency or municipal
securities and certain foreign sovereign debt securities. Each of these exemptions, however, is generally subject to its own set of
compliance requirements and conditions.

The final Volcker Rule also restricts acquiring or retaining an ownership interest in, or sponsoring or having certain relationships
with, covered funds. Covered funds generally include entities that would be an investment company under the Investment Company
Act of 1940 (the "1940 Act"), but for the exemptions provided in Section 3(c)(1) or Section 3(c)(7) of the 1940 Act, as well as
certain commodity pools. The final Volcker Rule includes exclusions and exemptions, among others, for certain limited investments
in conjunction with asset management activities for customers, for loan securitizations, for asset-backed commercial paper conduits,
and for underwriting and market making in covered funds. As with the proprietary trading restrictions, the exemptions are generally
subject to a variety of compliance requirements and conditions. Any limited, yet permissible, investments in covered funds are
required to be deducted from the Tier 1 capital of U.S. banking entities. Several activities engaged in by HSBC USA are subject
to restrictions under the final Volcker Rule.

The final Volcker Rule also requires an extensive array of compliance policies, procedures and quantitative metrics reporting to
ensure that activities remain within one or more of the exemptions described in the final Volcker Rule. In connection with these
requirements, we have built the appropriate compliance framework to ensure compliance by the relevant effective dates. HUSI
has completed training for all affected front office and control personnel, has conformance plans for those covered funds to which
the extension applies, and believes that it is in compliance with all material respects of the Volcker Rule.

The final Volcker Rule also requires an annual attestation either by the Chief Executive Officer of the top-tier foreign banking
organization or the senior management officer in the U.S. as to the implementation of a compliance program reasonably designed
to achieve compliance with the Volcker Rule. The first such attestation is to be filed on or before March 31, 2016.

Consumer Regulation The Dodd-Frank Act created the CFPB, which has 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
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CFPB also has 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 Dodd-Frank Act codified the current judicial standard of federal preemption with respect to national banks, but added
procedural steps to be followed by the OCC when considering preemption determinations after July 21, 2011. Furthermore, the
Dodd-Frank Act 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. The extent to which the limitations on federal preemption will impact our businesses and those of our competitors
remains uncertain. The Dodd-Frank Act contains many other consumer-related provisions, including provisions addressing
mortgage reform.

Debit Interchange The Dodd-Frank Act authorized the FRB to implement standards for assessing debit interchange fees that are
reasonable and proportionate to the actual processing costs of the issuer. The FRB 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. In 2013, the U.S. District Court for the District of Columbia overturned the FRB’s regulations on debit
interchange and required that the FRB recraft the rule with a lower maximum fee. The District Court decision was overturned by
the Court of Appeals in 2014, and a group of retailer trade associations and individual merchants filed a petition seeking review
by the U.S. Supreme Court of the Court of Appeals decision. The U.S. Supreme Court denied the petition in January 2015, allowing
the interchange fee limitations in the FRB regulation to remain unchanged.

The Dodd-Frank Act has and will continue to have a significant impact on the operations of many financial institutions in the
United States, including HSBC USA, 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 in the United States.
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. In addition, the final Volcker Rule places new
restrictions on bank-affiliated financial companies’ trading activities and private equity and hedge fund investments, which may
provide a competitive advantage to financial companies that do not have U.S. banking operations and may impact liquidity in the
products and activities in which we engage. Therefore, we face intense competition in all of the markets we serve, competing with
banks and other financial institutions such as insurance companies, commercial finance providers, 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. Competition is expected to continue to be intense
given the multiple banks and other financial services companies which offer products and services in our markets, noting that we
compete with different banks and financial services companies in different markets, given our global strategy.
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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. We have included our website address only as an inactive textual reference and do not intend it to
be an active link to our website. Our website also contains our Corporate Governance Standards and Charters of Standing
Committees for the Audit Committee, the Compliance Committee, the Risk Committee, the Fiduciary Committee and the
Chairman's 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 Annual
Report on Form 10-K. Printed copies of this information can be requested at no charge. Requests should be made to HSBC USA
Inc., 452 Fifth Avenue, New York, NY 10018, 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 February 22, 2016.
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Item 1A. Risk Factors

The following discussion provides a description of the most significant risk factors that could affect our businesses, results of
operations and financial condition and could cause our results to differ materially from those expressed in public statements or
documents. Some of these risk factors are inherent in the financial services industry and others are more specific to our own
businesses. There are also other factors besides those discussed below or elsewhere in this Annual Report on Form 10-K that could
affect our businesses, results of operations and financial condition and, therefore, the risk factors below should not be considered
a complete list of all potential risks that we may face.

The current uncertain market and economic conditions may continue to affect our businesses, 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. Uncertainties remain concerning the outlook and the future economic environment despite recent improvements
in certain segments of the global economy. There can be no assurance that the global economy as a whole will improve significantly
or at all. 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. While the U.S.
economy continued to improve during 2015, challenges remain. We also have a significant number of customers in Latin America,
which continues to experience inflation and other economic challenges. General business, economic and market conditions that
could continue to affect us include:

* level of economic growth and the pace and magnitude of the recovery;

»  pressure on consumer confidence and reduced consumer spending from other economic and market conditions;
» fiscal policy;

+ volatility in energy prices, including oil and gas prices;

»  volatility in credit markets;

* unemployment levels;

» trends in corporate earnings;

* 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, natural disasters, pandemics or acts of war or terrorism;
* fluctuations in the value of the U.S. dollar;

* movements in short-term and long-term interest rates, a change in the shape of the yield curve or a prolonged period of
low or negative interest rates;

» availability of liquidity;
»  tight consumer credit conditions;

*  bankruptcy filing levels and heightened scrutiny by various U.S. Bankruptcy Trustees of proofs of claim and other
documents filed by creditors in consumer bankruptcy cases; and

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

Although unemployment rates have improved in 2015 and housing market conditions in the U.S. continue to recover, if businesses
were again to become cautious to hire, lay-off employees or reduce hours for employees, losses could be significant in all types
of our consumer loans due to decreased consumer income. While the U.S. economy continued to improve in 2015, the sustainability
of the economic recovery will be determined by numerous variables including consumer sentiment, energy prices, credit market
volatility, employment levels and housing market conditions which will impact corporate earnings and the capital markets. In the
event economic conditions stop improving or become depressed and lead to a 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 recovery may be positive in the United States, it can have a simultaneous negative effect on currencies and stock markets
in emerging economies such as those in Latin America, which could have a negative impact on our loan portfolio for our Latin
American clients, with a corresponding impact on our results of operations.

While the housing market in the U.S. continues to recover, the strength of the recovery varies by market. The combination of
foreclosure documentation scrutiny and new rules or statutes relating to foreclosures has led to increased delays in several
jurisdictions which will continue to take time to resolve. Mortgage lenders have substantially tightened lending standards since
2007. Furthermore, our loan portfolio was impacted by the declining home values and erosion of homeowners' equity and the
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resulting difficulty some borrowers had refinancing their mortgages, particularly in cases where government programs for high
loan to value refinancing were not available. This, in turn, impacted both credit performance and run-off rates which resulted in
elevated delinquency rates for real estate secured loans in our portfolio.

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.

Federal, state, local and other similar international measures to regulate the financial industry may significantly impact
our operations. We operate in a highly regulated environment. Changes in federal, state and local laws and regulations affecting
banking, derivatives, capital, liquidity, consumer credit, bankruptcy, privacy, consumer protection or other matters, including
changes in tax rates, could materially impact our operations and performance. The U.S. Congress and the administration have
indicated an interest in reforming the U.S. corporate income tax code. Possible approaches include changing the corporate tax rate,
modifying the taxation of income earned outside the U.S. and limiting or eliminating various other deductions, tax credits and/or
other tax preferences.

Attempts by local, state and federal regulatory agencies to address perceived problems with the mortgage lending and credit card
industries 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, nor can we anticipate whether significant changes to our operations and practices
will be required as a result.

The Dodd-Frank Act established the 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 our legal and compliance costs. Any new regulatory requirements or changes to existing requirements
that the CFPB may promulgate could require changes in our consumer businesses, 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 CFTC. Regulation of swap dealers by the CFTC imposes 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 or make certain derivative products less
profitable to undertake. Although many significant regulations applicable to swap dealers are already in effect and have imposed
significant costs on our derivatives business, we are still in the process of assessing the full impact of certain recently released
requirements.

In 2013, U.S. regulatory agencies finalized the Volcker Rule, which limits the ability of banking entities such as HUSI to sponsor
or invest in certain private equity or hedge funds or engage in certain types of proprietary trading. The conformance period for the
final Volcker Rule was extended until July 21, 2015. In 2014, the FRB further extended the conformance period to July 21, 2016
for investments in and relationships with "covered funds" and "foreign funds", each as defined in the Volcker Rule, that were in
place prior to December 31, 2013 ("legacy covered funds"). The FRB has also indicated that it intends to act in 2016 to grant an
additional one-year extension, until July 21, 2017, for the same legacy covered fund investments and relationships. The final rule
requires extensive regulatory interpretation and subjects HUSI to further supervisory oversight by U.S. regulatory agencies. While
the final Volcker Rule contains exemptions for market-making, underwriting, risk-mitigating hedging, and certain transactions on
behalf of customers and activities in certain asset classes, clearly defining all the parameters of these exemptions and requirements
requires additional guidance and clarification from the U.S. regulatory agencies.

The final Volcker Rule also restricts acquiring or retaining an ownership interest in, or sponsoring or having certain relationships
with, covered funds. Covered funds generally include entities that would be an investment company under the 1940 Act, but for
the exemptions provided in Section 3(c)(1) or Section 3(c)(7) of such Act, as well as certain commodity pools. The final Volcker
Rule includes exclusions and exemptions, among others, for certain limited investments in conjunction with asset management
activities for customers, for loan securitizations, for asset-backed commercial paper conduits, and for underwriting and market
making in covered funds. As with the proprietary trading restrictions, the exemptions are generally subject to a variety of compliance
requirements and conditions. Any limited, yet permissible, investments in covered funds are required to be deducted from the Tier
1 capital of U.S. banking entities. Several activities engaged in by HUSI and its affiliates and subsidiaries are subject to the
restrictions under the final Volcker Rule.
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The final Volcker Rule also requires an extensive array of compliance policies, procedures and quantitative metrics reporting to
ensure that activities remain within one or more of the exemptions described in the final Volcker Rule. In connection with these
requirements, we have built a compliance framework designed to ensure compliance by the relevant effective dates. Compliance
with the Volcker Rule will increase our operational and compliance costs, reduce our trading revenues, restrict certain activities
and adversely affect our results of operations.

The FRB has also issued proposed rules to implement enhanced supervisory and prudential requirements and the early remediation
requirements established under the Dodd-Frank Act. The enhanced standards include risk-based capital and leverage requirements,
liquidity standards, requirements for overall risk management, single-counterparty credit limits, and stress test requirements. The
FRB has issued final rules requiring covered entities to undergo annual stress tests conducted by the FRB and conduct their own
“company-run” stress tests twice a year in conjunction with the CCAR program. Final regulations addressing early remediation
requirements and single-counterparty credit limits have not yet been adopted, and are likely to impose additional operational and
compliance costs on us once they are finalized.

Our indirect parent, HSBC North America, is subject to assessment by the FRB as part of the CCAR program, which includes
annual supervisory stress tests conducted by the FRB and both HSBC North America and HSBC Bank USA must conduct company-
run stress tests as required under the DFAST. CCAR is an annual exercise by the FRB to ensure that institutions have forward-
looking capital planning processes that account for their risks and sufficient capital to continue operations throughout times of
economic and financial stress. We cannot be certain that the FRB will have no objections to our 2016 or future capital plans
submitted through the CCAR program. If the FRB objects to our capital plan this could adversely affect our ability to make
distributions, including dividends on our preferred stock, or to enter into acquisitions. We may fail to meet the requirements of
regulatory stress tests. If our stress testing projections differ significantly from our peers or the FRB objects to HSBC North
America’s capital plan, this could have a material adverse effect on our reputation since CCAR and DFAST results are made public.
See also "Our reputation has a direct impact on our financial results and ongoing operations" below.

The total impact of the Dodd-Frank Act cannot be fully assessed without taking into consideration how non-U.S. policymakers
and regulators will implement to the Dodd-Frank Act through the promulgation of new regulations and revisions to existing
regulations 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 EU and 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 businesses, results of operations or financial condition. Regulators in the EU and in the United Kingdom 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 G-SIBs, including HSBC, will be
subject to capital surcharges and other enhanced prudential requirements. While the FSB has identified HSBC as one of the two
G-SIBs that would be subject to a 2.5 percent surcharge, the G-SIB surcharge has not yet been formally implemented in the United
Kingdom. The FRB's rules implementing the G-SIB surcharge in the United States would not impose additional capital requirements
on us because the U.S. G-SIB surcharge will only apply to the eight largest U.S. banking organizations.

In November 2015, the FSB issued final standards for total loss-absorbing capacity (“TLAC”) requirements for G-SIBs, which
will apply to our ultimate parent HSBC once implemented in the United Kingdom. The new standard also permits authorities in
host jurisdictions to require “internal” TLAC to be prepositioned (i.e., issued by local entities to either parent entities or third
parties). The purpose of this new standard is to ensure that G-SIBs have sufficient loss-absorbing and recapitalization capacity
available to implement an orderly resolution with continuity of critical functions and minimal impact on financial stability, and to
ensure cooperation between home and host authorities during resolution. The new standard calls for all G-SIBs to be subject to
TLAC requirements starting January 1, 2019, and to be fully phased in by January 1, 2022. In the United States, the FRB published
proposed rules on October 30, 2015 that would implement in the United States the FSB’s TLAC standard. The proposed rules
would require, among other things, the U.S. intermediate holding companies of non-U.S. G-SIBs, including HSBC North America,
to maintain minimum amounts of “internal” TLAC, which would include minimum levels of TLAC and long-term debt satisfying
certain eligibility criteria, and a related TLAC buffer commencing January 1,2019. The TLAC Proposal would also include “clean
holding company requirements” that impose limitations on the types of financial transactions HSBC’s U.S. intermediate holding
company, HSBC North America, could engage in. The FSB’s TLAC standard and the FRB’s TLAC proposal represent a significant
expansion of the current regulatory capital framework that may, if adopted as proposed, require both HSBC North America and
HSBC to make modifications to the terms of outstanding debt instruments .

The implementation of regulations and rules promulgated by these bodies could result in additional costs or limit or restrict the
way HSBC conducts its businesses in the EU and 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.
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Failure to implement our obligations under the deferred prosecution agreements could have a material adverse effect on
our business, prospects, financial condition and results and operations. An independent compliance monitor (the "Monitor")
was appointed in 2013 under the 2012 agreements entered into with the DOJ and the U.K. Financial Conduct Authority (‘FCA”)
to produce annual assessments of the effectiveness of our AML and sanctions compliance program . Additionally, the Monitor is
serving as HSBC’s independent consultant under the consent order of the FRB. HSBC Bank USA is also subject to an agreement
entered into with the OCC in December 2012, the Gramm-Leach-Bliley Act ("GLBA") Agreement and other consent orders.

In January 2016, the Monitor delivered his second annual follow-up review report based on various thematic and country reviews
conducted by the Monitor over the course of 2015. In his report, the Monitor concluded that, in 2015, HSBC made progress in
developing an effective and sustainable financial crimes compliance program. However, he expressed significant concerns about
the pace of that progress, instances of potential financial crime and systems and controls deficiencies, and whether HSBC Group
is on track to meet its goal to the Monitor’s satisfaction within the five-year period of the U.S. DPA. In addition, pending further
review and discussion with HSBC Group, the Monitor did not certify as to HSBC Group's implementation of the the compliance
program or, pending further review and discussion with HSBC, HSBC’s implementation of and adherence to the remedial measures
specified in the U.S. DPA.

The design and execution of AML and sanctions remediation plans is complex and requires major investments in people, systems
and other infrastructure. This complexity creates significant execution risk, which could affect our ability to effectively identify
and manage financial crime risk and remedy AML and sanctions compliance deficiencies in a timely manner. This could, in turn,
impact our ability to satisfy the Monitor or comply with the terms of the U.S. DPA and related agreements and consent orders, and
may require us to take additional remedial measures in the future.

HSBC Bank USA, as the primary dollar clearer for all U.S. dollar transactions for HSBC globally, manages significant AML,
financial crime, regulatory and reputation risk in the global correspondent banking area because of the breadth and scale of that
area, especially as it relates to transactions involving affiliates and global correspondent banks in high risk AML jurisdictions. A
significant AML violation in this area or the utilization of the global affiliate and correspondent banking network by terrorists or
other perpetrators of financial crimes could have materially adverse consequences under the U.S. DPA or our other consent
agreements. The design and execution of AML and sanctions remediation programs is complex, requiring major investment in
people, systems and other infrastructure. This complexity creates significant execution risk, which could impact our ability to
effectively manage financial crime risk and remedy AML and sanctions compliance deficiencies in a timely manner. This could,
in turn, impact our ability to satisfy the Monitor or comply with the terms of the U.S. DPA and related agreements and consent
orders, and may require us to take additional remedial measures in the future. Breach of the U.S. DPA at any time during its term
may allow the DOJ to prosecute HSBC or HSBC Bank USA in relation to the matters which are the subject of the U.S. DPA.

Under the terms of the U.S. DPA, upon notice and opportunity to be heard, the DOJ has sole discretion to determine whether HSBC
or HSBC Bank USA has breached the U.S. DPA, including if we have committed any crime under U.S. federal law subsequent to
the signing of the U.S. DPA. Potential consequences of breaching the U.S. DPA could include the imposition of additional terms
and conditions on HSBC or HSBC Bank USA, an extension of the U.S. DPA, including its monitorship, or the criminal prosecution
of HSBC and HSBC Bank USA, which could, in turn, entail further financial penalties and collateral consequences.

Breach of the U.S. DPA or related agreements and consent orders could have a material adverse effect on our business, prospects,
financial condition and results of operations, including potential restrictions on our ability to operate in the United States or to
perform dollar-clearing functions through HSBC Bank USA, loss of business, revocation of licenses, withdrawal of funding and
harm to our reputation. In addition, these settlements with regulators does not preclude further private litigation relating to, among
other things, HSBC's compliance with applicable AML, BSA and sanctions laws or law enforcement actions for BSA, AML,
sanctions or other matters not covered by the various agreements, 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. Even if we are not determined to have breached these agreements, but the agreements are amended or
their terms extended, our business, reputation and brand could suffer materially.

Third parties may use us as a conduit for illegal activities without our knowledge, which could have a material adverse
effect on us. We are required to comply with applicable AML laws and regulations and have adopted various policies and
procedures, including internal control and ‘know your customer’ procedures, aimed at preventing the use of HSBC products and
services for the purpose of committing or concealing financial crime. A major focus of U.S. and U.K. government policy relating
to financial institutions in recent years has been combating money laundering and enforcing compliance with U.S. and EU economic
sanctions, and this prioritization is evidenced by our agreements with U.S. and U.K. authorities relating to various investigations
regarding past inadequate compliance with AML and sanctions laws. We and certain of our affiliates have entered into a consent
cease and desist order with the OCC and a similar consent order with the FRB which requires the implementation of improvements
to compliance procedures regarding obligations under the BSA and AML rules. These consent orders do not preclude additional
enforcement actions by bank regulatory, governmental or law enforcement agencies or private litigation.

In relevant situations, and where permitted by regulation, we may rely upon certain counterparties, including our affiliates, to
maintain and properly apply their own appropriate AML procedures. While permitted by regulation, such reliance may not be
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completely effective in preventing third parties from using us (and our relevant counterparties) as a conduit for money laundering,
including illegal cash operations without our knowledge (and that of our relevant counterparties). Becoming a party to money
laundering, association with, or even accusations of being associated with money laundering would damage our reputation and
could make us subject to fines, sanctions and/or legal enforcement (including being added to ‘blacklists’ that would prohibit certain
parties from engaging in transactions with us). Any one of these outcomes could have a material adverse effect on our businesses,
prospects, financial condition and results of operations.

A number of the remedial actions taken or being taken as a result of the matters to which the U.S. DPA relates are intended to
ensure that we and the other HSBC Group businesses are better protected from these risks. However, there can be no assurance
that we will not have to take additional remedial measures in the future. Breach of the U.S. DPA at any time during its term may
allow the DOJ to prosecute HSBC and HSBC Bank USA in relation to the matters which are the subject of the U.S. DPA.

Failure to comply with the GLBA Agreement would have an adverse material effect on our results and operations. As
reflected in the GLBA Agreement entered into with the OCC on December 11, 2012, 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 bank 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 FRB. 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 our business, prospects, financial
condition and results and operation.

Our reputation may have 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, our affiliates or the financial services industry generally;

» cthical issues, including potential conflicts of interest and the acceptance or receipt of gifts and entertainment, as well as
potential violations under the Foreign Corrupt Practices Act ("FCPA");

* legal and regulatory requirements;

» alleged deceptive or unfair lending or pricing practices;

* anti-money laundering and economic sanctions programs;

* fraud and misappropriation of assets;

» privacy and data security intrusions related to our customers or employees;

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

* recordkeeping;

» sales and trading practices;

*  customer service;

» actions of a vendor or other third party, including a subcontractor, we do business with;

» the proper identification of the legal, credit, liquidity, operational and market risks inherent in our businesses;

» alleged irregularities in servicing, foreclosure, consumer collections, mortgage lending practices and loan modifications;

* 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 facilitates communication with large audiences in short time frames. These social media
websites, 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.
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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 have a material adverse effect on our
business, prospects, financial condition and results of operations.

Our risk management measures may not be successful. The management of risk is an integral part of all our activities. Managing
risk effectively is fundamental to the delivery of our strategic priorities. While we are subject to a number of legal and regulatory
actions and investigations, our risk management framework has been designed to provide robust controls and ongoing monitoring
of our principal risks. Risks have the potential to affect the results of our operations or financial condition. Specifically, risk equates
to the adverse effect on profitability or financial condition arising from different sources of uncertainty including retail and wholesale
credit risk, market risk, interest rate risk, operational risk including legal, financial crime compliance, regulatory compliance,
accounting, tax, fiduciary, information security, security fraud, people, systems, political contingency, projects, and operations
risks, liquidity and funding risk, reputational risk, strategic risk, model risk, sustainability risk, and pension obligation risk. To
manage risk, we employ a risk management framework at all levels and across all risk types. The framework fosters the continuous
monitoring of the risk environment and an integrated evaluation of risks and their interactions. It also strives to ensure that we
have a robust and consistent approach to risk management across all of our activities. While our risk management framework
employs a broad and diversified set of risk monitoring and risk mitigation techniques, such techniques and the judgments that
accompany their application cannot anticipate every unfavorable event or the specifics and timing of every outcome. Failure to
manage risks appropriately could have a material adverse effect on our business, prospects, financial condition and results of
operations.

Our risk management measures may face particularly significant challenges in the following three broad areas:

(a) Macro-economic and geo-political risks: Current economic and market conditions may adversely affect our results. We may
suffer adverse effects as a result of the renewed economic tensions in the euro-zone. Changes in foreign currency exchange rates
may affect our results.

(b) Risks related to our businesses, business operations, governance, and internal systems: The delivery of our strategic priorities
is subject to execution risk and we may not achieve all the expected benefits of our strategic initiatives. Our operations are subject
to the threat of fraudulent activity and disruption from the external environment. We are highly dependent on our information
technology systems. We could incur losses or be required to hold additional capital as a result of model limitations or failure. Issues
with the quality of data or effectiveness of our data aggregation and validation procedures could result in ineffective risk management
practices or inaccurate risk reporting.

(c) Regulatory and legal risks to our businesses: We are subject to a number of legal and regulatory actions and investigations, the
outcomes of which are inherently difficult to predict, but unfavorable outcomes could have a material adverse effect on our operating
results and brand. Unfavorable legislative or regulatory developments, or changes in the policy of regulators or governments, could
have a material adverse effect on our operations, financial condition and prospects.

Failure to implement our business strategies may adversely affect our financial performance. Our strategies for business
growth includes focusing our sales efforts on international connectivity strategies with high quality internationally minded clients
as well as augmenting our returns through increased cross-selling and cost optimization. The development and implementation of
our strategy requires difficult, subjective and complex judgments, including forecasts of economic conditions in various parts of
the world. We may fail to correctly identify the trends we seek to exploit and the relevant factors in making decisions as to capital
deployment and cost reduction, and our ability to execute our strategy may also be limited by our operational capacity and the
increasing complexity of the regulatory environment in which we operate. Further, we may fail to attract internationally mobile
clients or cross-sell our services to them. See “—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.” The work
required to execute on our growth strategies is substantial. Alongside the strategic actions, we continue to implement a number of
externally driven regulatory remediation programs. The magnitude and complexity of the projects required to meet these demands
has resulted in heightened execution risk. Additionally, we may be unable to fully realize the cost optimization efforts and the
other anticipated benefits from our cost optimization efforts and we may not be able to realize them in the currently anticipated
timeframes.

The cumulative impact of the collective change initiatives underway is significant and has direct implications on resourcing and
our people. Our ability to execute our strategy may also be limited by our operational capacity and the increasing complexity of the
regulatory environment in which we operate. In addition, factors beyond our control, including but not limited to, the economic
and market conditions and other challenges discussed in detail above, could limit our ability to achieve all of the expected benefits
of these initiatives. Failure to successful implement our business strategies may have a material adverse effect on our businesses,
prospects, financial condition and results of operations.

Operational risks are inherent in our businesses and may adversely impact our businesses and reputation. We are exposed
to many types of operational risks that are inherent in banking operations, including fraudulent and other criminal activities (both
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internal and external), breakdowns in processes or procedures and systems failure or non-availability. For example, fraudsters may
target any of our products, services and delivery channels including lending, internet banking, payments, bank accounts and cards.
These risks apply equally when we rely on outside suppliers or vendors to provide services to us and our customers. These
operational risks may result in financial loss to the bank, an adverse customer experience, reputational damage and potential
regulatory action depending on the circumstances of the event, which could have a material adverse effect on our businesses,
prospects, financial condition and results of operation. Further, there is a 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
exposing us to litigation or losses not covered by insurance.

Our operations are subject to disruption from the external environment. We may 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;
* natural disasters, such as hurricanes or other severe weather conditions and earthquakes;
» events arising from local, regional or international politics, including terrorist acts; 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 or disruption to customers, an inability to collect our receivables in affected
areas , physical damage or loss of life and other loss or liability to us, which could have a material adverse effect on our businesses,
prospects, financial condition and results of operation.

A failure in or a breach of our operational or security systems or infrastructure, or those of our third party vendors and
other service providers, including as a result of cyberattacks, could disrupt our businesses, result in the disclosure or misuse
of confidential or proprietary information, and may adversely impact our businesses and reputation. Data quality and
integrity are critical for decision making, enterprise risk management and operational processes, as well as for complying with
applicable regulation. Our businesses are dependent on our ability to process a large number of complex transactions, most of
which involve, in some fashion, networked computing devices. If any of our financial, accounting, data processing or other
recordkeeping systems and management controls fail, or are subject to cyberattack that could compromise integrity, availability
or confidentiality of our systems or data, we could be materially adversely affected.

In recent years, distributed denial of service ("DDoS") attacks, spearphishing campaigns, advanced malware, social engineering
and insider threats have grown in volume and level of sophistication each with the intent to obtain personal customer financial
information or proprietary corporate information. Such acts can affect our business by:

» compromising the confidentiality or integrity of our customers' data, potentially impacting our customers' ability to repay
loan balances and negatively impacting their credit ratings;

*  putting our customers at risk for identity theft, account takeover and credit abuse;

»  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;
» damaging our reputation as a result of public disclosure of a breach of our systems or a loss of data event;

* resulting in unauthorized disclosure or alteration of our corporate confidential information and confidential information
of employees, customers and counterparties;

»  disrupting our customers' or third parties' business operations; and

» resulting in violations of applicable privacy laws and other laws or regulatory fines, penalties or intervention.

The threat from cyberattacks, on us and on third party vendors on which we rely, 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 financial organizations. We and other multinational financial organizations have been, and will
continue to be subject to an increasing risk of cyber incidents from these activities due to the proliferation of new technologies
and the increasing use of the Internet and customers' use of personal smartphones, PCs and other computing devices, tablet PCs
and other mobile devices to access products and services to conduct financial transactions and the increased sophistication and
activities of organized crime for seeking financial gain, hacktivists (geopolitical designated groups), cyberterrorists (attacks against
critical infrastructure) and state sponsored advanced persistent threats, sometimes referred to as APTs, for corporate espionage.
Our risk and exposure to these matters remains heightened because of, among other things, HSBC Group’s prominent size and
scale, geographical span and role in the financial services industry, and our offering of Internet banking and mobile banking
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platforms that seek to serve our customers when and how they want to be served. In addition, the consolidation of clearing agents,
exchanges and clearing houses and increased interconnectivity of financial institutions with such central agents, exchanges and
clearing houses increases the exposure of cyberattacks on critical parties may affect us. Evaluating and monitoring the cyberthreat
landscape in comparison to our existing capabilities, and adjusting our programs in order to respond to these threats, may require
additional capital expenses for human resources and technology.

In 2015, we experienced two DDoS attacks. The first occurred in October 2015 when a brief DDoS attack was directed towards
multiple web services hosted in the United States. As a result, there was some impact to certain HSBC websites and brief service
disruptions reported. The attack was successfully mitigated via internal and external vendor controls in multiple datacenters. The
second DDoS attack occurred in November 2015 when HSBC observed a DDoS attack targeting the U.S. Personal Internet Banking
website for a few minutes. The attack traffic did not impact business services, and was systematically and effectively mitigated
by our internal DDoS protection services without the need to invoke external vendor mitigation.

In December, 2015, RBWM Servicing Management was notified by one of its third party service providers that the service provider
had sent RBWM'’s servicing portfolio information to an unauthorized third party in error. The unauthorized third party received
data for 432,095 of our customers and accounts. The unauthorized third party recipient attested that they did not access HSBC
data and they removed from the system all data that was loaded. U.S. federal regulators were notified. We have commenced
customer notification and will offer complimentary 1-year credit monitoring service. All state regulatory notification requirements
have been addressed.

In December, 2015 the main U.S. RBWM Call Center was impacted by a technology based brute-force attack, which is an attack
that occurs when fraudsters use numerous auto-dialers to make thousands of calls per hour into a call center in an attempt to breach
customer information by randomly or systematically guessing account numbers or PINs (personal identification numbers) to get
a match. This attack resulted in approximately 17,000 account numbers being targeted. U.S. federal regulators were notified
promptly of the incident. We identified 210 debit and credit cards impacted by this incident, resulting in approximately $240,000
in losses. All impacted customers were notified of the incident and sent a complimentary 1-year credit monitoring offer and any
losses were refunded. State regulator notifications were sent out as required in early January, 2016.

Our businesses are increasingly subject to laws and regulations relating to surveillance, encryption and data on-shoring in the
jurisdictions in which we operate. Compliance with these laws and regulations may require us to change our policies, procedures
and technology for information security (including cyber security) from time to time.

We may suffer losses due to employee negligence, fraud or misconduct. Non-compliance with policies, employee misconduct,
negligence and fraud could result in regulatory sanctions and serious reputational or financial harm. We are 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. In recent years, a number of multinational financial
institutions have suffered material losses due to the actions of ‘rogue traders’ or other employees. It is not always possible to deter
employee misconduct and the precautions we take to prevent and detect this activity may not always be effective. Employee
misconduct could have a material adverse effect on our business, prospects, financial condition and results of operations.

We may suffer losses due to negligence, fraud or misconduct by third parties. We depend on third party suppliers, outsource
providers and our affiliates for a variety of services. 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. The OCC and FRB require
financial institutions to maintain third party and service provider risk management programs, which include due diligence
requirements for third parties and service providers as well as for our affiliates who may perform services for us. Under FRB
guidance “service providers” is broadly defined to include all entities that have entered into a contractual relationship with a
financial institution to provide business functions or activities. If our third party risk and service provider management and due
diligence program is not sufficiently robust, this could lead to regulatory intervention. Any of these occurrences could diminish
our ability to operate one or more of our businesses, and may result in potential liability to clients, reputational damage or regulatory
intervention, all of which could materially adversely affect us.

Failure to successfully change our operational practices may have a materialimpact on our businesses. Changes to operational
practices from time to time could materially impact our performance and results. Such changes may include:

*  ourdetermining to acquire or sell residential mortgage loans and other loans or the decision to sell credit card receivables;
» changes to our customer account management and risk management/collection policies and practices;

* our investment choices in technology, business infrastructure and specialized personnel,;

»  changes to our AML and sanctions policies and the related operations practices; or

*  our outsourcing of various operations, including our mortgage servicing business.

Further, 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. Failure to implement changes to our operational
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practices successfully and efficiently may diminish our ability to operate one or more of our businesses and could result in
reputational damage and regulatory intervention, all of which could materially adversely affect us.

Federal Reserve Board policies can significantly affect business and economic conditions and, as a result, our financial
results and condition. The FRB 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 derivative
instruments. Its policies also can affect our borrowers, potentially increasing the risk that they may fail to repay their loans. Changes
in FRB policies are beyond our control and can be hard to predict.

The delivery of our regulatory priorities is subject to execution risk. The financial services industry is currently facing an
unprecedented period of scrutiny. Additionally, we are subject to a number of consent orders with our regulators. Regulatory
requests, legal matters and business initiatives all require a significant amount of time and resources to implement. The magnitude
and complexity of projects required to meet these demands has resulted in heightened execution risk. Organizational change and
external factors, including the challenging macroeconomic environment and the extent and pace of regulatory change also contribute
to execution risk. These factors could adversely affect the successful delivery of our regulatory priorities.

We face significant and increasing competition in the rapidly evolving financial services industry. We compete with other
financial institutions in a highly competitive industry that is undergoing significant changes as a result of financial regulatory
reform and increased public scrutiny stemming from the financial crisis and continued challenging economic conditions. We target
internationally mobile clients who need sophisticated global solutions and generally compete on the basis of the quality of our
customer service, the wide variety of products and services that we can offer our customers and the ability of those products and
services to satisfy our customers’ needs, the extensive distribution channels available for our customers, our innovation, and our
reputation. Continued or increased competition in any one or all of these areas may negatively affect our market share and results
of operations and/or cause us to increase our capital investment in our businesses in order to remain competitive. Additionally, if
our products and services are not accepted by our targeted clients, this may have a material adverse effect on our businesses,
financial condition and results of operations.

Given the current economic, regulatory, and political environment for large financial institutions such as us, and possible public
backlash to bank fees, there is increased competitive pressure to provide products and services at current or lower prices.
Consequently, our ability to reposition or reprice our products and services from time to time may be limited and could be influenced
significantly by the actions of our competitors who may or may not charge similar fees for their products and services. Any changes
in the types of products and services that we offer our customers and/or the pricing for those products and services could result in
a loss of customers and market share and could materially adversely affect our results of operations. Further, new technologies
could require us to spend more to modify or adapt our products to attract and retain customers. Continued technological advances
and the growth of e-commerce have made it possible for non-depository institutions to offer products and services that traditionally
were banking products, and for financial institutions and other companies to provide electronic and internet-based financial
solutions, including electronic payment solutions. We may not respond effectively to these competitive threats from existing and
new competitors and may be forced to increase our investment in our businesses to modify or adapt our existing products and
services or develop new products and services to respond to our customers’ needs. Any of these factors may have a material adverse
effect on our business, prospects, financial condition and results of operations.

We have significant exposure to counterparty risk. We are exposed to counterparties that are involved in virtually all major
industries, and we routinely execute transactions with counterparties in financial services, including brokers and dealers, central
clearing counterparties, 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 default by our counterparty or client. Our ability to engage in routine
transactions to fund our operations and manage our risks could be materially adversely affected by the actions and commercial
soundness of other financial services institutions. Financial institutions are necessarily interdependent because of trading, clearing,
counterparty or other relationships. As a consequence, a default by, or decline in market confidence in, individual institutions, or
anxiety about the financial services industry generally, can lead to further individual and/or systemic difficulties, defaults and
losses.

Mandatory central clearing of over the counter derivatives, including under the Dodd-Frank Act, brings new risks to us. As a
clearing member, we have financial exposure for losses incurred at a Central Counterparty ("CCP") by the default of other clearing
members. Hence central clearing brings with it a new element of interconnectedness between clearing members and clients that
we believe may increase rather than reduce our exposure to systemic risk. At the same time, our ability to manage such risk
ourselves will be reduced because risk controls are largely managed by the CCPs themselves and it is unclear at present how, at a
time of stress, regulators and resolution authorities would intervene.

In situations in which we strive to mitigate counterparty risk by taking collateral, our credit risk may remain high if the collateral
we hold cannot be realized or must be liquidated at prices insufficient to recover the full amount of our exposure to the respective
counterparty. There is a risk that collateral cannot be realized, including situations where this arises by change of law that may
influence our ability to foreclose on collateral or otherwise enforce contractual rights.
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We also have credit exposure arising from risk defeasance products such as credit default swaps ("CDSs"), and other credit
derivatives, each of which is carried at fair value. The risk of default by counterparties to CDSs and other credit derivatives used
as mitigants affects the fair value of these instruments depending on the valuation and the perceived credit risk of the underlying
instrument against which protection has been purchased. Any such adjustments or fair value changes may have a material adverse
effect on our financial condition and results of operations.

The financial condition of our 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.
As a consequence, a default by, or decline in market confidence in, individual institutions, or anxiety about the financial services
industry generally, can lead to further individual and/or systemic difficulties, defaults and losses. 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 counterparty or client becomes bankrupt or insolvent, we may become involved
in significant disputes or litigation with the counterparty's or client's bankruptcy estate and other creditors, or involved in regulatory
investigations, each of which could increase our operational and litigation costs.

Significant or prolonged periods of market stress or illiquidity, could further decrease our ability to realize the fair value of collateral
held by us or make it more likely that we would liquidate collateral at prices insufficient to recover the full amount of our exposure
to the respective counterparty or client. Further, disputes with counterparties as to the valuation of collateral significantly increase
in times of market stress and illiquidity.

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 credit losses 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. 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 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, 2015, 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 a deterioration in
economic conditions, we may be required to build reserves in future periods, which would reduce our earnings.

Concentrations of credit and market risk, including exposure to Latin American corporate clients and the oil and gas
markets, could increase the potential for significant losses. We have exposure to increased levels of risk when customers are
engaged in similar business activities or activities in the same geographic region, or when they have similar economic features
that would cause their ability to meet contractual obligations to be similarly affected by changes in economic conditions. While
we regularly monitor various segments of our portfolio exposures to assess potential concentration risks, our efforts to diversify
or hedge our credit portfolio against concentration risks may not be successful. We have exposure to commercial customers
domiciled outside of the United States and or in sectors that can be materially affected by changing economic conditions such as
customers in the commodity sector. For example, a significant portion of our loan portfolio by region is concentrated with clients
in Latin America and a significant portion of our loan portfolio by sector is concentrated in the oil and gas industry. In addition,
disruptions in the liquidity or transparency of the financial markets may result in our inability to sell, syndicate or realize the value
of our positions, thereby leading to increased concentrations.

Due to our strategy to serve the banking needs of an international customer base, a number of the loans with our owned mortgage
loan portfolio was comprised of loans to borrowers without traditional U.S. credit. Despite risk management mitigation, there is
inherently higher uncertainty around loss rates due to the lack of detailed historic credit information on each borrower.

Our inability to meet funding requirements due to deposit attrition or access to the capital markets. HSBC USA is a holding
company without operations of its own and therefore relies on dividends and other distributions for a portion of its funding and
liquidity. Federal and state laws limit the amount of dividends and distributions that our bank and nonbank subsidiaries may pay.

27



HSBC USA Inc.

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.

We also access wholesale markets in order to provide funding for entities that do not accept deposits, to align asset and liability
maturities and currencies and to maintain a market presence. We issued a total of $16,609 million of long-term debt at various
points in 2015, including $3,300 million of senior notes issued in February 2015 and $2,700 million of senior notes issued in
August 2015. An inability to obtain financing in the unsecured long-term or short-term debt capital markets because of market
factors or factors in our business could have a substantial adverse effect on our liquidity. Unfavorable macroeconomic developments,
market disruptions or regulatory developments may increase our funding costs or challenge our ability to raise funds to support
our businesses, materially adversely affecting our businesses, prospects, financial condition and/or results of operations.

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 because customers may invest in other financial instruments as an alternative;
» diminished access to capital markets because of market factors or factors in our business;
*  anincreased interest rate environment for our commercial paper, deposits or term debt;
» unforeseen cash or capital requirements;
*  aninability to sell assets; and
*  an inability to obtain expected funding from HSBC Group subsidiaries and through deposits.
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 HSBC or negative news about HSBC 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.

HSBC has provided us with capital support in the past and has indicated its commitment and capacity to fund the needs of our
businesses in the future. Notwithstanding, if we are unable to raise funds through deposits and/or in the capital markets, our liquidity
position could be adversely affected and we might be unable to meet deposit withdrawals on demand or at their contractual maturity,
to repay borrowings as they mature, or to fund new loans, investments and businesses. We may need to liquidate unencumbered
assets to meet our liabilities. In a time of reduced liquidity, we may be unable to sell some of our assets, or we may need to sell
assets at depressed prices, which in either case could materially adversely affect our businesses, prospects, results of operations
and/or financial condition.

Adverse changes in our credit ratings could have a material adverse effect on our liquidity and cost of funding. Our credit
ratings are an important part of maintaining our liquidity. We depend on access to the securities market for a portion of our funding.
We issued a total of $16,609 million of long-term debt in 2015, including $6,000 million of senior notes. Our credit ratings are
subject to ongoing review by the rating agencies, which consider a number of factors including their assessment of our relative
financial strength and results of operations, including our strategy and our management's capability, as well as factors affecting
the financial services industry generally, including legal and regulatory frameworks affecting our business activities and the rights
of our creditors. There can be no assurance that downgrades will not occur. Any downgrade in our 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.

In February 2015, Standard & Poor's Ratings Services ("S&P") took various rating agency actions on certain European banks,
including HSBC, following a review of government support. As a result of this review, the long-term debt rating of HSBC USA
was downgraded to A and the long-term debt rating of HSBC Bank USA was put on negative watch. As part of this review, the
short-term ratings of both HSBC USA and HSBC Bank USA were re-affirmed.

Rating agencies continue to evaluate economic and geopolitical trends, regulatory developments, future profitability, risk
management practices and litigation matters, all of which may lead to adverse ratings actions. For example, in addition to the S&P
action mentioned above, in May 2015, Moody's took various rating agency actions on certain U.S. banks, including HSBC USA
and HSBC Bank USA, following a review associated with the publication of its revised bank rating methodology. As a result of
this review, the senior debt rating of HSBC Bank USA was upgraded to Aa3, the long-term deposit rating of HSBC Bank USA
was upgraded to Aa2 and the senior debt rating of HSBC USA was reaffirmed. Conversely, in September 2015, Dominion Bond
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Rating Service downgraded a number of banking groups in Europe, including HSBC, following a review of developments in
European regulation and legislation which provide less certainty about the likelihood of timely systemic support. As a result of
this review, the senior and subordinated debt ratings of both HSBC USA and HSBC Bank USA and the short-term instrument
rating of HSBC USA were all downgraded by one notch. Although we closely monitor and strive to manage factors influencing
our credit ratings, there is no assurance that our credit ratings will not change in the future. As of December 31, 2015, there were
no pending actions in terms of changes to ratings on the debt of HSBC USA or HSBC Bank USA from any of the rating agencies.

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.

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. Key among these cross-sell opportunities is the
collaboration between CMB and GB&M, which is an area where many of our competitors also focus. In RBWM many of our
competitors also focus on cross-selling, especially in retail banking and mortgage lending. In both instances, 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.

The value of our mortgage servicing rights could be adversely affected by changes in interest rates or the failure to comply
with servicing standards. As a residential mortgage servicer in the U.S., we have a portfolio of mortgage servicing rights
("MSRs"), which is in run-off. An MSR is the right to service a mortgage loan - collect principal, interest and escrow amounts -
for a fee, which prior to the conversion of our mortgage processing and servicing operations to PHH Mortgage Corporation ("PHH
Mortgage"), we retained when we sold originated mortgage loans. Beginning with May 2013 applications, we now sell our
government sponsored entities ("GSE") eligible mortgage originations to PHH Mortgage on a servicing released basis which results
in no new servicing rights being recognized.

Prior to our strategic relationship with PHH Mortgage, MSRs were recognized as a separate and distinct asset at the time loans
were sold. We initially valued MSRs at fair value at the time the related loans were 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.

Further, the GSEs that own the mortgages that we service in our MSR portfolio have mortgage servicing standards. The failure to
comply with these standards could result in penalties assessed by the GSEs or force us to sell all or part of our MSR portfolio.

In addition, we are subject to certain legal and contractual requirements for how we hold, transfer, use or enforce promissory notes,
security instruments and other documents for residential mortgage loans that we service. In recent years, challenges have been
raised to whether we have adhered to these requirements, and whether, as a result in some instances, the loans can be enforced as
local law otherwise would permit. Additionally, we currently use the Mortgage Electronic Registration Systems, Inc. (MERS)
system for approximately half of the residential mortgage loans that remain in our servicing portfolio. Individual borrowers and
certain local governments have contended that the use of MERS is improper or otherwise adversely affects the security interest.
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If documentation requirements were not met, or if the use of MERS or the MERS system is found not valid or effective, we could
be obligated to, or choose to, take remedial actions and may be subject to additional costs or losses.

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
27, "Litigation and Regulatory Matters" in the accompanying consolidated financial statements, certain of which may result in
adverse judgments, settlements, fines, penalties, remediation payments, injunctions and other relief. There is no certainty that the
litigation will decrease in the near future, especially in the event of a resurgent recession or additional regulatory and law enforcement
investigations and proceedings by federal and state governmental agencies.

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, with a
corresponding increase also in civil litigation arising from or relating to issues which are subject to regulatory investigations,
sanctions or fines. 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 CFPB,
CFTC, state Attorneys General or state regulatory and law enforcement agencies that, if determined adversely, may result in
judgments, settlements, substantial fines, penalties, remediation payments 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. In addition, HSBC's extensive global operations also increase our compliance and regulatory risks and costs.
For example, operations in emerging markets, including facilitating cross-border transactions on behalf of its clients, subjects it
to higher compliance risks under U.S. regulations primarily focused on various aspects of global corporate activities, included the
FCPA and AML. These risks can be more acute in less developed markets and thus require substantial investment in compliance
infrastructure or could result in a reduction in certain of our affiliates’ business activities. Criminal prosecutions of financial
institutions for, among other alleged conduct, breaches of AML, sanctions and FCPA regulations, antitrust violations, market
manipulation, aiding and abetting tax evasion, and providing unlicensed cross-border banking services, have become more
commonplace and may increase in frequency due to increased media attention and higher expectations from prosecutors and the
public. Any such prosecution or investigation of, or legal proceeding or regulatory action brought against, HSBC or one or more
of its subsidiaries could result in substantial fines, penalties and/or forfeitures and could have a material adverse effect on our
results, business and prospects, including the potential loss of key licenses, requirement to exit certain businesses and withdrawal
of funding from depositors and other stakeholders. See "Failure to implement our obligations under the deferred prosecution
agreements could have a material adverse effect on our results and operations" 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 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. It is inherently difficult to predict the outcome
of many of the legal, regulatory and other adversarial proceedings involving our businesses, particularly those cases in which
matters are brought on behalf of various classes of claimants, those which seek unspecified damages or those which involve novel
legal claims. 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.

We may incur additional costs and expenses in ensuring that we satisfy requirements relating to our mortgage foreclosure
processes. As previously reported, HSBC Bank USA entered into the OCC Servicing Consent Order with the OCC and our
affiliate, HSBC Finance, and our common indirect parent, HSBC North America entered into a similar consent order with the FRB
following completion of a broad horizontal review of industry foreclosure practices. On June 16,2015, HSBC Bank USA consented
to amendments to the OCC Servicing Consent Order, which impose certain additional restrictions on HSBC Bank USA's mortgage
servicing-related acquisitions and activities.

The OCC Servicing Consent Order requires HSBC Bank USA to take prescribed actions to address the foreclosure practice
deficiencies 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 implement operational changes as required, however, we are not yet in compliance with all
requirements of the OCC Servicing Consent Order. The failure of HSBC Bank USA to continue to not satisfy all requirements of
the OCC Servicing Consent Order could subject HSBC Bank USA to a variety of regulatory consequences, including the imposition
of civil money penalties, which may have a material adverse effect on our consolidated results of operations and financial condition.

The Servicing Consent Orders required an independent review of foreclosures 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 refer to
this as the Independent Foreclosure Review ("IFR"). In February 2013, HSBC Bank USA entered into an agreement with the OCC,
and HSBC Finance and HSBC North America entered into an agreement with the FRB, which we refer to as the "IFR Settlement
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Agreements", pursuant to which the Independent Foreclosure Review ceased and HSBC North America made a cash payment of
$96 million into a fund used to make payments to borrowers that were in active foreclosure during 2009 and 2010 and, in addition,
is providing 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.
As of December 31, 2015, Rust Consulting, Inc., the paying agent, has issued virtually all checks to eligible borrowers. See Note
27, "Litigation and Regulatory Matters," in the accompanying consolidated financial statements for further discussion.

Compliance related costs have permanently increased to higher levels due to the remediation requirements of the Servicing Consent
Orders. 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 DOJ or state Attorneys General, which could
include the imposition of civil money penalties and other sanctions relating to the activities that are the subject of the Servicing
Consent Orders.

Further, the settlement related to the Independent Foreclosure Review does not preclude future private litigation concerning these
practices. 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 DOJ 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.In February 2016, HSBC Bank USA, HSBC Finance, HSBC Mortgage Services Inc. and HSBC North America entered
into an agreement with the DOJ, the U.S. Department of Housing and Urban Development, the Consumer Financial Protection
Bureau, other federal agencies (“Federal Parties™) and the Attorneys General of 49 states and the District of Columbia (“State
Parties”) to resolve civil claims related to past residential mortgage loan origination and servicing practices. The national mortgage
settlement, may not, however, completely preclude other enforcement actions by state or federal agencies, regulators or law
enforcement agencies related to foreclosure and other mortgage servicing 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, these practices have in the past resulted in private litigation and such a settlement would not preclude further private
litigation concerning foreclosure and other mortgage servicing practices.

While the housing market in the U.S continues to recover, the strength of recovery varies by market. Certain courts and state
legislatures have issued rules or statutes relating to foreclosures and 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 increased delays in several jurisdictions which will continue to take time to resolve.

We may incur additional costs and expenses relating to mortgage loan repurchases and other mortgage loan securitization-
related activities. In connection with our loan sale and securitization activities with Federal National Mortgage Association
(“Fannie Mae") and Federal Home Loan Mortgage Corporation (“Freddie Mac"), the 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 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, 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, and any settlements reached with our counterparties. 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,
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 homes as trustee on behalf of various securitization trusts. As
nominal record owner of these properties, HSBC Bank USA has been sued by municipalities and 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,
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as trustee." 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.

Changes in the method of determining the London Interbank Offered Rate (LIBOR) or other reference rates may adversely
impact the value of debt securities and other financial instruments we hold or issue that are linked to such reference rates
and could adversely impact our financial condition or results of operations. As a result of concerns about the accuracy of the
calculation of the daily LIBOR, a number of British Bankers’ Association member banks entered into settlements with their
regulators and law enforcement agencies with respect to alleged manipulation of LIBOR, and there are ongoing investigations by
regulators and governmental authorities in various jurisdictions. Methods of calculating LIBOR have been affected by new
regulation, and similar changes may occur to other reference rates. Various regulators and competition and enforcement authorities
are conducting investigations and reviews related to certain past submissions made by panel banks and the processes for making
submissions in connection with the setting of the European interbank offered rates and other benchmark interest and foreign
exchange rates. Accordingly, it is not currently possible to determine whether, or to what extent, any such changes would impact
the value of any debt securities we hold or issue that are linked to LIBOR or other reference rates, or any loans, derivatives and
other financial obligations or extensions of credit we hold or are due to us, or for which we are an obligor, that are linked to LIBOR
or other reference rates, or whether, or to what extent, such changes would impact our financial condition or results of operations.

Regulatory requirements in the U.S. and in non-U.S. jurisdictions to facilitate the future orderly resolution of large financial
institutions could negatively impact our business structures, activities and practices. The Dodd-Frank Act requires HSBC
as a foreign bank holding company and our ultimate parent to prepare and submit annually a plan for the orderly resolution of the
U.S. businesses under the U.S. Bankruptcy Code in the event of future material financial distress or failure. The Dodd-Frank Act
focuses on reducing risks to the U.S. financial system, requiring a plan to demonstrate how the relevant entities can be resolved
in a "rapid and orderly" fashion in a manner that avoids systemic risks. Similarly, HSBC Bank USA must prepare and submit an
annual resolution plan under the Federal Deposit Insurance Act. HSBC Bank USA is required to regularly provide a plan to the
FDIC that is executable for resolving the bank in the event of its failure that protects depositors, maximizes the net present value
return on assets and minimizes the amount of any losses to creditors, including the FDIC’s Deposit Insurance Fund. These plans
must include information on resolution strategy, agreements with major counterparties and "interdependencies,”" among other
things. Resolution planning requires substantial effort, time and cost across all of our businesses and geographies. The HSBC
resolution plan is subject to review by both the FRB and the FDIC. The HSBC Bank USA resolution plan is subject to review by
the FDIC. In March 2015, the FRB and the FDIC announced the completion of their reviews of the second round of resolution
plans submitted in 2014 by three foreign banking organizations, including the HSBC resolution plan submitted in 2014 (the “2014
Plan”). Although the FRB and FDIC noted some improvements from the original plans submitted by these filers in 2013, the
agencies also jointly identified specific shortcomings with the 2014 resolution plans, including the 2014 Plan, that will need to be
addressed in these filers’ 2015 submissions if not already addressed in their 2014 resolution plans. In addition, the FDIC board of
directors stated in a press release that the 2014 resolution plans submitted by these filers, including the 2014 Plan, are not credible
and do not facilitate an orderly resolution under the U.S. Bankruptcy Code. In August 2014, the FRB and FDIC made these same
determinations with respect to the plans filed in 2013 by the nine largest financial institutions required to submit resolutions plans
under Dodd-Frank. The FRB and FDIC requested that these filers reflect the requested improvements in their 2015 submissions.
HSBC and HSBC Bank USA submitted their 2015 plans in December.

If the FRB and the FDIC both determine that these resolution plans are not "credible" (which, although not defined, is generally
believed to mean the regulators do not believe the plans are feasible or would otherwise allow resolution of a financial institution's
U.S. businesses in a way that protects systemically important functions without severe systemic disruption and without exposing
taxpayers to loss), and the deficiencies are not remedied within the required time period, an institution, including HSBC, could be
required to restructure or reorganize businesses, legal entities, or operational systems and intra-company transactions in ways that
could negatively impact operations, or be subject to restrictions on growth. We could also eventually be subjected to more stringent
capital, leverage or liquidity requirements, or be required to divest certain assets or operations.

The transition to the new requirements under Basel III will continue to put additional pressure on regulatory capital and
liquidity. HSBC North America is required to meet consolidated regulatory capital and liquidity requirements, including new or
modified regulations and related regulatory guidance, in accordance with current regulatory timelines. In2010, the Basel Committee
issued “Basel I11: A global regulatory framework for more resilient banks and banking systems” (the “Basel 111 Capital Framework™)
and “International framework for liquidity risk measurement, standards and monitoring” (the “Basel III Liquidity Framework™)
(together, "Basel I11"). In 2013, the U.S. banking regulators published a final rule implementing the Basel III Capital Framework
and the Dodd-Frank Act’s phase-out of trust preferred securities from Tier 1 capital, which we refer to as the “Basel 111 final rule”.
The Basel III final rule establishes new minimum capital and buffer requirements to be phased in by 2019 and also requires the
deduction of certain assets from capital, within prescribed limitations, and the inclusion of accumulated other comprehensive
income (loss) ("AOCI") in capital. The Basel III final rule also increases capital requirements for counterparty credit risk and
introduces a SLR with full implementation and compliance required by January 1, 2018. HSBC North America and HSBC Bank
USA began complying with the effective portions of the Basel 111 final rule on January 1, 2014. The Basel I1I final rule will increase
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our regulatory capital requirements over the next three years as capital deductions, adjustments and buffers are phased in until full
implementation on January 1, 2019.

In addition to the Basel I1I final rule, there continue to be numerous proposals that could significantly impact the regulatory capital
standards and requirements applicable to financial institutions such as HSBC North America, as well as our ability to meet these
requirements. The Basel Committee intends to finalize by the end of 2016 reform initiatives in three areas: (i) enhancements to
the risk sensitivity and robustness of the standardized approaches; (ii) review of the role of internal models in the capital framework;
and (iii) finalization of the design and calibration of the leverage ratio and capital floors. These reform initiatives include adoption
of revisions to the market risk capital framework and proposed consultations on revisions to the standardized approaches for
operational risk and credit risk. The Basel Committee has also indicated it intends to finalize its approach to the regulatory treatment
of interest rate risk in the banking book to ensure that banks have appropriate capital to cover potential losses from exposures to
changes in interest rates. Further revisions to the Basel III capital framework resulting from these initiatives could materially
increase our capital requirements to the extent they are implemented by the FRB.

Further increases in regulatory capital may also be required in response to other U.S. supervisory requirements relating to capital.
The exact amount, however, will depend upon our prevailing risk profile and that of our North America affiliates under various
stress scenarios. Participation by HSBC North America in the FRB’s CCAR stress test process will also require that HSBC North
America maintain sufficient capital to meet minimum regulatory ratios over a nine-quarter forward-looking planning horizon,
which could also require increased capital to withstand the application of the stress scenarios over the planning horizon. The FRB
has indicated it is evaluating how and whether to incorporate applicable buffers into the post-stress minimum requirements that
large banking organizations like HSBC North America must maintain in connection with the CCAR stress tests and the FRB’s
capital plan review.

HSBC Bank USA is also required to participate in the OCC’s DFAST. These stress testing requirements will influence our regulatory
capital and liquidity planning process, and may impose additional operational and compliance costs on us.

The Basel Committee has adopted two minimum liquidity risk measures which are applicable to certain large banking institutions,
including HSBC North America and HSBC Bank USA. The LCR measures the amount of a financial institution’s unencumbered,
high-quality, liquid assets relative to the net cash outflows the institution could encounter under a significant 30-day stress scenario.
The NSFR measures the amount of longer-term, stable sources of funding employed by a financial institution relative to the liquidity
profiles of the assets funded and the potential for contingent calls on funding liquidity arising from off-balance sheet commitments
and obligations over a one-year period. The FRB, the OCC and the FDIC have adopted rules to implement the LCR with stricter
requirements and a faster implementation timeline than the Basel Committee has established. Under the final rules, certain large
banking institutions such as HSBC North America and HSBC Bank USA began the LCR transition period on January 1, 2015 and
are required to be fully compliant by January 1, 2017, two years ahead of the Basel Committee's timeframe for compliance by
January 1, 2019. HSBC North America and HSBC Bank USA have adjusted their liquidity profiles to support compliance with
these rules and may need to change their liquidity profiles to support compliance with any future final rules. The U.S. regulators
have not yet issued a proposal to implement the NSFR for U.S. banking organizations. HSBC USA may need to increase its liquidity
profile to support HSBC North America's compliance with these future rules.

Preparation for Basel III has influenced and is likely to continue to influence our regulatory capital and liquidity planning process,
and is expected to impose additional operational and compliance costs on us. We are unable at this time 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.

We could incur losses or be required to hold additional capital as a result of model limitations or failure. We use models for
a range of purposes in managing our business, including regulatory and economic capital calculations, stress testing, granting
credit, pricing and financial reporting, including the valuation of financial instruments measured at fair value. We could face
adverse consequences as a result of decisions, which may lead to actions by management, based on models that are poorly developed,
implemented or used, or as a result of the modeled outcome being misunderstood or the use of such information for purposes for
which it was not designed. We hold capital for known risks and limitations of our models as appropriate. If additional weakness
in a model is discovered or if a model is shown to have failed, we may be required to hold more capital. Risks arising from use of
models could have a material adverse effect on our business, financial condition and/or results of operations, minimum capital
requirements and reputation.

In addition, supervisory concerns over the internal models and assumptions used by banks in the calculation of regulatory capital
have led to the imposition of risk weight and loss given default floors, which has the potential to increase our capital requirement.

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
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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. 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 16, "Income Taxes," in the accompanying
consolidated financial statements for additional discussion of our deferred tax assets.

Our financial statements depend on our internal controls over financial reporting. 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 over financial
reporting. In a company as large and complex as ours, lapses or deficiencies, including significant deficiencies, in internal control
over financial reporting 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.

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 IASB, the SEC and our
bank regulators, including the OCC and the FRB, 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 could materially impact how we report and disclose our financial results and condition, including
our segment results. For example, the FASB's financial instruments project will likely, among other things, significantly change
how we measure credit impairment on our receivables portfolio, which could also affect the level of deferred tax assets that we
recognize. 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.

Our interpretation or application of the tax laws to which it is subject could differ from those of the relevant governmental
authorities, which could result in the payment of additional taxes and penalties. We are subject to the various tax laws of the
U.S. and its states and municipalities in which we operate. These tax laws are inherently complex and we must make judgments
and interpretations about the application of these laws to its entities, operations and businesses. Our interpretations and application
of the tax laws could differ from that of the relevant governmental taxing authority, which could result in the potential for the
payment of additional taxes, penalties or interest, which could be material.

Key employees may be difficult to attract or 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. Employee fatigue, relocations, hiring freezes and external competition targeting top talent have impacts on attrition. If
we were unable to continue to attract, develop 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 financial performance, expense
reduction initiatives, and reductions in variable compensation and other benefits could raise concerns about key employees’ future
compensation and opportunities for promotion. Any future limitations on executive compensation imposed by legislation or
regulation could adversely affect our ability to attract and maintain qualified employees. As economic conditions continue to
improve, we may face increased difficulty in retaining top performers and critical skilled employees. Severe and unrelenting
demands continue to be placed on our employees. The cumulative workload arising from a regulatory reform program that is often
extra-territorial and still evolving is hugely consumptive of human resources, placing increasingly complex and conflicting demands
on a workforce where the required expert capabilities are in short supply and globally mobile. If key personnel were to leave us
and equally knowledgeable or skilled personnel are unavailable within the HSBC Group or could not be sourced in the market,
our ability to manage our business, in particular through any future difficult economic environment may be hindered or impaired.
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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. As of January 1, 2013, all future contributions under the Cash Balance formula
ceased, thereby eliminating future benefit accruals. At December 31, 2015, 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
$475 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 20,
"Pension and Other Postretirement Benefits," in the accompanying consolidated financial statements for further information
concerning the HSBC North America defined benefit plan.

We may not be able to meet regulatory requests for data. The volume, granularity, frequency and scale of regulatory and other
reporting requirements necessitate a clear data strategy to enable consistent data aggregation, reporting and management. Inadequate
management information systems or processes, including those relating to risk data aggregation and risk reporting, could lead to
a failure to meet regulatory reporting requirements or other internal or external information demands. Financial institutions that
fail to comply with the principles for effective risk data aggregation and risk reporting as set out by the Basel Committee on Banking
Supervision may face supervisory measures. Any of these failures could have a material adverse effect on our business, prospects,
financial condition and results of operations.
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Item 1B. Unresolved Staff Comments

None.

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. The main office of HSBC Bank USA is located at 1800 Tysons Blvd., Suite 50, McLean, Virginia 22102. HSBC Bank USA
has 145 branches in New York, 35 branches in California, 17 branches in Florida, 9 branches in New Jersey, 7 branches in Virginia,
4 branches in Washington, 3 branches in Connecticut, 3 branches in Maryland, 2 branches in the District of Columbia, 2 branches
in Pennsylvania and 1 branch in Delaware at December 31,2015. We also have 9 representative offices in New York, 7 in California,
2 in Texas, Florida, Illinois and Massachusetts, and 1 in each of the District of Columbia, Georgia, North Carolina, Oregon,
Pennsylvania, New Jersey and Washington. Approximately 13 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 leases premises in Bogota, Columbia and Lima, Peru.

Item 3. Legal Proceedings

See Note 27, “Litigation and Regulatory Matters,” in the accompanying consolidated financial statements beginning on page #
for our legal proceedings disclosure, which is incorporated herein by reference.

Item 4. Mine Safety Disclosures

Not applicable.

PART II

Item 5. Market for the Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of Equity
Securities

There is no established public trading market in shares of HSBC USA's common stock. As of the date of this filing, HSBC North
America Inc. was the sole holder of HSBC USA's common stock. No dividends were paid to HSBC North America Inc. on HSBC
USA's common stock during either 2015 or 2014.
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Item 6. Selected Financial Data

On May 1, 2012, HSBC, through its wholly-owned subsidiaries HSBC Finance, HSBC USA 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. 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.

The following selected financial data presented below excludes the results of our discontinued operations for all periods presented

unless otherwise noted:

Year Ended December 31, 2015 2014 2013 2012 2011
(dollars are in millions)
Statement of Income (Loss) Data:
Net interesSt iNCOME .......oovevivirieeeeiieeeeeeeeeeteeereeee e $ 2470 $ 2304 $ 2,041 § 2,158 § 2434
Provision for credit losses " .........c..ccoooovvorereeeieeeeeen 361 188 193 293 258
Total Other TEVENUES........ccceeriierieeiieieeie e sve e 1,672 1,606 1,857 1,973 2,325
Operating expenses excluding goodwill impairment and
expense relating to certain regulatory matters ..................... 3,221 3,424 3,271 3,283 3,732
Goodwill IMPAIMENt ......cc.erverieieieieieiieeeeeceese e — — 616 — —
Expense relating to certain regulatory matters..................... — — — 1,381 —
Income (loss) from continuing operations before income
BAX 11ttt ettt 560 298 (182) (826) 769
Income tax expense (benefit)........coceveeieeinininicniininenenne 230 (56) 156 422 314
Income (loss) from continuing operations.............cc.cceeen.... 330 354 (338) (1,248) 455
Income from discontinued operations, net of tax................. — — — 203 563
Net iNCOME (L0SS) ..vveveeeieririiriieiirieeteieieieie et eeeeas $ 330 $ 354§ (338) § (1,045 § 1,018
Balance Sheet Data as of December 31: -
Loans:
Construction and other real estate.............cccoceevrvrierenennne. $ 10,000 $ 10300 $ 9,034 $ 8457 $ 7,860
Business and corporate banking...........ccccecceveeniicennnen. 19,116 17,819 14,446 12,608 10,225
Global banking.........ccevveieieienieieinceeneneneseeese e 29,969 26,387 21,625 20,009 12,658
Other commercial..........cccveeciieriiiiiierieeieeeeee e 3,368 3,581 3,389 3,076 2,906
Total cOMMEICial........c.ccveeverieieeieieeiere e 62,453 58,087 48,494 44,150 33,649
Residential mortgages ........coccevveeeereeieneeneicee e 17,758 16,661 15,826 15,371 14,113
Home equity MOrtgages .......c.ocveeveeeerieneenieseenieseensennnen 1,600 1,784 2,011 2,324 2,563
Credit Card........ooveeieeeeeeeee e 699 720 854 815 828
Other CONSUMET .....c.erueieieieieieiete e 407 489 510 598 714
Total CONSUMET .....ccvieeiieiieiieeieeiee e eee e ve e 20,464 19,654 19,201 19,108 18,218
TOtal 10ANS......cooviiieieeieieeteeee e 82,917 77,741 67,695 63,258 51,867
Loans held for sale..........c.coooviieiiiiieieeeeeeeeeeeee, 2,185 612 230 1,018 3,670
TOtAl @SSCLS...vvevirererieiieieetenie ettt ettt e ereeaeseeenae e beseees 188,278 185,539 185,487 191,446 186,507
Total tangible aSSets........cecveruieierieierieieeeee e 186,625 183,880 183,817 189,150 184,264
Total dePOSItS™ ... 118,579 116,118 112,608 117,671 139,729
Long-term debt..........coeerieireireineineereeeceeeeeeeeee 33,509 27,524 22,847 21,745 16,709
Preferred StOCK .......ovviviiriieiecieeeeeecee e 1,265 1,565 1,565 1,565 1,565
Common shareholders' equity........ccccoeeeevereenenienerieenen. 19,260 15,402 14,899 16,271 16,937
Total sharecholders’ equity........cccoevvevierierieeienieeieie e 20,525 16,967 16,464 17,836 18,502
Tangible common shareholders' equity........c.ccccceevereeneennen. 18,014 13,744 13,388 13,185 14,054
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Year Ended December 31, 2015 2014 2013 2012 2011

Selected Financial Ratios:

Rate of return on average:

TOtAl ASSELS....evereireieriiereetete ettt e 2% 2% (.2)% (1% 3%

Total risk weighted assets™ .............cccoovrrveererererenrereereseeeeenen 2 3 (.3) .9) .8

Total common shareholders' equity.........ccceovrvreeeeeririreeerreienene 14 1.8 (2.6) (7.9) 2.4

Total shareholders' €quity..........ccoerverieieieerirrreee e 1.7 2.1 (1.9) (6.8) 2.6
Net Interest MAariN......c.cceevererireneniinenenerereteeeeee et eeee e seenes 1.35 1.43 1.29 1.30 1.45
Loans to deposits 1atio™ .............coooiuiueeeeeeeeeeeeeeeeee e 93.07 91.94 78.45 70.64 52.62
EffICIENCY TatI0....couieiiiiiriiieienieteeteececteteeeeee e 77.8 87.6 99.7 112.9 78.4
Allowance as a percent of 10ans™ ............c.cooooveiveeeeeereerreeereee. 1.10 .87 .90 1.02 1.43
Commercial allowance as a percent of loans™..............cocoovrvene... 1.25 .85 .64 72 1.31
Commercial net charge-off ratio™ ............ocoooooveiuveveeeeneeeeeeeea. .10 .06 15 37 21
Consumer allowance as a percent of 10ans® ...........cocooveerrennne. .65 .96 1.55 1.73 1.65
Consumer two-months-and-over contractual delinquency.............. 4.56 5.59 6.80 6.92 6.00
Consumer net charge-off ratio™ .............coweveeeeeereeeeeeeeeeeeeeeeeeenen 32 43 .85 1.32 1.33
Common equity Tier 1 capital to risk weighted assets' ................ 12.0 10.3 9.9 11.6 10.7
Tier 1 capital to risk weighted assets .........coceeveereereineinecnenens 12.6 11.4 11.7 13.6 12.7
Total capital to risk weighted assets..........ccoceeeeververinineninenicnenns 16.5 15.8 16.4 19.5 18.4
Total shareholders’ equity to total assets 10.9 9.1 8.9 9.3 9.9
Tangible common shareholders' equity to total tangible assets 9.7 7.5 7.3 7.0 7.6
m

)
3)
“)

®)
(6)

During 2015, we increased our commercial loan provision for credit losses by approximately $295 million related to oil and gas industry loan exposures.
Also during 2015, we updated the default population utilized in determining the emergence period to include defaults through 2014 while dropping off the
oldest defaults to maintain a consistent look back period which resulted in a modest increase to the loss emergence period used in our commercial loan
collective impairment calculation and increased our provision for credit losses by approximately $28 million. During 2014, we revised certain estimates
used in our commercial loan collective impairment calculation, including estimates of loss emergence, which resulted in an incremental provision for credit
losses of approximately $178 million. During 2012, we extended our loss emergence for consumer loans collectively evaluated for impairment using a roll
rate migration analysis to 12 months, which resulted in an incremental provision for credit losses of approximately $80 million.

Includes $15.1 billion of deposits held for sale at December 31, 2011.
Includes the results of our discontinued operations for applicable periods.

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 58.77 percent at December 31, 2011.

Excludes loans held for sale.
Basel III introduced the common equity Tier 1 ratio. For 2013 and prior, the ratio presented is the Tier 1 common ratio calculated under Basel 1.
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

Forward-Looking Statements

Certain matters discussed throughout this Form 10-K are 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 United States
Securities and Exchange Commission ("SEC"), in press releases, or oral or written presentations by representatives of HSBC USA
Inc. ("HSBC USA" and, together with its subsidiaries, "HUSI") that are not statements of historical fact and may also constitute

LR INT3 9

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.

All forward-looking statements are, by their nature, subject to risks and uncertainties, many of which are beyond our control. Our
actual future results may differ materially from those set forth in our forward-looking statements. While there is no assurance that
any list of risks and uncertainties or risk factors is complete, below are certain factors which could cause actual results to differ
materially from those in the forward-looking statements:

* uncertain market and economic conditions, a decline in housing prices, a decline in energy prices, unemployment levels,
tighter credit conditions, changes in interest rates or a prolonged period of low or negative interest rates, the availability
of liquidity, unexpected geopolitical events, changes in consumer confidence and consumer spending, and consumer
perception as to the continuing availability of credit and price competition in the market segments we serve;

» changes in laws and regulatory requirements;
» the ability to deliver on our regulatory priorities;
* extraordinary government actions as a result of market turmoil;

» capital and liquidity requirements under Basel 111, the Federal Reserve Board's ("FRB") Comprehensive Capital Analysis
and Review ("CCAR"), and the Dodd-Frank Act stress testing ("DFAST");

*  Regulatory requirements in the U.S. and in non-U.S. jurisdictions to facilitate the future orderly resolution of large financial
institutions;

» changes in central banks' policies with respect to the provision of liquidity support to financial markets;

» the ability of HSBC Holdings plc ("HSBC" and, together with its subsidiaries, "HSBC Group") and HSBC Bank USA,
National Association ("HSBC Bank USA") to fulfill the requirements imposed by the deferred prosecution agreements
with the U.S. Department of Justice, the U.S. Attorney's Office for the Eastern District of New York, and the U.S. Attorney's
Office for the Northern District of West Virginia, our agreement with the Office of the Comptroller of the Currency, our
other consent agreements as well as guidance from regulators generally;

»  the use of us as a conduit for illegal activities without our knowledge by third parties;
» the ability to successfully manage our risks;
» the financial condition of our clients and counterparties and our ability to manage counterparty risk;

»  concentrations of credit and market risk, including exposure to Latin American corporate clients and the oil and gas
markets;

+ the ability to implement our business strategies;

» the ability to successfully implement changes to our operational practices as needed and/or required from time to time;
+ damage to our reputation;

» the ability to attract and retain customers and to attract and retain key employees;

+ theeffects of competition in the markets where we operate including increased competition for non-bank financial services
companies, including securities firms;

»  disruption in our operations from the external environment arising from events such as natural disasters, terrorist attacks,
global pandemics, or essential utility outages;

« afailure in or a breach of our operation or security systems or infrastructure, or those of third party servicers or vendors,
including as a result of cyber attacks;
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third party suppliers' and outsourcing vendors' ability to provide adequate services;

losses suffered due to the negligence or misconduct of our employees or the negligence or misconduct on the part of
employees of third parties;

a failure in our internal controls;

our ability to meet our funding requirements;

adverse changes to our credit ratings;

financial difficulties or credit downgrades of mortgage bond insurers;

our ability to cross-sell our products to existing customers;

increases in our allowance for credit losses and changes in our assessment of our loan portfolios;

changes in Financial Accounting Standards Board ("FASB") and International Accounting Standards Board ("TASB™)
accounting standards and their interpretation;

heightened regulatory and government enforcement scrutiny of financial institutions;

continued heightened regulatory scrutiny with respect to residential mortgage servicing practices, with particular focus
on loss mitigation, foreclosure prevention and outsourcing;

changes to our mortgage servicing and foreclosure practices;
changes in the methodology for determining benchmark rates;

heightened regulatory and government enforcement scrutiny of financial markets, with a particular focus on foreign
exchange;

the possibility of incorrect assumptions or estimates in our financial statements, including reserves related to litigation,
deferred tax assets and the fair value of certain assets and liabilities;

model limitations or failure;
the possibility of incorrect interpretations or application of tax laws to which we are subject;
changes in bankruptcy laws to allow for principal reductions or other modifications to mortgage loan terms;

additional financial contribution requirements to the HSBC North America Holdings Inc. ("HSBC North America")
pension plan; and

unexpected and/or increased expenses relating to, among other things, litigation and regulatory matters, remediation
efforts, penalties and fines.

the other risk factors and uncertainties described under Item 1A, "Risk Factors" in this Annual Report on Form 10-K.

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. For more
information about factors that could cause actual results to differ materially from those in the forward-looking statements, see Item
1A, "Risk Factors," in this Annual Report on Form 10-K.
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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" and, together with its subsidiaries, "HSBC Group"). 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 consumer 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.

2015 Economic Environment The U.S. economy continued its overall recovery during 2015 and average consumer sentiment
for 2015 reached its highest level in over 10 years, despite volatility associated with the impact of falling oil prices and a slowdown
in key economies such as China which for a time led to concerns about job and wage growth. The U.S. labor market resumed
significant job growth during the fourth quarter after experiencing a slow down during the third quarter and in December 2015,
the Federal Reserve Board (the "Federal Reserve") increased short-term interest rates by 25 basis points, the first increase in interest
rates since June 2006. The prolonged period of low interest rates, however, continues to put pressure on spreads earned on our
deposit base.

During 2015, the U.S. economy added approximately 2.73 million jobs while the number of long-term unemployed fell almost 25
percent and total unemployment fell to 5.0 percent as of December 2015. Economic headwinds remain, however, as wage growth
remains weak, an elevated number of part-time workers continue to seek full-time work and the number of discouraged people
who have stopped looking for work remains elevated, as evidenced by the U.S. Bureau of Labor Statistic's U-6 unemployment
rate of 9.9 percent as of December 2015. In addition, economic uncertainty remains high in many economies outside the U.S.,
including Latin America and in particular Brazil, where economic activity continues to be slow. In addition, the price of oil declined
significantly during 2015, adding pressure to portfolios where the customer base is heavily centered in commodity-based businesses.
The sustainability of the economic recovery will be determined by numerous variables including consumer sentiment, energy
prices, credit market volatility, employment levels and housing market conditions which will impact corporate earnings and the
capital markets. These conditions in combination with global economic conditions, fiscal policy, geo-political concerns and the
impact of recent regulatory changes including the on-going implementation of the Dodd-Frank Wall Street Reform and Consumer
Protection Act of2010 (the "Dodd-Frank Act" or "Dodd-Frank") and the heightened regulatory and government scrutiny of financial
institutions will continue to impact our results in 2016 and beyond.

While the housing market in the U.S. continues to recover, the strength of recovery varies by market. Certain courts and state
legislatures have issued rules or statutes relating to foreclosures and 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 increased delays in several jurisdictions which will continue to take time to resolve.

2015 Events

e Throughout 2015, we experienced deterioration in the credit quality of our oil and gas commercial loan portfolio as a
result of deepening and sustained declines in crude oil prices. We continue to conduct quarterly reviews of our oil and
gas industry credit exposures to ensure our credit grades reflect current market conditions. As a result of these market
conditions, we increased our credit loss reserves associated with oil and gas industry exposures, including our reserve
for off-balance sheet credit exposure, by approximately $338 million in 2015.

»  Our operations are focused on the core activities of our four global businesses and the positioning of our activities towards
international connectivity strategies, including what we believe are our unique capabilities to serve clients in the North
American Free Trade Agreement trade corridor in order to improve profitability. We also continue to focus on cost
optimization efforts to ensure realization of cost efficiencies. 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 which have resulted in workforce reductions. Additional cost reduction opportunities have
been identified and are in the process of implementation. These efforts continue 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 also
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.
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»  Compliance costs totaled $240 million in 2015, compared with $289 million and $302 million in 2014 and 2013,
respectively. While we continue to focus attention on cost mitigation efforts as discussed below, compliance related costs
remain elevated due to the continuing remediation required by regulatory consent agreements and the implementation of
the highest and most effective global standards in combating financial crime ("Global Standards").

*  During the first quarter of 2015, HSBC USA repaid $4,000 million of senior long-term debt previously issued to HSBC
North America and HSBC Bank USA repaid $900 million of subordinated long-term debt previously issued to HSBC
USA. In conjunction with these repayments, HSBC USA received a capital contribution of $4,000 million from its
immediate parent, HSBC North America Inc. ("HNAI"), in exchange for one share of common stock and HSBC USA
made capital contributions to its subsidiary, HSBC Bank USA, of $2,400 million in exchange for two shares of common
stock and $2,500 million in exchange for 250 shares of non-cumulative preferred stock. These capital actions were taken
to support our growth strategy and to strengthen the Basel I1I regulatory capital positions of both HSBC USA and HSBC
Bank USA.

*  During the second quarter of2015, HSBC USA exercised the option to call $560 million of junior subordinated debentures
previously issued by HSBC USA to HSBC USA Capital Trusts I, IT and I1I at the contractual call prices of 100.781 percent,
100.84 percent and 100.732 percent, respectively, which resulted in a net loss on extinguishment of approximately $11
million. The trusts used the proceeds to redeem the trust preferred securities previously issued to third party investors.
During the second quarter of 2015, HSBC USA also redeemed all of its Adjustable Rate Cumulative Preferred Stock,
Series D and its $2.8575 Cumulative Preferred Stock at their stated values of $100 per share and $50 per share, respectively,
resulting in a total cash payment of $300 million. Under the Basel I1I final rule, the trust preferred securities and cumulative
perpetual preferred stock will fully phase out of Tier 1 capital to Tier 2 capital by January 1, 2016. In addition, the trust
preferred securities will start phasing out of Tier 2 capital in 2016 and fully phase out by January 1, 2022. In response to
these rule changes, the capital instruments were redeemed and HSBC USA issued $850 million of Tier 2 subordinated
debt to HSBC North America in the second quarter of 2015.

Performance, Developments and Trends Net income (loss) was income of $330 million in 2015 compared with income of $354
million and a loss of $338 million in 2014 and 2013, respectively. Net income in 2015 reflect