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PART I

Item 1. Business

Organization History and Acquisition by HSBC

HSBCUSA Inc. ("HSBC USA"), incorporated under thelaws of the State of Maryland in 1973 as Republic New York Corporation,
was acquired through aseriesof transactionsby HSBC Holdingsplc. (“HSBC” and, together withitssubsidiaries, "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 businessisto act asaholding company for itssubsidiaries. InthisForm 10-K, HSBC USA and itssubsidiariesare referred
toas"HUSI," "we," "us" and "our."

HSBC North America Operations

HSBC North America is the holding company for HSBC's operations in the United States. The principal subsidiaries of HSBC
North America at December 31, 2013 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 certain run-off
consumer finance businesses, and HSBC Technology & Services (USA) Inc. ("HTSU"), aprovider of information technology and
centralized operational and support servicesincluding human resources, tax, finance, compliance, legal, corporate affairsand other
services shared among the subsidiaries of HSBC North America and the HSBC Group. HSBC USA's principal U.S. banking
subsidiary isHSBC Bank USA, National Association (together with its subsidiaries, "HSBC Bank USA"). Under the oversight of
HSBC North America, HUSI works with its affiliates to maximize opportunities and efficiencies in HSBC's operations in the
United States. These affiliates do so by providing each other with, among other things, alternative sources of liquidity to fund
operations and expertisein specialized corporate functions and services. This has historically been demonstrated by purchasesand
sales of receivables between HSBC Bank USA and HSBC Finance and a pooling of resources within HTSU to provide shared,
allocated support functions to all HSBC North America subsidiaries. In addition, clients of HSBC Bank USA and other affiliates
are investors in debt and preferred securities issued by HSBC USA and/or HSBC Bank USA, providing significant sources of
liquidity and capital to both entities. HSBC Securities (USA) Inc. ("HSI"), aregistered broker dealer and asubsidiary of "HMUS",
generally leadsor participatesasunderwriter of all HUSI domesticissuancesof term debt and, historically, HSBC Financeissuances
of term debt and asset-backed securities. While neither HSBC USA nor HSBC Bank USA has received advantaged pricing, the
underwriting fees and commissions paid to HS| historically have benefited the HSBC Group.

HSBC USA Inc. Operations

HSBC Bank USA, HSBC USA'sprincipal U.S. banking subsidiary, isanational banking associationwithitsmain officein McLean,
Virginia, and its principal executive offices at 452 Fifth Avenue, New York, New York. In support of HSBC's strategy to be the
world's leading international bank, our operations are being reshaped to focus on core activities and the repositioning of our
activities towards international businesses.

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

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

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

ThroughHSBC Bank USA, we offer our customersafull range of commercial and consumer banking productsand rel ated financial
services. Our customersincludeindividuals, including 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, 2013, 2012 and 2011 was not material.
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As discussed more fully under " Discontinued Operations' below and in Note 3, " Discontinued Operations,” in the accompanying
consolidated financial statements, certain credit card receivables and our former banknotes business are reported as discontinued
operations and, because we report segments on a continuing operations basis, are no longer included in our segment presentation.

We report financial information to our ultimate parent, HSBC, in accordance with International Financial Reporting Standards
("IFRSs"). As aresult, our segment results are presented on an IFRSs basis (a non-U.S. GAAP financial measure) as operating
results are monitored and reviewed, trends are evaluated and decisions about all ocating resources such as employees, are made
almost exclusively on an IFRSs basis. However, we continue to monitor capital adequacy, establish dividend policy and report to
regulatory agencieson aU.S. GAAP basis. For additional financial information relating to our business and operating segments
aswell asasummary of thesignificant differencesbetween U.S. GAAPand | FRSsasthey impact our results, seeNote 23, "Business
Segments," in the accompanying consolidated financial statements.

Continuing Operations

Retail Banking and Wealth Management Segment (*"RBWM"") RBWM isfocused on growing its wealth and banking business
in key urban centers with strong international connectivity acrossthe U.S. including New York City, LosAngeles, San Francisco,
Miami and Washington DC. Our lead customer proposition, HSBC Premier, isapremium service wealth and rel ationship banking
proposition designed for the internationally minded client. HSBC Premier provides clients access to a broad selection of local and
international banking and wealth products and services that have been tailored to the needs of our HSBC Premier clients. HSBC
Premier enables customers to access their eligible accounts from a single on-line view and includes international funds transfers
between eligible HSBC accounts, with no transfer fees. With our affiliate, HSI, HSBC Premier providesaccessto arange of wealth
management solutions. The Premier Service is delivered by a personal Premier relationship manager, supported by a 24-hour
priority telephone and internet service. Our other main customer proposition, HSBC Advance, is a digitally-enabled proposition
directed towards the emerging affluent client in the initial stages of wealth accumulation. HSBC Advance provides everyday
banking solutions, alongside a range of lending and wealth products. Advance customers are serviced primarily through digital
channels, including secure internet banking and mobile and tablet applications. RBWM aso offers a broad range of financial
products and servicesto all of itsretail banking customers, including residential mortgages, home equity lines of credit, deposits
and branch services.

Commercial Banking Segment (*"CMB') CMB'sgoal isto betheleading international trade and business bank inthe U.S. CMB
strivestoexecutethisvisionandstrategy intheU.S. by focusing on key marketswith high concentration of international connectivity.
Our CMB segment servesthe markets through three client groups, notably Corporate Banking, Business Banking and Commercial
Real Estate which allowsusto align our resourcesin order to efficiently deliver suitable products and services based on our client's
needs and abilities. Through its commercial centers and our retail branch network, CMB provides customers with the products
and services needed to grow their businesses internationally, and delivers those products and services through our relationship
managers who operate within a robust customer focused compliance and risk culture, and collaborate across HSBC to capture a
larger percentage of arelationship, aswell as through our on-line banking channel HSBCnet. Since 2012, our continued focus on
expanding our core proposition and proactively targeting companies with international banking requirementsled to anincreasein
our relationship managers and product partners enabling us to gain a larger presence in key growth markets, including the West
Coast, Southeast and Midwest. This strategy has also lead to areduction in certain Business Banking customers who do not have
significant international needs.

CMB has been repositioning its business to focus on international clients. In doing so, CMB exited a significant number of non-
strategic relationships in its Business Banking portfolio and launched a $1.0 billion International Loan Program to support small
and medium sized companies to fund global growth opportunities to accelerate cross-border trade. CMB announced in January
2014, that it added an additional $1.0 billion to this program because CMB had already reached itsinitial $1.0 billion target since
the program’s launch in July 2013.

Global Banking and Markets Segment ("GB&M') Our GB&M bhusiness segment supports HSBC's emerging markets-led,
financing-focused global strategy by leveraging the HSBC Group's advantages and scale, strength in developed and emerging
marketsand product expertiseinorder tofocuson delivering international productsto U.S. clientsandlocal productstointernational
clients, with New York as the hub for the Americas business, including Canada and Latin America. GB&M provides tailored
financial solutionsto major government, corporate and institutional clientsaswell as private investors worldwide. GB&M clients
are served by sector-focused teams that bring together rel ationship managers and product specialiststo develop financial solutions
that meet individual client needs. With a focus on providing client connectivity between the emerging markets and devel oped
markets, we aim to devel op a comprehensive understanding of each client’s financial requirements with along-term relationship
management approach. In addition to GB&M clients, GB&M works with RBWM, CMB and PB clients to meet their domestic
and international banking needs.

Within client-focused business lines, GB& M offers afull range of capabilities, including:
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* Banking and financing solutions for corporate and institutional clients, including loans, working capital, trade services,
payments and cash management, and leveraged and acquisition finance; 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 al so manages our structural
interest rate position within alimit structure. Balance Sheet Management reinvests excess liquidity into highly rated liquid assets.
The majority of the liquidity is invested in interest bearing deposits with banks and U.S. government and other high quality
securities. Balance Sheet Management is permitted to use derivatives as part of its mandate to manage interest raterisk. Derivative
activity is predominantly comprised of the use of traditional interest rate swapswhich 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 doesnot andisnot mandated to managethestructural 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 individuals and families
with local and international needs, 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 both traditional and innovative ways to manage and
preserveweal thwhileoptimizing returns. PB offersawiderangeof productsand services, including banking, liquidity management,
investment services, custody, tailored lending, trust and fiduciary services, insurance, family wealth and philanthropy advisory
services. PB also worksto ensurethat its clients have access to other products and services avail able throughout the HSBC Group,
such as credit cards and investment banking, to deliver total solutions for their financial and banking needs.

Discontinued Operations

Sale of Certain Credit Card Operations to Capital One 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 Financia Corporation ("Capital One"). The sale included our General Motors and Union Plus credit card receivables as well
asour private label credit card and closed-end receivables, all of which were purchased from HSBC Finance. The sale to Capital
One did not include credit card receivables associated with HSBC Bank USA's legacy credit card program, however a portion of
these receivables were sold to First NiagaraBank, N.A. ("First Niagara') and HSBC Bank USA continuesto offer credit cardsto
its customers. No significant one-time closure costs were incurred as a result of exiting these portfolios. In connection with the
sale of our credit card portfolio to Capital One, we entered into an outsourcing arrangement with Capital One with respect to the
servicing of our remaining credit card portfolio. In September 2013, the outsourcing arrangement with Capital One ended and we
resumed the servicing of our remaining credit card portfolio. See Note 3, "Discontinued Operations' of the consolidated financial
statements for additional discussion regarding this transaction.

Banknotes Business 1n June 2010, we decided that the wholesal e banknotes business ("Banknotes Business") within our GB&M
segment did not fit with our core strategy in the U.S. and, therefore, made the decision to exit this business. This business, which
wasmanaged out of the United Stateswith operationsinkey locationsworldwide, arranged for the physical distribution of banknotes
globally to central banks, large commercial banks and currency exchanges. As part of the decision to exit the Banknotes Business,
in October 2010 we sold the assets of our Asian banknotes operations ("Asian Banknotes Operations') to an unaffiliated third
party. The exit of our Banknotes Business was substantially completed in the fourth quarter of 2010 with the sale of our Asian
Banknotes Operations and was fully completed with the sale of our European Banknotes Business to HSBC Bank plc in April
2011.

Funding

We fund our operations using adiversified 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
contributionsfrom our immediate parent, HSBC North Americalnc. ("HNAI"). Our prospectsfor growth continueto 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. Thesefactorsmay includeour debt ratings, overall economic conditions, overall capital marketsvolatility, the counterparty
credit limits of investorsto the HSBC Group and the effectiveness of our compliance remediation efforts and our management of
the credit risks inherent in our business and customer base.

In 2013, our primary source of funds continued to be deposits, augmented by issuances of commercia paper and term debt. We
focus on relationship deposits where clients have purchased multiple products from us such as HSBC Premier for individuals, as

6



HSBC USA Inc.

those balances will tend to be significantly more stable than non-rel ationship deposits. Weissued atotal of $5,547 million of long-
term debt at various pointsin 2013, including $750 million of 2.625 percent Senior Notes and $250 million of Floating Rate Senior
Notesin September 2013 duein 2018. We a so repaid long-term debt of $4,370 millionin 2013. Asaresult of the adoption effective
January 1, 2014 of thefinal rulesissued by the U.S. banking regulatorsimplementing the Basel 111 regulatory capital and liquidity
reforms from the Basel Committee on Banking Supervision, together with the impact of similar implementation by U.K. banking
regulators, we are reviewing the composition of our capital structure. We would anticipate replacing instruments whose treatment
isless favorable under the rules with new Basel |11 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” sections of the MD&A.

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, 2013, we had approximately 6,500 employees.

At December 31, 2013, we had approximately 2.3 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 36 percent and 26 percent, respectively, of
our total outstanding commercial real estateloans, residential mortgage loansand credit card receivableson acontinuing operations
basis.

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 financia holding
companiesisintended 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 Asabank 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
ReserveBoard ("FRB"). Weare a so subject to the discl osure and regul atory requirementsof the SecuritiesAct of 1933, asamended,
and the Securities Exchange Act of 1934, as amended, as administered by the Securities and Exchange Commission (the "SEC").

HSBC USA and its parent bank holding companies 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 afinancial 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 ahility to conduct the broader financial activities permissible for financial holding companies. In addition, the FRB may
requiredivestiture of the holding company’ sdepository ingtitutionsor itsaffiliatesengaged in broader financial activitiesinreliance
onthe GLB Act if the deficiencies persist. The regulations also provide that if any depository institution controlled by afinancial
holding company fails to maintain a satisfactory rating under the Community Reinvestment Act of 1977, as amended ("CRA"),
the FRB must prohibit the financial holding company and its subsidiaries from engaging in any additional activities other than
those permissible for bank holding companiesthat are not financial holding companies. Asreflected 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 set forth in 12 U.S.C. 8§ 24a(a)(2)(c) and 12 C.E.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", 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 requirementsfor 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 ingtitutions are not in compliance with these requirements within
the time periods specified in the GLBA Agreement, asthey may be extended, HSBC USA could berequired either to divest HSBC
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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 engagein activitiesin 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
company or many other types of depository institutions and/or their holding companieswithout 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
entitieswemay acquire. Furthermore, other provisions contain detail ed requirementsrel ating to thefinancial privacy of consumers.
In addition, the so-called ‘ push-out’ provisions of the GLB Act removed the blanket exemption from registration for securitiesand
brokerage activities conducted in banks (including HSBC Bank USA) under the Exchange Act of 1934, as amended. Applicable
regulations allow banks to continue to avoid registration as a broker or dealer only if they conduct securities activities that fall
within a set of defined exceptions.

Consumer Regulation Our consumer lending busi nessesoperatein ahighly regulated environment. In additionto 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, use of
credit reports, privacy matters, and disclosure of credit terms and correction of billing errors. Local, state and national regulatory
and enforcement agencies continue efforts to address perceived problems within the mortgage lending and credit card industries
through broad or targeted legislative or regulatory initiatives aimed at lenders’ operations in consumer lending markets. There
continues to be a significant amount of legislative and regulatory activity, nationally, locally and at the state level, designed to
limit certain lending practices while mandating servicing activities. Federal bankruptcy and state debtor relief and collection laws
affect the ability of banks, including HSBC Bank USA, to collect outstanding balances.

On May 22, 2009, the Credit Card Accountability Responsibility and Disclosure Act of 2009 (the "CARD Act") was signed into
law and we have implemented all applicable provisions. The CARD Act required us to make changes to our business practices
and required us and our competitors to manage credit card risks differently than was historically the case. Pricing, underwriting
and product changes have been implemented. The implementation of the rules did not have amaterial adverseimpact on usasany
impact was limited to a portion of the existing credit card loan portfolio as, historically, the purchase price on credit card sales
volume paid to HSBC Finance was adjusted to reflect the requirements and their impact on future cash flows. Following the sale
of HSBC's Card and Retail Services business to Capital One, as discussed above, we no longer purchase credit card receivables
from HSBC Finance, which further limits the impact of these new rules.

Due to the turmoil in the mortgage lending markets, there has also been a significant amount of federal and state legislative and
regulatory focuson thisindustry. Increased regul atory 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 | oss mitigation practices. We have devel oped a maodification program that employs procedures
which we believe are most responsive to our customers needs and we continue to enhance and refine these practices as other
programs are announced, and we evaluate the results of our customer assistance efforts. We continue to be active in various home
preservation initiatives through participation at local events sponsored by public officials, community leaders and consumer
advocates.

InApril 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 Americaentered into asimilar 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 forecl osure practices. The OCC Servicing Consent Order requiresHSBC Bank USA totake 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. 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 aresult 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 Americaentered into an agreement with the FRB (together the "I FR Settlement Agreements’), pursuant to which
the Independent Foreclosure Review ceased and HSBC North America made a cash payment of $96 million into afund used to
make payments to borrowers that were in active foreclosure during 2009 and 2010 and, in addition, is providing other assistance
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(e.g., loan modifications) to help digible borrowers. As aresult, in 2012, we recorded expenses of $19 million which reflectsthe
portion of HSBC North America'stotal expense of $104 million that we believeisallocableto us. As of December 31, 2013, Rust
Consulting, Inc., the paying agent, has issued aimost all checks to eligible borrowers. See Note 28, "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
Deposit Insurance Corporation ("FDIC"), the FRB and the CFPB. HSBC Bank USA and HTCD are subject to banking laws and
regulationsthat placevariousrestrictionson and requirementsregarding their activities, investments, operationsand administration,
including the establishment and maintenance of branch offices, capital and reserve requirements, deposits and borrowings,
investment and lending activities, payment of dividends, transactionswith 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 arelimited 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 isin excess
of the current year’s net income combined with the retained net income of the two preceding years, unlessthe 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, aswell as maintain appropriate amounts of capital against its assets as discussed further in thisAnnual 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 transactionsincludeloansand other extensions of credit,
investmentsand asset purchases, and certain other transactionsinvolving thetransfer of value from asubsidiary bank to an affiliate
or for the benefit of an affiliate. Unless an exemption applies, or aspecific waiver is granted by the FRB, covered transactions by
abank with asingle affiliate are limited to 10 percent of the bank's capital and surplus, and al 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 areto be secured in specified amounts with specific types of collateral. A bank’s credit exposureto an affiliate asaresult
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.

Thetypes of activitiesin which the non-U.S. branches of HSBC Bank USA may engage are subject to various restrictionsimposed
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 countriesin which they operate.

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

Regulatory Capital and Liquidity Requirements As abank holding company, we are subject to regulatory capital requirements
and guidelinesimposed 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 U.S. 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,
belowin"Liquidity and Capital Resources" inour MD& A, aswell asin Note 24 to the Consolidated Financial Statements, " Retained
Earnings and Regulatory Capital Requirements’. Our ultimate parent, HSBC, is also subject to regulatory capital requirements
under U.K. law.

Basel I. The U.S.'sgeneral risk-based capital guidelines, as still in effect as of December 31, 2013, are based on the 1988 Capital
Accord ("Basel 1") of the Basel Committee on Banking Supervision (the "Basel Committee"). Under such capital guidelines, a
bank or a bank holding company’s assets and certain specified off-balance sheet commitments and obligations are assigned to
variousrisk categories. A bank or bank holding company’scapital, inturn, isclassified into oneof threetiers. Tier 1 capital includes
common equity, noncumulative perpetual preferred stock, a limited amount of cumulative perpetua preferred stock and trust
preferred securities at the holding company level, and minority interests in equity accounts of consolidated subsidiaries, less
goodwill and certain other deductions. Tier 2 capital includes, among other things, cumulative perpetual preferred stock and trust
preferred securities not qualified as Tier 1 capital, subordinated debt, and allowances for loan and lease losses, subject to certain
limitations. Tier 3 capital includes qualifying unsecured subordinated debt. At least one-half of abank’stotal capital must qualify
asTier 1 capital.
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Under rules still applicable as of December 31, 2013, to be categorized as "well capitalized," a banking institution must have the
minimum ratios reflected in the table included in Note 24, "Retained Earnings and Regulatory Capital Requirements' of the
consolidated financial statements and must not be subject to a directive, order or written agreement to meet and maintain specific
capital levels. The federal bank regulatory agencies may, however, set higher capital requirements for an individual bank or bank
holding company when particular circumstances warrant.

Basel I1. In December 2007, the U.S. federal banking regulators implemented the Basel Committee’s so-called Basel |1 capital
reforms, which included an advanced internal ratings based approach for credit risk and an advanced measurement approach for
operational risk (taken together, the "Advanced Approach"), for banking organizations having $250 billion or more in total
consolidated assets or $10 billion or more of foreign exposures (referred to as" Advanced A pproach™ banking organizations, which
includes banking organi zations such asHSBC North Americaand HSBC USA). Adoption of the Advanced Approach requiresthe
approval of U.S. regulators and encompasses enhancements to a number of risk policies, processes and systems to align HSBC
Bank USA with the Basdl |1 requirements. We are uncertain as to when we will receive approval to adopt fully the Advanced
Approach and exit "parallel run" (described further below) from our primary regulator. We have integrated Basdl |1 metricsinto
our management reporting and decision making process and we will further revise these processesto incorporate Basel |11 metrics.

Basel 2.5. InJune 2012, U.S. regulatorsissued afinal rule, knownintheindustry asBasel 2.5, that would change the USregulatory
market risk capital rules to better capture positions for which the market risk capital rules are appropriate, reduce procyclicality,
enhance the sensitivity to risks that are not adequately captured under current methodol ogies and increase transparency through
enhanced disclosures. This final rule became effective January 1, 2013, and its implementation is reflected in our December 31,
2013 Basel | capital ratios and risk-weighted asset levels. In December 2013, the FRB adopted changesto the Basel 2.5 rule that
would conform to changesin the Basel |11 Final Rule (described below).

Basel I11. In December 2010, the Basel Committee issued "A global regulatory framework for more resilient banks and banking
systems,” commonly referred to asBasel |11, which presents details of abank capital and liquidity reform program to address both
firm-specific and broader, systemic risksto the banking sector. In October 2013, the U.S. banking regulators published afinal rule
in the Federal Register implementing the Basel 111 capital framework in the U.S (the "Basel |11 Final Rule"). The Basdl 111 Fina
Rule phases in a complete replacement to the Basel | general risk-based capital rules, builds on the Advanced Approach of Basel
I1, incorporates certain changes to Basel 2.5, and implements certain other requirements of the Dodd-Frank Act. HSBC North
Americaand HSBC Bank USA, as banking organizations subject to the Advanced Approach, became subject to the Basel |11 Final
Rule as of January 1, 2014. Several of the provisions of the Basel |11 Final Rule will be phased in through 2019. The Basel 111
Final Rule will materially increase our regulatory capital requirements over the next several years.

The Basal 111 Final Rule establishes an integrated regulatory capital framework to improve the quality and quantity of regulatory
capital and introduces the " Standardized Approach™ for risk weighted assets, which will replace the Basel | risk-based guidance
for determining risk-weighted assets as of January 1, 2015. For Advanced A pproach banking organizations, the Basel 11 framework
has been enhanced generally consistently with the Basel Committee’s Basel 111 framework. However, pursuant to Section 171 of
theDodd-Frank Act, asimplemented through the Basel |11 Final Rule, an Advanced A pproach banking organization will berequired
to calculateitsrisk-based capital ratiosusing risk-wei ghted assetsunder both the Basel | risk-based capital rules(or the Standardized
Approach, after January 1, 2015) and the Basel 111 Final Rule, and (if it has exited parallel run, as described below) will be tested
for compliance with the regulatory capital minimums based on the lower of the two calculations for each risk-based capital ratio.
Under these requirements, the Basel | (or, after January 1, 2015, the Standardized A pproach) risk-weighted asset cal cul ations will
serve asa"floor" for Advanced Approach banking organizations' compliance with the minimum requirements.

Advanced Approach banking organizations, such as HSBC North Americaand HSBC Bank USA, currently operatein a"parallel
run" wherein they must report their risk-based capital ratios using risk-weighted assets under both Basel | (and after January 1,
2015, their Standardized Approach) as well as the Advanced Approach to their primary federal regulator, but publicly disclose
only their capital ratios calculated using Basel | (or after January 1, 2015, their Standardized A pproach) risk-weighted assets. Upon
receiving approval to exit parallel run, Advanced Approach banking organizations would then publicly disclosetheir capital ratios
calculated using both Basel | (or after January 1, 2015, their Standardized A pproach) and Advanced A pproach risk-weighted assets,
and as noted above, be tested for compliance based on the lower of the two calculations for each risk-based capital ratio. Although
HSBC North America and HSBC Bank USA began a parallel run period in January 2010, it is unclear when they will receive
approva from the appropriate regulators to exit parallel run.

In February 2014, the FRB adopted afinal rule requiring certain large non-U.S. banks, such asHSBC, with significant operations
in the United States to establish a single intermediate holding company (“IHC”) to hold all of their U.S. bank and non-bank
subsidiaries by June 1, 2016. This IHC may calculate its risk-based and leverage capital requirements solely under the U.S.
Standardized Approach, evenif the IHC meetsthe asset threshol dsthat would require abank holding company to use the Advanced
Approach. |HCs meeting these thresholds, however, will still be subject to other capital requirements applicable to bank holding
companies that meet these thresholds, including the supplementary leverage ratio and the countercyclical buffer, when in effect.
As described above, the HSBC Group currently operates in the United States through such an IHC structure (i.e., HSBC North
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America), and we do not expect the FRB'sfinal ruleto have asignificant impact on our U.S. operations. We are currently analyzing
the final rule to determine the impact on our business of using only the Standardized A pproach to determine our risk-based and
leverage capital requirements.

TheBasdl 111 Final Rule requires banksto phasein requirementsfor more capital and ahigher quality of capital over aperiod from
2014 to 2019. When fully phased in on January 1, 2019, HSBC North Americaand HSBC Bank USA will be required to maintain
minimum risk-based capital ratios (exclusive of any capital surcharge for large, global systemically important banks ("G-SIBs"),
domestic systemically important banks ("D-SIBs") or the countercyclical capital buffer) as follows:

Common Equity

Tier 1 Tier 1 Capital Total Capital
Stated MINIMUM FAETO......c.ccciciece e 4.5% 6.0% 8.0%
Plus: Capital conservation buffer requirement..........cccoeeeeeeeeecerienieriennnns 2.5% 2.5% 2.5%
Effective minimum ratio..........ccevieiciececeese e 7.0% 8.5% 10.5%

We anticipate HSBC North Americaand HSBC Bank USA will meet these requirementswell 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 |11 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
(to be phased in, if applicable, beginning January 1, 2016), consisting of common equity, could also be required to be built up by
banking organizationsin periods of excess credit growth in the economy.

Under the Basel |11 Final Rule, al banking organizations will continue to be subject to the U.S. regulators’ existing minimum
leverage ratio of 4.0 percent (calculated as the ratio of Tier 1 Capital to average consolidated assets as reflected on the banking
organization'sconsolidated financial statements, net of amounts deducted from capital). Additionally, Advanced A pproach banking
organizations, suchasHSBC North Americaand HSBC Bank USA,, will be subject to asupplementary leverageratio, with reporting
to U.S. regulators commencing January 1, 2015 and full implementation and compliance by January 1, 2018. The supplementary
leverage ratio would have a minimum of 3 percent (calculated as the ratio of Tier 1 Capital to average balance sheet exposures
plus certain average off-balance sheet exposures). The U.S. regulators are expected to propose revisions to the supplementary
leverage ratio to implement changes to the Basel |11 leverage ratio adopted by the Basel Committee in January 2014 that would
incorporate additional off-balance sheet exposures, including securities financing transactions and derivatives. For thelargest U.S.
banks and bank holding companies, which do not include HSBC North America or HSBC Bank USA, the U.S. regulators have
proposed to increase the supplementary leverage ratio to 6 percent and 5 percent, respectively, effective January 1, 2018.

Under theBasel |11 Final Rule, beginning asof January 1, 2015, in order to beconsidered "well-capitalized", adepository institution,
such asHSBC Bank USA, would be required to maintain aleverageratio of 5 percent, acommon equity Tier 1 risk-based capital
ratio of 6.5 percent, a Tier 1 risk-based capital ratio of 8 percent and atotal risk-based capital ratio of 10 percent. Beginning in
2018, an Advanced Approach depository institution would also have to meet the supplementary leverage ratio of 3 percent.

With regard to the elements of capital, the application of the Basel 111 Final Rule will require HSBC USA to phase trust preferred
securities issued prior to May 19, 2010 out of Tier 1 Capital by January 1, 2016, with 50 percent of these capital instruments
includablein Tier 1 Capital in 2014 and 25 percent includable in 2015. Thetrust preferred securities excluded from Tier 1 Capital
may be included fully in Tier 2 Capital during those two years, but must be phased out of Tier 2 Capital by January 1, 2022. We
exercised our option to call and redeem the trust preferred securities issued by HSBC USA Capital Trust VII. We continue to
consider optionsfor redeeming other trust preferred securitiesissued which totaled $550 million at December 31, 2013. Also under
the Basel 111 Final Rule, Tier 1 capital generally includes only noncumulative perpetual preferred stock, in addition to common
stock, and the Basel 111 Final Rule removes the limitation on the amount of Tier 2 capital that may be recognized relative to Tier
1 capital.

Capital Planning. In November 2011, the FRB issued afinal rule (the" Capital Plan Rul€") requiring U.S. bank holding companies
with total consolidated assets of $50 billion or more, including HSBC North America, to submit annual capital plans for review.
Under the Capital Plan Rule, the FRB will evaluate bank holding companies annually for their capital adequacy, internal capital
adequacy assessment processes, and plansfor capital distributions, and will approve capital distributionsonly for companieswhose
capital plans have not received an objection and that are able to demonstrate that they would maintain sufficient financial strength
after making the capital distributions.

In addition, the FRB stated in its capital plan guidance that it expects bank holding companies subject to the Capital Plan Rule
(including HSBC North America) to achieve, readily and without difficulty, over the capital planning horizon, the ratios required
by the Basel 111 Final Rule. The FRB stated that bank holding companies that meet the minimum capital ratio requirements during
the Basel |11 phase-in period but remain below the 7 percent common equity Tier 1 target (minimum plus capital conservation
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buffer) will be expected to maintain prudent earnings retention policies with a view to meeting the conservation buffer under the
timeframe described in the Basel 111 Final Rule.

Stress Testing. In October 2012, the FRB published afinal rule setting out stresstesting requirements for bank holding companies
with $50 billion or morein total consolidated assets. HSBC North America became subject to the rule from October 2013 and was
required to comply with the FRB's Comprehensive Capital Analysisand Review ("CCAR") program for its capital plan submission
in January 2014.

Under the CCAR process, the FRB will consider a bank holding company’s overall financial condition, risk profile and capital
adequacy over a hine-quarter forward-looking planning horizon. The FRB will assess a bank holding company’s ability to meet
qualitative aspects of capital planning and risk management, as well as minimum regulatory ratios including a5 percent Tier 1
common ratio, for each quarter of the planning horizon under baseline, adverse and severely adverse economic scenarios. The
FRB will also take into account a bank holding company’s planned capital actions (such as dividends or share repurchases) over
the planning horizon when assessing capital adequacy. If, based on such assessment, the FRB were to issue an objection to abank
holding company’s capital plan or planned capital actions, the bank holding company would be required to submit arevised capital
plan, and generally would not be able to undertake planned capital actions until approved by the FRB. The FRB will publicly
release a summary of its CCAR assessments in March of each year and bank holding companies are also required to publicly
release asummary of their stress test results under the supervisory severely adverse scenario. Bank holding companies subject to
these stress test rules are also required to conduct a mid-year company-run stress test, submit the results to the FRB and publicly
disclose a summary of these mid-year stress test results in September of each year. Meeting the CCAR requirements could aso
require increased capital to withstand the application of the stress scenarios over the planning horizon.

Depository institutions with assets of $50 billion or more are required under the Dodd-Frank Act to submit an annual company-
run stress test (the “DFAST") that runs concurrently with, and is submitted at the same time as, the CCAR. The DFAST is based
on the OCC's stress scenario assumptions that are appropriate for the economic conditions assumed in each scenario. HSBC Bank
USA submitted its stress test in accordance with regulatory requirementsin January 2014, and isrequired to publish the results of
this stresstest no later than March 31, 2014.

Liquidity Risk Management. In 2009, the Basel Committee proposed two minimum liquidity metricsfor limiting risk: theliquidity
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 alonger term measure with
a12-month time horizon to ensure a sustainable maturity structure of assets and liabilities. The ratios are subject to an observation
period and are expected to become established standards, subject to phase-in periods, by 2015 and 2018, respectively.

In October 2013, the FRB, the OCC and the FDIC issued for public comment a rule to implement the LCR in the United States,
applicable to certain large banking institutions, including HSBC North America and HSBC Bank USA. The LCR proposal 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 proposal, U.S.
institutions would begin the LCR transition period on January 1, 2015 and would be required to be fully compliant by January 1,
2017, as opposed to the Basel Committee's requirement to be fully compliant by January 1, 2019. The LCR proposal does not
address the NSFR requirement, which is currently in an international observation period. Based on the results of the observation
periods, the Basel Committee and U.S. banking regulators may make further changesto the LCR and the NSFR. U.S. regulators
are expected to issue a proposed rulemaking implementing the NSFR in advance of its scheduled global implementation in 2018.

It is anticipated that HSBC North America and HSBC Bank USA will meet these liquidity requirements prior to their formal
introduction. The actual impact will be dependent on the specific final regulationsissued by the U.S. regulatorsto implement these
standards. HSBC North Americaand HSBC Bank USA may need to change their liquidity profile to support compliance with any
future final rules. We are unable at this time, however, to determine the extent of changes we will need to make to our liquidity
position, if any.

Federal Reserve Structural Rule and Proposals for Foreign Banking Organizations. In February 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, such asHSBC, with significant operationsin the United States to establish a single intermediate holding company to
hold al of their U.S. bank and non-bank subsidiaries. The intermediate holding company will be subject to risk-based capital
requirements, stress testing requirements, enhanced risk management standards and enhanced governance and stress testing
requirements for liquidity management, as well as other prudential standards. Under the final rule, most of these requirements
would become effective on July 1, 2016. As described above, the HSBC Group currently operates in the United States through
such an intermediate holding company structure (i.e., HSBC North America), and we do not expect the FRB'sfinal ruleto have a
significant impact on our U.S. operations. The FRB has also proposed to subject intermediate holding companiesto capson single-
counterparty exposures and an early remediation regime with corrective measures of increasing severity triggered by weaknesses
in compliance with the capital, leverage, stress tests, liquidity and risk management requirements, and potentially certain market
indicators, but these aspects of the original proposal have not yet been finalized.
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Non-U.S. Regulatory Capital Requirements. HSBC North America and HSBC USA aso continue to support HSBC's
implementation of the Basel |1l 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 cal culations.

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 26, "Retained Earnings and Regulatory Capital Requirements' of
the consolidated financial statements. From time to time, bank regulators propose amendments to or issue interpretations of risk-
based capital guidelines. Such proposals or interpretations could, upon implementation, affect reported capital ratios and net risk
weighted assets.

Deposit Insurance Deposits placed at HSBC Bank USA and HTCD are insured by the FDIC, subject to the limitations and
conditions of applicable law and the FDIC's regulations. The FDIC insurance coverage limits are $250,000 per depositor. HSBC
Bank USA and HTCD are subject to risk-based assessmentsfrom the FDIC. Currently, depository institutions subject to assessment
are categorized based on supervisory ratings, financial ratios and, in the case of larger institutions, long-term debt issuer ratings,
with those in the highest rated categories paying lower assessments. While the assessments are generally payable quarterly, the
FDIC also hasthe authority to impose special assessmentsto prevent the deposit insurance fund from declining to an unacceptable
level. Pursuant to this authority, the FDIC imposed a 5 basis point special assessment on June 30, 2009. In November 2009, the
FDIC amended its regulations to require depository institutions to prepay their estimated quarterly risk-based assessments for the
fourth quarter of 2009 and for all of 2010, 2011 and 2012 on or before December 30, 2009. Excess FDIC insurance was repaid in
June 2013. The assessment methodology was revised to a methodology based on assets rather than insured deposits beginning
with the second quarter 2011 assessment and pricing is now based on a FDIC methodology to measure the risk of banks.

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-
money laundering ("AML") compliance obligations of financial institutions (a term which includes insured U.S. depository
ingtitutions, 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 theanti-money laundering compliancerequirementsof the Patriot Act, asimplemented by FinCEN, aregenerally 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 anti-
money laundering program, report suspicious transactions and implement due diligence procedures for certain correspondent and
private banking accounts. Certain other specific requirements under the Patriot Act involve compliance obligations. The Patriot
Act has improved communication between law enforcement agencies and financial institutions. The Patriot Act and other recent
events have also resulted in heightened scrutiny of the Bank Secrecy Act and anti-money laundering compliance programs by bank
regulators.

In October 2010, HSBC Bank USA entered into a consent cease and desist order with the OCC and our indirect parent, HSBC
North America, entered into a consent cease and desist order with the FRB. These actions required improvements to establish an
effective compliance risk management program across our U.S. businesses, including various issues relating to BSA and AML
compliance. Steps continue to be taken to address the requirements of the consent order to ensure compliance, and that effective
policies and procedures are maintained.

In December 2012, HSBC, HSBC North Americaand HSBC Bank USA entered into agreementsto achieve aresolution with U.S.
and United Kingdom government agencies regarding past inadequate compliance with AML/BSA and sanctions laws, including
the previously reported investigations by the U.S. Department of Justice, the FRB, the OCC and FinCEN in connection withAML/
BSA compliance, including cross-border transactions involving our cash handling business in Mexico and banknotes businessin
theU.S., and historical transactionsinvolving parti es subject to the Office of Foreign Assets Control ("OFAC") economic sanctions.
As part of the resolution, HSBC and HSBC Bank USA entered into a five-year deferred prosecution agreement 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 (the"U.S. DPA"), and HSBC entered into atwo-year deferred prosecution agreement with the
New York County District Attorney ("DANY DPA"), and HSBC consented to a cease and desist order and a monetary penalty
order with the FRB. In addition, HSBC Bank USA entered into a monetary penalty consent order with FinCEN and a separate
monetary penalty order with the OCC. HSBC also entered into an undertaking with the U.K. Financial ServicesAuthority, now a
Financial Conduct Authority ("FCA") Direction, to comply with certain forward-looking obligations with respect to AML and
sanctions requirements over afive-year term.

Under these agreements, HSBC and HSBC Bank USA made paymentstotaling $1.921 billion to U.S. authorities, of which $1.381
billion was attributed to and paid by HSBC Bank USA, and are continuing to comply with ongoing obligations. Over the five-
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year term of the agreementswith the U.S. Department of Justice and the FCA, an independent monitor (who also will be, for FCA
purposes, a"skilled person™ under Section 166 of the Financial Services and Markets Act) will evaluate HSBC's progressin fully
implementing its obligations, and will produce regular assessments of the effectiveness of HSBC's compliance function. Michael
Cherkasky was selected as the independent monitor and his monitorship is proceeding as anticipated and consistent with the
timelines and requirements set forth in the relevant agreements. In July 2013, the United States District Court for the Eastern
District of New York entered an order approving the U.S. DPA pursuant to the court's supervisory power and granting the parties
application to place the case in abeyance for five years. The court will maintain supervisory power over the implementation of the
U.S. DPA while the case isin abeyance.

If HSBC and HSBC Bank USA fulfill all of the requirementsimposed by the U.S. DPA, the U.S. Department of Justice's charges
against those entities will be dismissed at the end of the five-year period of that agreement. Similarly, if HSBC fulfills all of the
requirements imposed by the DANY DPA, DANY's charges against it will be dismissed at the end of the two-year period of that
agreement. The U.S. Department of Justice may prosecute HSBC or HSBC Bank USA in relation to the matters that are subject
of the U.S. DPA if HSBC or HSBC Bank USA breaches the terms of the U.S. DPA, and DANY may prosecute HSBC in relation
to the matters which are the subject of the DANY DPA if HSBC violates the terms of the DANY DPA. See Note 28, "Litigation
and Regulatory Matters," for additional discussion.

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 anew activity in itsexisting
financial subsidiary, unlessit 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.

The settlement with the U.S. and U.K. government agencies does not preclude 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.

Financial Regulatory Reform OnJuly 21, 2010, the Dodd-Frank Act was signed into law. Thislegislation isasweeping 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.

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 financia institutionsthat are deemed to be "systemically important" tothe U.S.
financial system, including U.S. bank holding companies with consolidated assets of $50 billion or more, such as HSBC North
America. Thisframework is subject to the general oversight of the Financial Stability Oversight Council ("FSOC"), aninteragency
coordinating body that has authority, among other things, to recommend stricter regulatory and supervisory requirementsfor large
bank holding companies and to designate bank and non-bank financial companies that pose arisk to financial stability. In turn,
the FRB has authority, in consultation with the FSOC, to take certain actions, including to preclude mergers, restrict financial
productsoffered, restrict, terminate or impose conditionson activitiesor requirethesaleor transfer of assetsagainst 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
reguirements 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 ingtitution in the event of
significant financia distress, including identifying how insured bank subsidiarieswould be adequately protected from risk created
by other affiliates. The failure to cure deficiencies in a resolution plan 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 rel ateto governance of executive compensation, including disclosuresevidencing therel ationshi p between compensation
and performance and a requirement that some executive incentive compensation is forfeitable in the event of an accounting
restatement.

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

Derivatives Regulation The Dodd-Frank Act has numerous provisions addressing derivatives. Title VII of Dodd-Frank imposes
a comprehensive regulation of over-the-counter ("OTC") derivatives markets, including credit default, equity, foreign exchanges
and interest rate swaps. Many of the most significant provisions have been recently implemented or are expected to come into
effect during 2014. We aso remain subject to the SEC's Security Based Swaps and Swap dealer rules and regulations, which are
still in proposed form. In addition, certain derivatives dealers, including HSBC Bank USA, have registered with the Commodity
Futures Trading Commission and become members of the National Futures Association. Asaregistered swap dealer, HSBC Bank
USA is subject to an extensive array of corporate governance requirements, business conduct standards, capital and margin
reguirements (once effective), reporting requirements, mandatory clearing of certain swapsand other regulatory standards affecting
its derivatives business. These requirements will significantly increase the costs associated with HSBC Bank USA's derivatives
business. Furthermore, Section 716 of Dodd-Frank limits an FDIC-insured banks' overall OTC derivatives activities, including
theactivitiesof HSBC Bank USA. InJune2013, HSBC Bank USA received atwo-year transition period toimplement therestrictions
of Section 716. At the end of such two-year transition period, in July 2015, HSBC Bank USA would be expected to curtail future
derivative activities in equities, non-precious metal commodities and uncleared credit default swaps, unless the transition period
were further extended.

The "Volcker Rule” On December 10, 2013, U.S. regulators finalized the so-called “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
in the U.S. The final Volcker Rule extended the end of the rule's conformance period until July 21, 2015, (with the possibility of
two one-year extensions under certain circumstances), by which time financial institutions subject to the rule must bring their
activities and investments into compliance.

The final Volcker Rule restricts proprietary trading as principal within a “trading account” in “financia instruments’, each as
defined in the final Volcker Rule, subject to various exemptions. Certain exemptions apply to the types of financial instruments
that arecovered by thefinal Volcker Rule. Generally, securities, derivatives, futuresand optionson al suchinstrumentsare covered,
while loans, currencies and commodities are not covered. In addition, there are exemptions for activities, among others, that
congtitute 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, isgenerally subject to itsown set of compliancerequirements
and conditions. Severa activities engaged in by HSBC USA will be subject to restrictions designed to ensure compliance with the
final Volcker Rule and subject to the development of extensive compliance policies and procedures.

Thefina Volcker Rule also restricts acquiring or retaining an ownership interest in, or sponsoring or having certain rel ationships
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 exemptions, among others, for certain limited investmentsin
conjunction with asset management activitiesfor customers, for loan securitizations, for asset-backed commercial paper conduits,
and for underwriting and market making in covered funds. Aswith the proprietary trading restrictions, the exemptionsare 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 banking entities.

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. During the conformance
period, we will analyze the final rule, assess how it will affect our businesses and devise an appropriate compliance strategy.

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

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 financia 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 practicesin connection with consumer financial products or services and
to ensure features of any consumer financial products or services arefully, accurately and effectively disclosed to consumers. The
CFPB also has authority to examine large banks, including HSBC Bank USA, and their affiliates for compliance with those
regulations.
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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 anational bank to claim federal preemption of consumer financial
lawsafter July 21, 2011, although thelegislation did not purport to affect existing contracts. Theselimitationson federal preemption
may elevate our costs of compliance, whileincreasing litigation expenses asaresult of potential state Attorney General or plaintiff
challenges and the risk of courts not giving deference to the OCC, as well as increasing complexity due to the lack of uniformity
in state law. At this time, we are unable to determine the extent to which the limitations on federal preemption will impact our
businesses and those of our competitors.

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

Debit Interchange The 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. Asaresult of these limits, our revenues were reduced by approximately $23 million and $11 millionin 2012
and 2011, respectively, compared to what they otherwise would have been without such limits. In July 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
rulewith alower maximum fee. The FRB filed an appeal of the decisionin October 2013 and oral argumentswere heard on January
17, 2014. The outcome of the appeal, or any future revisions to the rules, are not currently known. The FRB limits from October
2011 remain in effect during the appeal process.

The Dodd-Frank Act will have asignificant impact on the operations of many financial institutionsin the United States, including
HSBC USA, HSBC Bank USA and our affiliates. Asthe 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 thistime.

Competition The GLB Act eliminated many of the regulatory restrictions on providing financial servicesin the United States.
The GLB Act alows 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 will place 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. Therefore, we face intense
competition in all of the markets we serve, competing with banks and other financial institutions such as insurance companies,
commercia finance providers, brokerage firms and investment companies. The financial services industry has experienced
consolidationin recent yearsasfinancial ingtitutionsinvolved in abroad range of productsand 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 beintense 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 internationally focused 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 committee charters for the
Audit Committee, the Compliance Committee, the Risk Committee and the Fiduciary Committee of our Board of Directors. We
have a Statement of Business Principles and Code of Ethics that expresses the principles upon which we operate our businesses.
Integrity isthe foundation of al our business endeavors and is the result of continued dedication and commitment to the highest
ethical standardsin our relationshipswith each other, with other organizationsand individual swho areour customers. Our Statement
of Business Principlesand Code of Ethicscan befound on our corporatewebsite. We al so have aCode of Ethicsfor Senior Financial
Officersthat appliesto our finance and accounting professional sthat supplementsthe Statement of Business Principles. That Code
of Ethicsisincorporated 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 madeto HSBC USA Inc., 26525 North Riverwoods Boulevard, Suite 100, Mettawa,
I1linois 60045, Attention: Corporate Secretary.

Certifications Inaddition 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 aso file awritten
affirmation of an authorized officer with the New York Stock Exchange (the "NY SE") certifying that such officer is not aware of
any violation by HSBC USA of the applicable NY SE corporate governance listing standards in effect as of February 24, 2014.
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Item 1A. Risk Factors

The following discussion provides adescription of some of theimportant risk factorsthat could affect our actual results and could
cause our resultsto differ materially from those expressed in public statements or documents. However, other factors besidesthose
discussed bel ow or el sewherein other of our reportsfiled with or furnished to the SEC could affect our businessor results. Therefore,
the risk factors below should not be considered a complete list of al potentia risks that we may face.

The current uncertain market and economic conditions may continue to affect our business, results of operations and
financial condition. Our business and earnings are affected by general business, economic and market conditionsin the United
Statesand abroad. Given our concentration of business activitiesin 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 slowly improve during 2013, growth has remained muted. We a so have a significant number of
customersin Latin America, which continues to experience inflation and other economic challenges. General business, economic
and market conditions that could continue to affect usinclude:

e pressure on consumer confidence and consumer spending from other economic and market conditions;

» dlow economic growth and the pace and magnitude of the recovery;

» fiscal policy;

e unemployment levels;

e voldtility in energy prices,

e wageincome levels and declinesin wedlth;

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

e inflation;

* monetary supply and monetary policy, including an exit from quantitative easing;

e fluctuationsin both debt and equity capital markets in which we fund our operations;

e unexpected geopolitical events;

o fluctuationsin the value of the U.S. dollar;

e short-term and long-term interest rates;

» availability of liquidity;

»  tight consumer credit conditions;

e higher bankruptcy filings; and

* new laws, regulations or regulatory and law enforcement initiatives.
In a challenging economic environment, more of our customers are likely to, or have in fact, become delinquent on their loans or
other obligations as compared with historical periods as many of our customers experience reductions in cash flow available to
service their debt. These delinquencies, in turn, have adversely affected our earnings. The problemsin the housing marketsin the
United States in the last six years have been exacerbated by continued high unemployment rates. If businesses remain cautious to
hire, additional losses could be significant in all types of our consumer loans, including credit cards, due to decreased consumer
income. While the U.S. economy continued to slowly improve in 2013, gross domestic product continued at a level well below
the economy's potential growth rate. Concerns about the future of the U.S. economy, including the pace and magnitude of recovery
from therecent economic recession, consumer confidence, fiscal policy, volatility inenergy prices, credit market volatility including
the ability to resolve various global financial issues and trendsin corporate earnings will continue to influence the U.S. economic
recovery and the capital markets. In the event economic conditions stop improving or become depressed and |ead to arecession,
there would be a significant negative impact on delinquencies, charge-offs and lossesin 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 marketsin emerging economies such asthosein 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.

The housing market continued to strengthen in 2013 with overall home prices moving higher in many regions asdemand increased
and the supply of homesfor sale remained restricted. However, the sharp decline in the number of foreclosed home sales currently
being experienced, which is contributing to the increase in home sale prices, may not continue as the impact of servicers resuming
foreclosure activities and the listing of the underlying properties for sale along with the recent increases in mortgage interest rates
could slow down future price gains. In addition, certain courts and state |legislatures have issued new rules or statutes relating to
foreclosures. Scrutiny of foreclosure documentation has increased in some courts. Also, in some areas, officials are requiring
additional verification of information filed prior to the foreclosure proceeding. The combination of these factors has led to a
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significant backlog of foreclosures which will take time to resolve. If a significant number of foreclosures come to market at the
same time, due to the backlog or other delays in processing, it could have an adverse impact upon home prices.

Mortgage lenders have substantially tightened lending standards since 2007. Furthermore, our loan portfolio was impacted by the
declining home values and erosion of homeowner's equity and the 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 and has resulted in elevated delinquency rates for real estate secured loansin
our portfolio. Additionally, depressed property values in many markets have resulted in higher loss severities on homes that are
foreclosed and remarketed.

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 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
changesin tax rates, could materially impact our operations and performance.

Attempts by local, state and national regulatory agenciesto address perceived problems with the mortgage lending and credit card
industries and, more recently, to address additional perceived problemsin the financial servicesindustry generally through broad
or targeted legidativeor regul atory initiativesaimed at lenders’ operationsin consumer |ending markets, could affect usin 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. Thereis also significant focus on loss mitigation and foreclosure activity for real
estateloans. We cannot fully anticipate the response by national regulatory agencies, state Attorneys General, or certain legislators,
or if significant changes to our operations and practices will be required as aresult.

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 actionsto enforce federal consumer protection
legislation. As aresult of the Dodd-Frank Act's potential expansion of the authority of state Attorneys General to bring actions to
enforcefederal consumer protection legislation, wecould potentially be subject to additional statelawsuitsand enforcement actions,
thereby further increasing our legal and compliance costs. Although we are unable to predict what specific measures the CFPB
may take in applying its regulatory mandate, any new regulatory requirements or changes to existing requirements that the CFPB
may promulgate could require changesin our consumer businesses, result inincreased compliance costsand 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 deaers
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 aready in effect, we are unable at
this time to determine the full impact of these requirements.

The Dodd Frank Act also required the U.S regulatory agencies to adopt rules to implement the Volcker Rule, which isintended
in part to prohibit institutions such asHSBC USA from engaging in proprietary trading or from acquiring or retaining an ownership
interest in, or sponsoring or having certain relationships with, a hedge fund or private equity fund subject to certain exemptions.
A final ruleimplementing the Volcker Rule wasfinalized on December 10, 2013 although the rule’s conformance period has been
extended to July 2015. The fina rule will require extensive regulatory interpretation and supervisory oversight, including
coordination of this interpretive guidance and oversight among the U.S. regulatory agencies implementing the rules. While the
final Volcker Rule containsexceptionsfor market-making, underwriting, risk-mitigating hedging, and certaintransactionson behal f
of customers and activities in certain asset classes, the parameters of these exceptions and requirements are unclear. Trading
activities engaged in by HSBC USA will be subject to restrictions designed to ensure compliance with the final Volcker Rule and
subject to the development of extensive compliance policies and procedures. The final Volcker Rule also restricts acquiring or
retaining an ownership interest in, or sponsoring or having certain relationships with, “covered funds’, which generally include
entities that would be an investment company under the Investment Company Act of 1940, but for the exemptions provided in
Section 3(c)(1) or Section 3(c)(7) of such Act, aswell as certain commodity pools. The final Volcker Rule includes exemptions,
among others, for certainlimitedinvestmentsin conjunctionwith asset management activitiesfor customers, for loan securitizations,
for asset-backed commercia paper conduits, and for underwriting and market making in covered funds. As with the proprietary
trading restrictions, the exemptions are generally subject to avariety of compliance requirements and conditions. Any limited, yet
permissible, investmentsin covered funds are required to be deducted from the Tier 1 capital of banking entities. Thefinal Volcker
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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 thefinal Volcker Rule. Compliance with the Volcker Rule could increase
our operational and compliance costs, reduce our trading revenues, and adversely affect our results of operations.

The FRB hasalso issued proposed rulesto implement enhanced supervisory and prudential requirementsand the early remediation
requirements established under the Dodd-Frank Act. The enhanced standardsincluderisk-based capital and leverage requirements,
liquidity standards, requirements for overall risk management, single-counterparty credit limits, and stresstest requirements. The
FRB hasissued final rules requiring covered entities to undergo annual stress tests conducted by the FRB and conduct their own
“company-run” stressteststwice ayear in conjunction with the CCAR program. Final regulations addressing the remaining items
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. CCAR isan 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 objectionsto our future capital plans submitted through the CCAR program. If we do not passthe CCAR review it could
adversely affect our ability to make distributions, including dividends on our preferred stock and trust preferred securities, or to
enter into acquisitions.

HSBC Bank USA isalso required under the Dodd Frank Act to undergo the “DFAST,” an annual company-run stresstest that runs
concurrently with, and is submitted at the same time as, CCAR. The DFAST is based on the OCC's stress scenario assumptions
that are appropriate for the economic conditions assumed in each scenario. HSBC Bank USA isrequired to publish the results of
the DFAST. If our stresstesting projectionsdiffer significantly from our peersor the FRB objectsto 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 regulatorswill respond to the Dodd-Frank Act and theimplementing regul ations under the legisl ation, and how the cumulative
effectsof both U.S. and non-U.S. lawsand regul ationswill affect our businessesand operations. Additional |egislative or regulatory
actionsin the U.S., the European Union ("EU") or in other countries could result in a significant loss of revenue, limit our ability
to pursue business opportunities in which we might otherwise consider engaging, affect the value of assets that we hold, require
ustoincrease our pricesand therefore reduce demand for our products, impose additional costson us, or otherwise adversely affect
our businesses. Accordingly, any such new or additional legislation or regulations could have an adverse effect on our business,
resultsof operationsor financial condition. Regulatorsinthe EU and in the United Kingdom ("U.K.") arein the midst of proposing
far-reaching programs of financial regulatory reform. These proposals include enhanced capital, leverage, and liquidity
requirements, changes in compensation practices (including tax levies), separation of retail and wholesale banking, the recovery
and resolution of EU financial institutions, amendments to the Markets in Financial Instruments Directive and the Market Abuse
Directive, and measures to address systemic risk. Furthermore, certain large global systemically important banks ("G-SIBs"),
including HSBC, will be subject to capital surcharges and other enhanced prudential requirements. While the Financia Stability
Board 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 U.S. or the U.K.

The implementation of regulations and rules promulgated by these bodies could result in additional costs or limit or restrict the
way HSBC conductsitsbusinessin the EU and, in particular, in the U.K. Furthermore, the potentially far-reaching effects of future
changesin laws, rules or regulations, or in their interpretation or enforcement as aresult of EU or U.K. legislation and regulation
are difficult to predict and could adversely affect HSBC USA’s operations.

The transition to the new requirements under Basel 111 will continue to put significant pressure on regulatory capital and
liquidity. HSBC North Americais required to meet consolidated regulatory capital and liquidity requirements, including new or
modified regulations and related regulatory guidance, in accordance with current regulatory timelines. In December 2010, the
Basel Committeeissued “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 11
Liquidity Framework”) (together, Basel I11). In October 2013, the U.S. banking regulators published a final rule in the Federal
Register implementing the Basel |11 Capital Framework and the Dodd-Frank Act’s phase-out of trust preferred securitiesfrom Tier
1 capital, which we refer to as the “Basel 111 Final Rule’. The Basdl |11 Final Rule establishes new minimum capital and buffer
reguirements 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 or "OCI" in capital. The Basel |11 Final Rule also increases capital
requirementsfor counterparty credit risk. Asof January 1, 2014, HSBC North Americaand HSBC Bank USA arerequired to begin
complying with the effective portions of the Basel 111 Final Rule. The Basel 111 Final Rule will materially increase our regul atory
capital requirements over the next several years.

In addition to the Basel 111 Final Rule, there continue to be numerous proposals or potential proposals that could significantly
impact the regulatory capital standards and requirements applicableto financial institutions such asHSBC North America, aswell
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as our ability to meet these requirements. The Basel Committee has finalized a framework for domestic systemically important
banks (“D-SIBs") which isintended to supplement the G-SIB framework by imposing a capital buffer on certain banks that have
an important impact on their domestic economies. While, the Basel 111 Final Rule did not address the adoption of a surcharge on
D-SIBs, federal banking regulators noted that they are considering a capital surcharge for institutions with $50 billion or more in
total consolidated assets, or somesubset of suchinstitutions, consistent with the Basel Committee' ssurcharge proposals. Inaddition,
the Basel Committee has proposed revisions to the Basel 111 Leverage ratio (known in the U.S. as the “ supplementary leverage
ratio” or "SLR") that, if adopted as proposed, would substantially increase the denominator of theBasel |11 Leverageratio, primarily
with regard to exposures for derivatives and securities financing transactions (“SFTs"), and could further increase the capital
reguirements applicable to HSBC North America and HSBC Bank USA. The FRB has also indicated it is considering proposals
relating to the use of short-term wholesale funding by financial ingtitutions, particularly SFTs, which could include a capital
surcharge based on the institution’s reliance on such funding, and/or increased capital requirements applicable to SFT matched
books. Accordingly, there continuesto be significant uncertainty regarding significant portions of the capital regimethat will apply
to HSBC North America and, as a result, the ultimate impact of these capital requirements will have on our long term capital
planning and the results of our operations.

Further increasesin 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 Americain the Federal Reserve’'s CCAR stress test process will also require that
HSBC North America maintain sufficient capital to meet minimum regulatory ratios including a 5 percent Tier 1 common ratio
(as defined by the Federal Reserve) over a nine-quarter forward-looking planning horizon, which could also require increased
capital to withstand the application of the stress scenariosover the planning horizon. HSBC Bank USA isalso required to participate
inthe OCC’'sDFAST, that runsconcurrently with, and issubmitted at the sametime as, the CCAR. These stresstesting requirements
arelikely toinfluenceour regulatory capital and liquidity planning process, and may impose additional operational and compliance
costson us.

HSBC North America is also in the process of evaluating the Basel 111 Liquidity Framework and the U.S. proposed rules for
liquidity risk management. The Basel Committee has proposed two minimum liquidity risk measures. Theliquidity coverageratio
("LCR") measurestheamount of afinancial institution’s unencumbered, high-quality, liquid assetsrel ativeto the net cash outflows
the ingtitution could encounter under a significant 30-day stress scenario. The net stable funding ratio ("NSFR") measures the
amount of longer-term, stable sources of funding employed by afinancia institution relative to the liquidity profiles of the assets
funded and the potential for contingent calls on funding liquidity arising from off-bal ance sheet commitments and obligations over
aone-year period. The Federal Reserve and the OCC have proposed rules to implement the LCR with stricter requirementsand a
faster implementation timeline than the Basel Committee has established. The U.S. regulators have not yet issued a proposal to
implement the NSFR for U.S. banking organizations. HSBC USA may need toincreaseitsliquidity profileto support HSBC North
America's compliance with these future rules.

Preparation for Basel |11 hasinfluenced and islikely 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 maketo itsliquidity or capital position, if any, and what effect, if any, such changeswill have
on our resultsof operationsor financial condition. New regulatory capital and liquidity requirementsmay limit or otherwiserestrict
how we utilize our capital and may require usto increase our capital or liquidity. Any requirement that we increase our regulatory
capital, regulatory capital ratiosor liquidity could require usto liquidate assets or otherwise change our business and/or investment
plans, which may negatively affect our financial results.

Regulatory investigations, fines, sanctions and requirements relating to conduct of business and financial crime could
negatively affect our results and brand. Financial service providersareat risk of regulatory sanctionsor finesrelated to conduct
of businessand financial crime. Theincidenceof regulatory proceedingsand other adversarial proceedingsagainst financial service
firmsisincreasing.

In December 2012, HSBC, HSBC North Americaand HSBC Bank USA entered into agreementsto achieve aresolution with U.S.
and U.K. government agenciesregarding past inadequate compliancewith AML/BSA and sanctionslaws, including the previously
reportedinvestigationshy theU.S. Department of Justice, the FRB, the OCC and FinCEN inconnectionwithAML/BSA compliance,
including cross-border transactions involving our cash handling business in Mexico and banknotes business in the U.S,, and
historical transactions involving parties subject to OFAC economic sanctions. As part of the resolution, HSBC and HSBC Bank
USA entered into the five-year U.S. DPA with the U.S. Department of Justice, the United States Attorney's Office for the Eastern
District of New York, and the United States Attorney's Office for the Northern District of West Virginia, and HSBC entered into
the two-year DANY DPA with the New York County District Attorney, and HSBC consented to a cease and desist order and a
monetary penalty order with the FRB. In addition, HSBC Bank USA entered into amonetary penalty consent order with FinCEN
and a separate monetary penalty order with the OCC. HSBC also entered into an undertaking with the U.K. Financial Services
Authority, now a FCA Direction, to comply with certain forward-looking obligations with respect to AML and sanctions
requirements over afive-year term.
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Under these agreements, HSBC and HSBC Bank USA made paymentstotaling $1.921 billion to U.S. authorities, of which $1.381
billion was attributed to and paid by HSBC Bank USA, and are continuing to comply with ongoing obligations. Over the five-
year term of the agreementswith the U.S. Department of Justice and the FCA, an independent monitor (who also will be, for FCA
purposes, a"skilled person™ under Section 166 of the Financial Services and MarketsAct) will evaluate HSBC's progressin fully
implementing its obligations, and will produce regular assessments of the effectiveness of HSBC's compliance function. Michael
Cherkasky was selected as the independent monitor and his monitorship is proceeding as anticipated and consistent with the
timelines and requirements set forth in the relevant agreements. In July 2013, the United States District Court for the Eastern
District of New York entered an order approving the U.S. DPA pursuant to the court's supervisory power and granting the parties
application to place the case in abeyance for five years. The court will maintain supervisory power over the implementation of the
U.S. DPA while the case isin abeyance.

If HSBC and HSBC Bank USA fulfill all of the requirementsimposed by the U.S. DPA, the U.S. Department of Justice's charges
against those entities will be dismissed at the end of the five-year period of that agreement. Similarly, if HSBC fulfills all of the
requirements imposed by the DANY DPA, DANY's charges against it will be dismissed at the end of the two-year period of that
agreement. The U.S. Department of Justice may prosecute HSBC or HSBC Bank USA in relation to the matters that are subject
of the U.S. DPA if HSBC or HSBC Bank USA breaches the terms of the U.S. DPA, and DANY may prosecute HSBC in relation
to the matters which are the subject of the DANY DPA if HSBC violates the terms of the DANY DPA.

HSBC Bank USA, asdollar clearer for all U.S. dollar transactionsfor HSBC globally, managesasignificant AML risk in theglobal
correspondent banking area because of the breadth and scale of that area, especially asit relatesto transactionsinvolving 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 conseguences under the US DPA, the DANY DPA or our other consent agreements. The remediation of our AML risk is
akey priority, however the design and execution of remediation plantsis complex, requiring major investment in people, systems
and other infrastructure. This complexity creates risk that the timeline for execution of some of our remediation activities could
be delayed, which could impact our ability to satisfy our regulators on our progress regarding meeting certain of our obligations
under the US DPA, the DANY DPA and our other consent agreements.

In the event of the prosecution of criminal charges, there could be significant collateral consequencesto HSBC and its affiliates,
including potential restrictions on our ability to operatein the U.S,, loss of business or licenses, withdrawal of funding and harm
to our reputation, all of which would have a material adverse effect on our business, liquidity, financial condition, results of
operations and prospects. In addition, the settlement with regulators does not preclude private litigation relating to, among other
things, HSBC's compliance with applicable anti-money laundering, BSA and sanctions laws, which, if determined adversely, may
result in judgments, settlements or other results that could materially adversely affect our business, financial condition or results
of operations, or cause serious reputational harm.

Failure to comply with certain regulatory requirements would have an adverse material effect on our results and operations.
Asreflected 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.FR. § 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 afinancial subsidiary. Asaresult, HSBC USA and its parent bank holding companies no longer meet
the qualification reguirements 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, unlessit 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 activitiesin reliance on expanded powers provided for in the GLB
Act. Any such divestiture or termination of activitieswould have an adverse material effect onthe consolidated resultsand operation
of HSBC USA.

We may incur additional costs and expenses in ensuring that we satisfy requirements relating to our mortgage foreclosure
processes and the industry-wide delay in processing foreclosures may have a significant impact upon loss severity. As
previously reported, HSBC Bank USA entered into the OCC Servicing Consent Order with the OCC and our affiliate, HSBC
Finance Corporation, and our common indirect parent, HSBC North America entered into a similar consent order with the FRB
following completion of abroad horizontal review of industry foreclosure practices.

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. The Servicing Consent Orders required an
independent review of foreclosures pending or completed between January 2009 and December 2010 to determineif any borrower
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was financialy injured as aresult of an error in the foreclosure process. We refer to this as the Independent Foreclosure Review.
On February 28, 2013, HSBC Bank USA entered into an agreement with the OCC, and HSBC Finance Corporation and HSBC
North America entered into an agreement with the FRB, which werefer to asthe "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, in addition, is providing other assistance
(e.g., loan modifications) to help digible borrowers. As aresult, in 2012, we recorded expenses of $19 million which reflectsthe
portion of HSBC North America'stotal expense of $104 million that we believeisallocableto us. As of December 31, 2013, Rust
Consulting, Inc., the paying agent, has issued aimost all checks to eligible borrowers. See Note 28, "Litigation and Regulatory
Matters," in the accompanying consolidated financial statements for further discussion.

While we believe compliance related costs have permanently increased to higher levels due to the remediation requirements of
the Servicing Consent Orders, this settlement will positively impact compliance expenses in future periods as the significant
resources working on the Independent Foreclosure Review are no longer required. In addition, the Servicing Consent Orders do
not preclude additional enforcement actions against HSBC Bank USA or our affiliates by bank regulatory, governmental or law
enforcement agencies, such as the Department of Justice or state Attorneys General, which could include the imposition of civil
money penalties and other sanctions relating to the activities that are the subject of the Servicing Consent Orders. In addition, 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 U.S. Department of Housing and Urban Development and state Attorneys
General of 49 states announced a settlement with the five largest U.S. mortgage servicers with respect to foreclosure and other
mortgage servicing practices. HSBC Bank USA, together with our affiliate HSBC Finance, have had discussionswith U.S. bank
regulators and other governmental agencies regarding apotential resolution, although the timing of any settlement is not presently
known. We recorded an accrual of $38 million in thefourth quarter of 2011 (which wasreduced by $6 million in the second quarter
of 2013) reflecting the portion of the HSBC North America accrual that we currently believe is allocable to HSBC Bank USA.
As this matter progresses and more information becomes available, we will continue to evaluate our portion of the HSBC North
Americaliability which may result in achangeto our current estimate. Any such settlement, however, may not completely preclude
other enforcement actions by state or federal agencies, regulators or law enforcement agencies relating to foreclosure and other
mortgage services practices, including, but not limited to, mattersrelating to the securitization of mortgagesfor 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 private litigation concerning foreclosure and other mortgage servicing
practices.

Beginning in late 2010, we temporarily suspended all new foreclosure proceedings and in early 2011 temporarily suspended
foreclosuresin process where judgment had not yet been entered while we enhanced forecl osure documentation and processes for
foreclosures and re-filed affidavits where necessary. We have resumed processing suspended foreclosure activitiesin substantially
all statesand have now referred the majority of the backlog of loansfor foreclosure. We have also begun initiating new foreclosure
activitiesin substantially all states. The number of new real estate owned ("REQ") properties added to inventory will continue to
be impacted due to certain states having foreclosure timelines that have extended.

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

Our reputation has a direct impact on our financial results and ongoing operations. Our ability to attract and retain customers
and conduct businesstransactionswith 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, variousissues that
could give rise to reputationa risk could cause harm to us and our business prospects. Reputational issues include, but are not
limited to:

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

e appropriately addressing potential conflicts of interest;

» lega and regulatory requirements;

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

e anti-money laundering and economic sanctions programs;

e privacy issues,

o fraudissues

e datasecurity issues related to our customers or employees;

23



HSBC USA Inc.

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

»  recordkeeping;

e salesand trading practices;

e customer service;

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

e general company performance.

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

Thefailureto address, or the perception that we have failed to address any of these i ssues appropriately could make our customers
unwilling to do business with us or giverise to increased regulatory action, which could adversely affect our results of operations.

Operational risks, such as systems disruptions or failures, data quality, breaches of security, cyberattacks, human error,
the outsourcing of certain operations, changes in operational practices or inadequate controls may adversely impact our
business and reputation. Operational risk isinherent in virtually all of our activities. While we have established and maintain
an overall risk framework that is designed to balance strong corporate oversight with well-defined independent risk management,
we continue to be subject to some degree of operational risk. For example, data quality is critical for our risk and compliance
functions aswell asfor decision making and operational processes. Our businesses are dependent on our ability to processalarge
number of complex transactions, most of which involve, in some fashion, electronic devices or electronic networks. Lack of high
quality data and effective reporting systems can impact al levels of management decision making, enterprise risk management,
governance and our ability to meet our regulatory requirements. If any of our financial, accounting, or other data processing and
other recordkeeping systems and management controls fail, are subject to cyberattack that compromises electronic devices or
networks, or have other significant shortcomings, we could be materially adversely affected. Also, in order to react quickly to or
meet newly-implemented regulatory requirements, we may need to change or enhance systems within very tight time frames,
which would increase operational risk.

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

e computer viruses, electrical, telecommunications, or other essential utility outages;

»  cyberattacks, which aredeliberate attemptsto gain unauthorized accessto digital systemsfor purposes of misappropriating
assets or sensitive information, corrupting data, or impairing operational performance;

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

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

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

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

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

« threatening the assets of our customers, potentially impacting our customer’sability to repay |oan balances and negatively
impacting their credit ratings;
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e causing ustoincur remediation and other costsrelated to liability for customer or third partiesfor losses, repairsto remedy
systems flaws, or incentives to customers and business partners to maintain and rebuild business relationships after the
attack;

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

Thethreat from cyberattacksisaconcernfor our organizationandfailureto protect our operationsfrominternet crimeor cyberattacks
may result in financial loss and loss of customer data or other sensitive information which could undermine our reputation and
our ahility to attract and keep customers. We face various cyber risksin line with other multinational organizations. During 2013,
HSBC was subjected to severa 'denial of service' attacks on our external facing websites across Europe, Latin America, Asiaand
North America. A denial of service attack is the attempt to intentionally paralyze acomputer network by flooding it with data sent
simultaneously from many individual computers. We experienced one significant global attack during which we were attacked by
numerous individuals over a three hour period. Each attack lasted 15 to 20 minutes and used a different attack profile. During
active attacks, customers were intermittently unable to access our websites. Although we received few complaints, there were
three instances when accessto HSBC websiteswas unavail able. While there waslimited effect from all other attackswith services
maintained and no data losses, there can be no assurance that future attacks will not result in service outages and the loss of data.

Inaddition, thereistherisk that our operating system controls aswell as business continuity and data security systems could prove
to beinadequate. Any such failure could affect our operations and could have amaterial adverse effect on our results of operations
by requiring us to expend significant resources to correct the defect, as well as by exposing usto litigation or losses not covered
by insurance.

Changes to operational practices from timeto time could materially positively or negatively impact our performance and results.
Such changes may include:

e our raising the minimum payment or fees to be charged on credit card accounts;

» thedecisionto sell credit card receivables or our determining to acquire or sell residential mortgage loans and other loans;
e changesto our customer account management and risk management/collection policies and practices;

e our ability to attract and retain key employees;

e our increasing investment in technology, business infrastructure and specialized personnel;

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

e our outsourcing of various operations.

We depend on third-party suppliers, outsource providers and our affiliates for avariety of services. The OCC requires financial
institutions to maintain a third party risk management program, which includes due diligence requirements for third parties as
well asfor our affiliates who may perform services for us. If our third party risk management and due diligence program is not
sufficiently robust this could lead to regulatory intervention. If outsourcing services are interrupted or not performed or the
performance is poor this could damage our reputation and our client relationships and adversely affect our operations and our
business.

The Sarbanes-Oxley Act of 2002 requires our management to eval uate our disclosure controls and procedures and internal control
over financial reporting. We arerequired to disclose, in our annual report on Form 10-K, the existence of any "material weaknesses'
inour internal control. Inacompany aslarge and complex asours, lapsesor deficienciesininternal 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.

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

Federal Reserve Board policies can significantly affect business and economic conditions and our financial results and
condition. The FRB regulates the supply of money and credit in the United States. Its policies determine in large part our cost of
fundsfor 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 mortgage servicing rights
("MSRs"). Its policies also can affect our borrowers, potentialy increasing the risk that they may fail to repay their loans.
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Expectations that the scale of government repurchase schemes and quantitative easing measures may be reduced have resulted in
more volatile market conditions. Changes in FRB policies are beyond our control and can be hard to predict.

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

e aninability to attract or retain deposits;

e diminished access to capital markets;

* anincreased interest rate environment for our commercia paper, deposits or term debt;
» unforeseen cash or capital requirements;

e aninability to sell assets; and

e aninability to obtain expected funding from HSBC subsidiaries and clients.

These conditions could be caused by a number of factors, including internal and external factors, such as, among others:
» financial and credit market disruption;
» volatility or lack of market or customer confidence in financial markets;

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

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

HSBC has provided capital support in the past and has indicated its commitment and capacity to fund the needs of the businessin
the future.

Our credit ratings are an important part of maintaining our liquidity. Any downgradein 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. Downgradesin our credit ratings also may trigger additional collateral or funding obligationswhich
could negatively affect our liquidity, including asaresult of credit-related contingent featuresin certain of our derivative contracts.
On February 6, 2014, Standard and Poor's published a request for comment regarding proposed revisions to their treatment of
Bank and Prudentially Regulated Finance Company Hybrid Capital Instruments. The adoption of any such revisions may
unfavorably impact the ratings of our Preferred Stock, Trust Preferred securities and Subordinated Debt.

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” - isvery 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 productsto our customers or influence usto sell our products at lower prices, reducing our net interest income
and revenuefrom our fee-based products. It could al so affect our ability to keep existing customers. New technologiescould 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.

Changes in interest rates could reduce the value of our mortgage servicing rights and result in a significant reduction in
earnings. Asaresidential mortgage servicer in the U.S., we have a portfolio of MSRs, which isin run-off. An MSR isthe right
to serviceamortgageloan - collect principal, interest and escrow amounts - for afee, which prior to the conversion of our mortgage
processing and servicing operationsto PHH Mortgage, we retained when we sold originated mortgage |oans. Beginning with May
2013 applications, we now sell our agency eligible mortgage originations to PHH Mortgage on a servicing released basis which
resultsin no new servicing rights being recognized. Prior to our strategic relationship with PHH Mortgage, M SRswere recognized
asaseparate and distinct asset at the timeloanswere sold. Weinitially valued MSRs at fair value at the time therelated loanswere
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 valueisthe present value of estimated future net servicing income, cal culated based on anumber
of variables, including assumptions about the likelihood of prepayment by borrowers. M SRs are subject to interest rate risk in that
their fair value will fluctuate as aresult of changesin the interest rate environment. When interest ratesfall, borrowers are usually

26



HSBC USA Inc.

more likely to prepay their mortgage loans by refinancing them at alower rate. Asthelikelihood of prepayment increases, thefair
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 aresult,
areduction in the fair value of our MSRs could have a significant adverse impact on our earnings in a given period.

Increased credit risk, including as a result of a deterioration in economic conditions, could require us to increase our
provision for credit losses and allowance for credit losses and could have a material adverse effect on our results of operations
and financial condition. When weloan money or commit to loan money weincur credit risk, or therisk of lossesif 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
iscritical 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 borrowersto 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 lossesin the
portfolio and our alowance for credit losses.

While we believe that our allowance for credit losses was appropriate at December 31, 2013, there is no assurance that it will be
sufficient to cover future credit losses, especialy if housing and employment conditions worsen. In the event of significant
deterioration in economic conditions, we may be required to build reservesin future periods, which would reduce our earnings.

Financial difficulties or credit downgrades of mortgage and bond insurers may negatively affect our servicing and
investment portfolios. Our servicing portfolio includes certain mortgage loans that carry some level of insurance from one or
more mortgage insurance companies. To the extent that any of these companies experience financial difficulties or credit
downgrades, we may be required, as servicer of the insured loan on behalf of the investor, to obtain replacement coverage with
another provider, possibly at a higher cost than the coverage we would replace. We may be responsible for some or al 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 municipa bonds that are guaranteed against loss by bond
insurers. The value of these bonds and the payment of principal and interest on them may be negatively affected by financial
difficulties or credit downgrades experienced by the bond insurers.

The financial condition of 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 servicesingtitutions areinterrelated as aresult of market-making, trading, clearing, counterparty, or other relationships.
HSBC routinely executes transactions with counterparties in the financial services industry, including brokers and dealers,
commercia banks, investment banks, mutual and hedge funds, and other institutional clients. Many of these transactions expose
usto credit risk in the event of adefault by the counterparty or client. When such a client becomes bankrupt or insolvent, we may
become entangled in significant disputes and litigation with the client's bankruptcy estate and other creditors or involved in
regulatory investigations, all of which can increase our operational and litigation costs.

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

We may incur additional costs and expenses relating to mortgage loan repurchases and other mortgage loan securitization-
related activities. Inconnectionwithourloan saleand securitizationactivitieswith FannieM aeand FreddieMac (the" Government
Sponsored Entities" or "GSES") and loan sale and private-label securitization transactions, HUSI has made representations and
warranties that the loans sold meet certain requirements. For transactions with the GSEs, these representations include type of
collateral, underwriting standards, validity of certain borrower representationsin connection with the loan, that primary mortgage
insurance isin force for any mortgage loan with aloan-to-value ratio ("LTV") greater than 80 percent, and the use of the GSES
standard legal documentation. We may be, and have been, required to repurchase loans and/or indemnify the GSEs and other
private investors for losses due to breaches of these representations and warranties.
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I n estimating our repurchaseliability arising from breaches of representati onsand warranties, we consider several factors, including
the level of outstanding repurchase demandsin inventory and our historical defenserate, thelevel of outstanding requestsfor 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 |oans for which we have not received aloan 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 factorsreferred 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 whol e loans have been the subject of lawsuits and governmental and regulatory investigationsand 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 participantswithin these groups. Astheindustry'sresidential foreclosureissuescontinue, 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 hasbeen sued by municipalitiesand tenantsall eging variousobligations
of law, including lawsregarding property upkeep and tenants' rights. While we believe and continueto 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 othersin the name of "HSBC,
astrustee." We expect this level of focuswill continue and, potentially, intensify, so long asthe U.S. real estate markets continue
to be distressed. As aresult, 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 agroup.

Lawsuits and regulatory investigations and proceedings may continue and increase in the current economic and regulatory
environment. Intheordinary course of business, HSBC USA and its affiliates are routinely named as defendantsin, 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, investigationsand formal and informal proceedings, asdescribedin Note
28, "Litigation and Regulatory Matters," certain of which may result in adverse judgments, settlements, fines, penalties, injunctions
and other relief. Thereis no certainty that the litigation will decrease in the near future, especialy in the event of continued high
unemployment rates, aresurgent recession or additional regulatory and law enforcement investigations and proceedings by federal
and state governmental agencies. Further, in the current environment of hel ghtened regulatory scrutiny, particularly in thefinancia
services industry, there may be additional regulatory investigations and reviews conducted by banking and other regulators,
including the CFPB, state Attorneys General or state regulatory and law enforcement agenciesthat, if determined adversely, may
result in judgments, settlements, fines, penalties or other results, including additional compliance regquirements, which could
materially adversely affect our business, financial condition or results of operations, or cause serious reputational harm. See
"Regulatory investigations, fines, sanctions and requirements relating to conduct of business and financial crime could negatively
affect our results and brand" and "We may incur additional costs and expenses in ensuring that we satisfy requirements relating
to our mortgage foreclosure processes and the industry-wide delay in processing foreclosures may have a significant impact upon
loss severity" above.

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

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. Asaresult of concerns about the accuracy of the
calculation of the daily LIBOR, a number of British Bankers' Association (the "BBA") 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 authoritiesin variousjurisdictions. Following areview of LIBOR conducted at the
request of the U.K. Government, on September 28, 2012, recommendations for reforming the setting and governing of LIBOR
were released (the "Wheatley Review"). The Wheatley Review made a number of recommendations for changes with respect to
LIBOR, including the introduction of statutory regulation of LIBOR, the transfer of responsibility for LIBOR from the BBA to
an independent administrator, changesto the method of compilation of lending rates and new regulatory oversight and enforcement
mechanisms for rate-setting and a reduction in the number of currencies and tenors for which LIBOR is published. Based on the
Whesatley Review and on a subsequent public and governmental consultation process, on March 25, 2013, the U.K. Financial
Services Authority published final rules for the U.K. Financial Conduct Authority’s regulation and supervision of LIBOR (the
"FCA Rules"). In particular, the FCA Rulesinclude requirementsthat (1) an independent LIBOR administrator monitor and survey
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LIBOR submissionsto identify breaches of practice standards and/or potentially manipulative behavior, and (2) firms submitting
data to LIBOR establish and maintain a clear conflicts of interest policy and appropriate systems and controls. The FCA Rules
took effect on April 2, 2013. NY SE Euronext Rate Administration L td. hasbeen appointed astheindependent LIBOR administrator,
effective in early 2014. Similar changes may occur with respect to other reference 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 requirementsin 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 aforeign 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
ina"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, major counterparties and "interdependencies," among other things, and require
substantial effort, time and cost across all of our businesses and geographies. These resolution plans are subject to review by the
FRB and the FDIC.

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 the regulators to resolve the U.S.
businesses in a way that protects systemically important functions without severe systemic disruption and without exposing
taxpayersto loss), and we do not remedy the deficiencies within the required time period, we could be required to restructure or
reorganize businesses, legal entities, or operational systems and intracompany 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.

Management projections, estimates and judgments based on historical performance may not be indicative of our future
performance. Our management is required to use certain estimates in preparing our financial statements, including accounting
estimates to determine loan 1oss reserves, reserves related to litigation, deferred tax assets and the fair market value of certain
assets and liabilities, including goodwill and intangibles, anong other items. In particular, [oan loss reserve estimates and certain
asset and liability valuations are subject to management’s judgment and actual resultsareinfluenced by factors outside our control.
To the extent historical averages of the progression of loansinto 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
valueof assetsand liabilitiesnot supported by market pricesor other observable parametersdo not sufficiently capturetheir inherent
risk, unexpected additional losses could resullt.

We arerequired to establish avaluation allowance for deferred tax assets and record a charge to income or shareholders’ equity if
we determine, based on available evidence at the time the determination is made, that it is more likely than not that some portion
or all of the deferred tax assets will not be realized. In evaluating the need for a valuation allowance, we estimate future taxable
income based on management approved business plans, future capital requirements and ongoing tax planning strategies, including
capital support from HSBC necessary aspart of such plansand strategies. Thiseval uation processinvolves 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 changesin 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 17, "Income Taxes," in the accompanying consolidated financial statements for additional
discussion of our deferred tax assets.

Changes in accounting standards are beyond our control and may have a material impact on how we report our financial
results and condition. Our accounting policies and methods are fundamental to how we record and report our financial condition
and results of operations. From time to time, the Financial Accounting Standards Board ("FASB"), the International Accounting
Standards Board ("1ASB"), 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 could,
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among other things, significantly change how we value 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 statementsin material amounts. We may, in certain instances, change a business practice in order to comply with
new or revised standards.

The exposure to certain countries in the eurozone may adversely impact our earnings. Eurozone countries are members of
the EU and part of the euro single currency bloc. The peripheral eurozone countries are those that exhibited levels of market
volatility that exceeded other eurozone countries, demonstrating fiscal or political uncertainty which may persist into 2014. In
2013, in spite of improvements through austerity and structural reforms, the peripheral countries of Greece, Ireland, Italy, Portugal
and Spain continued to exhibit a high ratio of sovereign debt to gross domestic product and excessive fiscal deficits. During 2013,
we continued to monitor and reduce where appropriate our overall net exposure to counterparties domiciled in other eurozone
countriesthat had exposuresto sovereign and/or banksin peripheral eurozone countries of sufficient sizeto threaten their on-going
viability in the event of an unfavorable conclusion to the current crisis. However, we continue to be exposed to certain eurozone
related risk as it relates to governments and central banks of selected eurozone countries with near/quasi government agencies,
banks and other financial institutions and other corporates. Given that the recent fiscal or political instability while improved is
not completely ameliorated for many of these countries, it ispossiblethat our continued exposureto these economiesmay adversely
impact our earnings.

Key employees may be difficult to retain due to contraction of the business and limits on promotional activities. Our
employeesareour most important resource and, in many areasof thefinancia servicesindustry, competitionfor qualified personnel
isintense. If we were unable to continue to attract and retain qualified key employees to support the various functions of our
businesses, our performance, including our competitive position, could bematerially adversely affected. Our financial performance,
reductions in variable compensation and other benefits could raise concerns about key employees future compensation and
opportunities for promation. As economic conditions improve, we may face increased difficulty in retaining top performers and
critical skilled employees. If key personnel wereto leave usand equally knowledgeabl e 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.

Significant reductions in pension assets may require additional financial contributions from us. Effective January 1, 2005,
our previously separate qualified defined benefit pension plan was combined with that of HSBC Finance's into a single HSBC
North America qualified defined benefit plan. At December 31, 2010, the defined benefit plan was frozen, significantly reducing
future benefit accruals. At December 31, 2013, 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 $457 million. As these
obligations relate to the HSBC North America pension plan, only a portion of this deficit could be considered our responsihility.
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 assetsand/or increasesin interest rates resulting in lower liability valuations. See Note 21, "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. New regulatory requirements necessitate more frequent reporting,
which requires accurate, consistent and timely management information and analysis to be produced. |nadequate management
information systems or processes could lead to afailure to meet our regulatory reporting obligations or other internal or external
information demands.

Item 1B. Unresolved Staff Comments

None.
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Item 2. Properties

The principal executive offices of HSBC USA and HSBC Bank USA arelocated 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 atotal of 10
years, along with four other temporary floors for periods between nine and 15 months. The main office of HSBC Bank USA is
located at 1800 Tysons Blvd., Suite 50, McLean, Virginia 22102. HSBC Bank USA has 157 branches in New York, 37 branches
in California, 18 branchesin Florida, nine branchesin New Jersey, seven branchesin Virginia, four branchesin Washington, three
branchesin Connecticut, three branchesin Maryland, two branchesin the District of Columbia, two branchesin Pennsylvaniaand
one branch in each of Delaware and Oregon at December 31, 2013. We a so have 13 representative officesin New York, threein
Cadlifornia, two in Texas, Pennsylvaniaand Massachusetts, and one in each of the District of Columbia, Florida, Georgia, Illinois,
North Carolina, New Jersey, Oregon, and Washington. Approximately 21 percent of these offices are located in buildings owned
by HSBC Bank USA and theremaining arelocated in | eased premises. I n addition, there are officesand | ocationsfor other activities
occupied under various types of ownership and leaseholdsin New York and other states, none of which are materially important
to our operations. HSBC Bank USA also owns properties in Montevideo, Uruguay and leases premisesin Bogota, Columbiaand
Lima, Peru.

In 2012, we completed the sale of 195 non-strategic retail branches, including certain loans, deposits and related branch premises,
located primarily in upstate New York, to First Niagara Bank N.A.

Item 3. Legal Proceedings

See "Litigation and Regulatory Matters' in Note 28, "Litigation and Regulatory Matters," in the accompanying consolidated
financial statements beginning on page 231 for our legal proceedings disclosure, which isincorporated herein by reference.

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

Not applicable.
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PART Il

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

Not applicable.

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 businessto Capital One. The sale included our General Motors and Union Plus
credit card receivablesaswell asour privatelabel credit card and closed-end receivables, al of which were purchased from HSBC
Finance. Because the credit card and private label receivables sold were classified as held for sale prior to disposition and the
operations and cash flows from these receivables were eliminated from our ongoing operations upon disposition without any
significant continuinginvolvement, wehavereported theresultsof thesecredit card and privatelabel card and cl osed-end receivables
sold as discontinued operations for all periods presented.

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

Thefollowing selected financial data presented bel ow excludesthe results of our discontinued operationsfor all periods presented.
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Year Ended December 31, 2013 2012 2011 2010 2009

(dollars are in millions)
Statement of Income (Loss) Data:

NEL INtErESt INCOME ......eiivieceeee et $ 2041 $ 2158 $ 2434 $ 2613 $ 2984
Provision for credit 10SSES M ..........oeveveeeeeeceeeeeeereseesene . 193 203 258 34 1,431
Total Other FeVENUES........c.oovevereceireereeeeeeee e 1,857 1,973 2,325 2,207 1,401
Operating expenses excluding goodwill impairment and
expense relating to certain regulatory matters...........ccoceee.e. 3,356 3,367 3,819 3,341 3,219
Goodwill IMPAITMENE.........coriiererereee e 616 — — — —
Expense relating to certain regulatory matters..........c.ccc.e...... — 1,381 — — _
Income (loss) from continuing operations before income
tax expense (DENEFIL) ..o (267) (910) 682 1,445 (265)
Income tax expense (DENEFIt) ......ccoeverererereeeeee 71 338 227 439 (98)
Income (loss) from continuing operations............coecvveeneene. (338) (1,248) 455 1,006 (167)
Income from discontinued operations, net of tax................... — 203 563 558 25
NEL INCOME (10SS) ....v.vuvvvereiieieie sttt $ (338) $ (1045 $ 1018 $ 1564 $ (142
Balance Sheet Data as of December 31: -
Loans:
Construction and other real estate..........ccoecevvveeveireecreenenne. $ 9034 $ 8457 $ 7860 $ 8228 $ 8,858
Business and corporate banking..........ccoceeeeerereeieeieniennens 14,446 12,608 10,225 7,945 7,521
Global banking.........cccocveeiiiieiicece e 21,625 20,009 12,658 10,745 9,725
Other commercial 10ans.........cccceeveeceieece e 3,389 3,076 2,906 3,085 3,910
Total commercial [0anS........cccocvuvievieiieeiie e 48,494 44,150 33,649 30,003 30,014
Residential MOrtgages.......coovvvverenieneseneeneseeseeeeeseenens 15,826 15,371 14,113 13,697 13,722
Home equity MOrgages.........ccveveeevevieneesieseeseeeseseenens 2,011 2,324 2,563 3,820 4,164
(1= o [ fr= (o [ 854 815 828 1,250 1,273
AULO FINANCE......oiticie e — — —_ — 1,701
Other CONSUMEY ......oeecveeiereeiteecee e e ereesee e sreeesreesreeens 510 508 714 1,039 1,187
Total CONSUMEY [0ANS........covviuieireiieitecieete et 19,201 19,108 18,218 19,806 22,047
TOtal |OANS.......oceeiieee et s 67,695 63,258 51,867 49,809 52,061
Loans held fOr SAlE.......cocvveeviiiecieceecie et 230 1,018 3,670 2,390 2,908
TOtAl SSELS™ ......ooooveeceeeeee s 185,487 191,446 186507 160,223 142,850
Total tangible @SSets™ ...........ovveeveeeeeeeeeeeees s 183,817 189,150 184,264 157,578 140,177
TOtAl AEPOSIS? ... 112,608 117,671 139,729 120,618 118,203
Long-term debt.........cccveieice e 22,847 21,745 16,709 17,080 15,043
Preferred StOCK .......ccoveeeiiece et 1,565 1,565 1,565 1,565 1,565
Common shareholder’ s eqUItY ........ccocvveveveveeceieeeeeeeeeenens 14,899 16,271 16,937 15,168 13,612
Total shareholders’ equity........cocvevvereverenere e 16,464 17,836 18,502 16,733 15,177
Tangible common shareholder’ s equity ........cccceevveierieeeenenee. 13,388 13,185 14,054 12,522 11,110
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Year Ended December 31, 2013 2012 2011 2010 2009

(dollars are in millions)

Selected Financial Ratios:

Total shareholders' equity to total assetsS.......ooovevererereeneeeeeeeae 8.88% 9.32% 9.92%  10.44%  10.62%
Tangible common shareholder’ s equity to total tangible assets...... 7.28 6.97 7.63 7.95 7.93
Total capital to risk weighted assetS.........ccoevvervennieneeeseee e 16.47 19.52 18.39 18.14 14.19
Tier 1 capital to risk weighted aSSetS.......ccovrverneneenee e 11.73 13.61 12.74 11.80 9.61
Tier 1 common equity to risk weighted assets.........ccoceveeereecceiennens 10.01 11.63 10.72 9.82 7.82
Rate of return on average:

TOtaAl BSSELS......veeeerireeieieie et (.2) (.7 3 6 (1)

Total common shareholder’S eqUILY .........cccovrrcciieirrcceeens (2.6) (7.9 24 6.3 (1.9
Nt INLEreSt MAIGIN. .....eveeeieeeeee et e 1.29 1.30 1.45 1.69 2.00
L 08NS t0 dePOSItS ratiof ..........c.oveeeeeeeeeeeeeee e 79.16 71.35 53.33 57.38 66.05
EffiCIONCY Fatio......ciee e 101.9 114.9 80.2 69.3 73.4
Commercial allowance as a percent of 10ans™..........co.cocoveeeeeneeene. 64 72 1.31 1.74 3.02
Commercial net charge-off ratio™ ............ocoveeeeeeveveeeerreeeseeeeesenen. 15 37 21 1.04 75
Consumer allowance as apercent of 10anS™ ............ccoovevreeeeeneeene. 1.55 1.73 1.65 1.66 315
Consumer two-months-and-over contractual delinquency .............. 6.85 6.92 6.01 6.04 7.33
Consumer net charge-off ratio™ ..o, .85 1.32 1.33 2.13 2.47

(6]

(©)]

(O]

During the fourth quarter of 2012 we extended our loss emergence for loans collectively evaluated for impairment using aroll rate migration analysisto 12
months, which resulted in an increase to our provision for credit losses of approximately $80 million. See ""Credit Quality" in Item 7, "Management
Discussion and Analysis of Financial Condition and Results of Operations,” and Note 7, "Allowance for Credit Losses," in the accompanying consolidated
financial statements for additional discussion.

Includes $15.1 billion of deposits held for sale at December 31, 2011.

Represents period end loans as a percentage of domestic deposits equal to or less than $100,000. Excluding the deposits and loans held for sale to First
Niagara, the ratio was 59.60 percent at December 31, 2011.

Excludes |oans held for sale.

Reductions in trading assets and trading liabilities of $5.1 billion, $2.3 billion and $1.0 billion at December 31, 2012, 2011 and 2010, respectively, were
made to properly reflect the elimination of certain affiliate inter-company balances relating to trading derivatives. We have determined that this correction
had no impact to any other consolidated financial information presented for these years.
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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 SEC, in press
releases, or oral or written presentations by representatives of HSBC USA that are not statements of historical fact and may also

"o LT (LT

congtitute forward-looking statements. Words such as“may”, “will”, “should”, “would”, “could”, “ appears’, “believe’, “intends’,
“expects’, “estimates’, “targeted”, “plans’, “anticipates’, “goal”, and similar expressions areintended to identify forward-looking
statementsbut should not be considered asthe only meansthrough which these statementsmay bemade. These mattersor statements
will relate to our future financial condition, economic forecast, results of operations, plans, objectives, performance or business
developments and will not involve known and unknown risks, uncertainties and other factors that may cause our actual results,
performance or achievements to be materialy 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:

e uncertain market and economic conditions, uncertainty relating to the U.S. debt and budget matters, the potential for
futuredowngrading of U.S. debt ratings, adeclinein housing prices, high unemployment, tighter credit conditions, changes
ininterest rates, the availability of liquidity, unexpected geopolitical events, heightened market concerns over sovereign
creditworthiness in over-indebted countries, 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;

» changesin laws and regulatory requirements;

e extraordinary government actions as a result of market turmoil;

e capital and liquidity requirements under Basel |11, CCAR, and DFAST;

e changesin central banks' policies with respect to the provision of liquidity support to financial markets;

» theability of HSBC and HSBC Bank USA to fulfill the requirementsimposed by the U.S., the DANY DPA, the GLBA
Agreement and other consent agreements,

e damage to our reputation;
» theability to attract and retain customers and to retain key employees,

» theeffectsof competitioninthe marketswherewe operateincluding increased competition for non-bank financial services
companies, including securities firms;

« afailurein or abreach of our operation or security systems or infrastructure, or those of third party servicers or vendors,
« third party suppliers and outsourcing vendors ability to provide adequate services;

e our ability to meet our funding requirements;

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

* increasesin our alowance for credit losses and changesin our assessment of our loan portfolios;

e changesin FASB and IASB accounting standards;

»  changesto our mortgage servicing and foreclosure practices,

e changesin the methodology for determining benchmark rates;

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

« additional financial contribution requirements to the HSBC North America pension plan; and
» unexpected and/or increased expenses relating to, among other things, litigation and regulatory matters.

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 factorsthat could cause actual resultsto differ materially from thosein the forward-looking statements, see ltem
1A, "Risk Factors" in this 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") isan 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" or "HSBC Group"). HUSI may also be referred toin 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, isanational banking
association with banking branch offices and/or representative officesin 16 states and the District of Columbia. In addition to our
domestic offices, we currently maintain foreign branch offices, subsidiaries and/or representative offices in Europe, Asia, Latin
America and Canada. Our customers include individuals, including high net worth individuals, small businesses, corporations,
institutions and governments. We also engage in mortgage banking and serve as an international dealer in derivative instruments
denominated in U.S. dollars and other currencies, focusing on structuring of transactions to meet clients' needs.

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

Current Environment TheU.S. economy continued to slowly improve throughout 2013, however gross domestic product growth
remained below the economy's potential growth rate. Consumer confidence improved during 2013 as consumers continued to feel
better about their household finances due to rising home values and subdued inflation. Nonethel ess, with continuing high gasoline
prices, theincreasein payroll taxesat the beginning of theyear and the onset of budget sequestrationin March, consumer confidence
remained volatilein 2013. While progress on the Federal budget was finally madein December 2013 and January 2014, domestic
fiscal uncertainties, including federal budget and debt ceiling debates, continued to affect consumer sentiment throughout most of
the year. Long-term interest rates began to rise during 2013, in part out of concern that the Federal Reserve would begin to slow
its quantitative easing program if the economy continued to strengthen. While these concerns subsided to a certain extent in
September when the Federal Reserve Board ("FRB") announced its bond buying program would continue at then current levels
to support the slow growing economy, they resurfaced again towards the end of the year due to continuing improvements in
economic growth and a stronger than expected November jobsreport. That led to the FRB's announcement in mid-December that
it would reduce its bond buying stimulus program beginning in January 2014. The Fed's announcement was greeted favorably by
Wall Street and many others in the financial services industry as a sign of validation that the U.S. economy and the job market
werefinally on amore solid footing. As part of this announcement, FRB policy makers also strengthened their statement on short-
terminterest ratesindicating that they would remain at near zero "well past” thetimethe unemployment ratefallsbel ow 6.5 percent.
The prolonged period of low interest rates continues to put pressure on spreads earned on our deposit base.

While the economy continued to add jobs in 2013, the pace of new job creation continued to be slower than needed to reduce
unemployment to historical averages. Although unemployment rates, which are amajor factor influencing credit quality, fell from
7.9 percent at the beginning of theyear to 6.7 percent in December 2013, unemployment remains high based on historical averages.
Also, asignificant number of U.S. residents are no longer looking for work and are not reflected in the U.S. unemployment rates.
Unemployment has continued to have an impact on the provision for credit lossesin our loan portfolio and in loan portfolios across
theindustry. Concernsabout thefutureof theU.S. economy, including the pace and magnitude of recovery fromtherecent economic
recession, consumer confidence, fiscal policy, volatility in energy prices, credit market volatility including the ability to resolve
various global financial issues and trends in corporate earnings will continue to influence the U.S. economic recovery and the
capital markets. In particular, continued improvement in unemployment rates, a sustained recovery of the housing markets and
stabilization in energy prices remain critical components of a broader U.S. economic recovery. These conditions in combination
with the impact of recent regulatory changes, including the on-going implementation of the Dodd-Frank Wall Street Reform and
Consumer Protection Act of 2010 ( the "Dodd-Frank Act" or "Dodd-Frank"), will continue to impact our results in 2014 and
beyond.

The housing market continued to strengthen in 2013 with overall home prices moving higher in many regions as demand increased
and the supply of homes for sale remained restricted. However, the sharp decline in the share of foreclosed home sales currently
being experienced, which is contributing to the increase in home sal e prices, may not continue as the impact of servicers resuming
foreclosure activities and the listing of the underlying properties for sale along with the recent increases in mortgage interest rates
could slow down future price gains. In addition, certain courts and state |legislatures have issued new rules or statutes relating to
foreclosures. Scrutiny of foreclosure documentation has increased in some courts. Also, in some areas, officials are requiring
additional verification of information filed prior to the foreclosure proceeding. The combination of these factors has led to a
significant backlog of foreclosures which will take time to resolve. If a significant number of foreclosures come to market at the
same time, due to the backlog or other delays in processing, it could have an adverse impact upon home prices.
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2013 Events

During the second quarter of 2013, we completed the conversion of our mortgage processing and servicing operationsto
PHH Mortgage under our previously announced strategic relationship agreement with PHH Mortgage. See Note 10,
"Intangible Assets," in the accompanying consolidated financial statements for further discussion of this agreement. We
continue to originate mortgages for our customers with particular emphasis on Premier relationships.

InJuly 2013, we completed our annual impairment test of goodwill and determined that thefair valueof all of our reporting
units exceeded their carrying amounts. However, our testing results continued to indicate that there was only marginal
excessof fair valueover book valuein our Global Banking and Marketsreporting unit asitsbook valueincluding goodwill
was 92 percent of fair value. During the fourth quarter of 2013, in conjunction with the preparation of HSBC North
Americasfirst Comprehensive Capital Analysis and Review ("CCAR") submission and HSBC Bank USA'sfirst Dodd-
Frank Act Stress Testing ("DFAST") submission along with the finalization of Basel 111 rules, we made the decision to
manage our businessesto ahigher common equity Tier 1 ratio and, for years beginning with 2015, that wewould cal culate
risk-weighted assetsin our projectionsfor goodwill impairment testing purposesbased on Basel |11 advanced requirements
(as opposed to Basel 2.5). Accordingly, we performed an interim impairment test of the goodwill associated with all of
our reporting units at December 31, 2013. As a result of this testing, the fair value of our Retail Banking and Wesalth
Management, Commercial Banking and Private Banking reporting units continued to exceed their carrying values, with
the book value of each reporting unit, including allocated goodwill being 80 percent or less of fair value. However, while
our updated cash flow projections for our Global Banking and Markets reporting unit continue to reflect strong levels of
earningsaswe continueto expand thisbusiness, asaresult of the capital and risk-weighted asset changes discussed above,
the interim impairment test of the goodwill associated with this reporting unit as of December 31, 2013 indicated the
book value of the reporting unit including goodwill was higher than itsfair value and, as aresult of completing our step
two analysis, the entire amount of goodwill allocated to this reporting unit of $616 million wasfully impaired and written
off.

In October 2013, our Board of Directors approved a sale of our London Branch precious metals custody and clearing
business to HSBC Bank plc. As the sale of this business is between affiliates under common control, we expect the
consideration received in excess of our carrying value will result in an increase to additional paid-in-capital, net of tax,
of approximately $60 million upon close. The cash sale is currently expected to be completed in the first half of 2014.
At December 31, 2013, assets and liabilities related to this business totaled approximately $11.9 billion each, while
revenue associ ated with this business was approximately $45 million and $70 million during 2013 and 2012, respectively.
We will continue to operate our metals trading business which is unaffected by this decision.

Duringthefourth quarter of 2013, we entered into asettlement with the Federal National MortgageAssociation (" FNMA")
for $83 million which settled our liahility for substantialy all loans sold to FNMA between January 1, 2000 and June 26,
2012. The settlement resulted in arelease of $15 million in repurchase reserves previously provided for this exposure.
Wecontinueto maintainrepurchasereservesfor FNM A exposureassoci ated with residual risk not covered by thesettlement
agreement. A significant majority of the remaining repurchase reserve relates to repurchase exposure for loans sold to
Federal Home L oan Mortgage Corporation ("FHLMC").

During 2013, we continued to reduce legacy and other risk positions as opportunities arose, including the sale of $475
million of leveraged acquisition finance loans previously held for sale. The following table provides a summary of the
significant valuation adjustments associated with these legacy positions that impacted revenue during 2013, 2012 and
2011:

Year Ended December 31, 2013 2012 2011
(in millions)

Gains (Losses)

Insurance monoline structured credit Products™ .............oo.oeeeeeeeeereeseeseesseessseenn. $ 54 $ 21 $ 15
Other structured credit ProdUCES™...............vveeeeeeeceeeeeeeieseseeeesesssses s ssesssee 59 107 77
Mortgage whole loans held for sale (predominantly subprime)® ...............ccoovveenne. 3 (13) (22)
Leverage acquisition finance 08NS ............c..ovveerveonmeeeseeeeeeeeeeseessseess oo 13 49 (16)
TOBl JAINS....evvcieireereere et $ 129 $ 164 $ 54

@ Reflected in Trading revenue in the consolidated statement of income (loss).
@ Reflected in Other income in the consolidated statement of income (loss).
®  Reflected in Loss on instruments designated at fair value and related derivativesin the consolidated statement of income (l0ss).
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e Compliancerelated costs continued to be asignificant component of our cost basetotaling $302 millionin 2013, compared
with $426 millionin 2012 and $295 millionin 2011. While compliancerel ated costs have continued to remain asignificant
component of our cost basein 2013, such costs declined compared with 2012 asthe prior year reflectsinvestment in Bank
Secrecy Act ("BSA")/Anti-Money Laundering ("AML") process enhancements and infrastructure and, to alesser extent,
foreclosure remediation which did not occur at the same level in 2013. While we continue to focus on cost mitigation
efforts as discussed below, we believe compliance related costs have permanently increased to higher levels due to the
remediation of and continued compliance with the regulatory consent agreements.

»  We continue to focus on cost optimization efforts to ensure realization of cost efficiencies. In an effort to create a more
sustainable cost structure, aformal review was initiated in 2011 to identify areas where we might be able to streamline
or redesign operations within certain functionsto reduce or eliminate costs. To date, we have identified and implemented
various opportunities to reduce costs through organizational structure redesign, vendor spending, discretionary spending
and other general efficiency initiatives. Additional cost reduction opportunities have been identified and arein the process
of implementation. Workforce reductions, some of which relate to our retail branch divestitures, have resulted in total
full-time equivalent employees being reduced by 38 percent since December 31, 2010. Workforce reductions are also
occurring in certain shared services functions other than compliance, which we expect will result in additional reductions
to future alocated costs for these functions. 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.

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

Performance, Developments and Trends Income (loss) from continuing operations was aloss of $338 millionin 2013 compared
with alossof $1,248 millionin 2012 and income of $455 millionin 2011. Income (loss) from continuing operations beforeincome
tax was a loss of $267 million in 2013 compared with a loss of $910 million and income of $682 million in 2012 and 2011,
respectively. The significant improvement in income (loss) from continuing operations before income tax compared with 2012
was driven largely by significantly lower operating expenses and, to alesser extent, alower provision for credit losses. Although
operating expenses in 2013 includes goodwill impairment of $616 million, operating expenses in 2012 includes an expense of
$1,381 million related to certain regulatory matters. These improvements were partially offset by lower net interest income and
lower other revenues. Other revenues in 2012 includes a pre-tax gain of $433 million from the sale of certain retail branchesto
First NiagaraBank, N.A. ("First Niagara"). Income from continuing operations beforeincome tax declined in 2012 compared with
2011 due to higher operating expenses for certain regulatory matters, lower net interest income, lower other revenue and a higher
provision for credit losses. Our resultsin all periods were impacted by the changein the fair value of our own debt attributable to
credit spread for which we have elected fair value option which distorts comparability of the underlying performance trends of
our business. The following table summarizes the impact of this item on our income from continuing operations before income

tax for all periods presented:

Year Ended December 31, 2013 2012 2011

(in millions)
Income (loss) from continuing operations before income tax, asreported..........cocoovevreenee $ (267) $ (910) $ 682
Fair value movement on own fair value option debt attributable to credit spread.................. 165 361 (376)
Underlying income (loss) from continuing operations beforeincometax @............ccco....... $ (102) $ (549 $ 306

@ Represents anon-U.S. GAAPfinancial measure.

Excluding the impact of the change in the fair value of our own debt attributable to credit spread for which we have elected fair
value option accounting in the table above, our underlying income (loss) from continuing operations before tax for 2013 improved
$447 million, compared with 2012 as significantly lower operating expenses as discussed above and a lower provision for credit
losses was partially offset by lower net interest income and lower other revenues.

See "Results of Operations' for a more detailed discussion of our operating trends. In addition, see "Balance Sheet Review" for
further discussion on our receivable trends, "Liquidity and Capital Resources' for further discussion on funding and capital and
"Credit Quality" for additional discussion on our credit trends.

Future Prospects Our operations are dependent upon our ability to attract and retain deposits and, to alesser extent, accessto the
global capital markets. Numerousfactors, both internal and external, may impact our accessto, and the costs associated with, both
sources of funding. These factors may include our debt ratings, overall economic conditions, overall market volatility, the
counterparty credit limits of investors to the HSBC Group as a whole and the effectiveness of our management of credit risks
inherent in our customer base.
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Our results are also impacted by general economic conditions, including unemployment, housing market conditions, property
valuations, interest rates and legidative and regulatory changes, all of which are beyond our control. Changes in interest rates
generally affect both the rates we charge to our customers and the rates we pay on our borrowings. Achieving our profitability
goalsin 2014 is largely dependent upon macro-economic conditions which include a low interest rate environment, a housing
market in the early stages of recovery, high unemployment, slow economic growth, debt and capital market volatility and our
ability to attract and retain loans and deposits from customers, all of which could impact trading and other revenue, net interest
income, loan volume, charge-offs and ultimately our results of operations.

Basis of Reporting

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

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

International Financial Reporting Standards (*'IFRSs"") Because HSBC reportsfinancial informationin accordancewith |IFRSs
and IFRSs operating results are used in measuring and rewarding performance of employees, our management also separately
monitors net income under IFRSs (a hon-U.S. GAAP financial measure). The following table reconciles our net income on a
U.S. GAAP basis to net income on an IFRSs basis.

Year Ended December 31, 2013 2012 2011
(in millions)

Net income (10SS) — U.S. GAAP DESIS.......ccccovveiiiieiiici ettt st re e $ (338) $ (1,045 $ 1,018

Adjustments, net of tax:
| FRSs reclassification of fair value measured financial assets during 2008................... (17) (69) 1
GOoOAWI Tl IMPAITMENT ..o et e e e e nenne e 136 — —
SECUNTIES. ...ttt sttt e e e e e beebe s be et e s besbesresbebeseensenseneenseneesenneens 3 ©)] 13
DEITVALIVES ...ttt sttt b et ae b be b et e et e e e e et et neenennas 2 5 8
07z 10 10111 0 1= 0 29 69 QD
L (0] 011 YOS (10) (15) (23)
PENSION COSES ...ttt sttt et ae st e besbe b e be b e ne et e e e e eneenennis 16 7 22
Purchased 108N POrtfolios........ oo e — — (49
Transfer of credit card receivablesto held for sale and subsequent sale..............ccc..... — (3D —
Gain 0N SAle Of DIANCNES ..o e — 92 —
[N Loz o g = o U= P 63 4 22
L@ 15 1 PRSPPI (30) 11 3

Net income (10SS) — IFRSSDESIS.......ccooiiiiiircrcee e (146) (983) 1,014

Tax eXPENSE — [FRSS DASIS......cccv i e 219 411 575

Profit (10SS) before tax — IFRSS DASIS........cccoveveueeeeeetceeeece ettt $ 73 $ (572) $ 1,589

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

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

Additionally, certain LeverageAcquisition Finance ("LAF") loanswere classified as"trading assets' for IFRSsand to be consistent,
an irrevocable fair value option was elected on these loans under U.S. GAAP on January 1, 2008. These loans were reclassified
to "loans and advances' as of July 1, 2008 pursuant to the IAS 39 amendment discussed above. Under U.S. GAAR, these loans
were classified as "held for sale" and carried at fair value due to the irrevocable nature of the fair value option. Substantially all
of the remaining balance of these loans were sold in the first quarter of 2013.
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Goodwill impairment - Under IFRSs, goodwill was amortized until 2005 however under U.S. GAAP, goodwill was amortized
until 2002, which resulted in alower carrying amount of goodwill and, therefore, alower impairment charge under IFRSs.

Securities - Under U.S. GAAP, the credit loss component of an other-than-temporary impairment of adebt security is recognized
in earnings while the remaining portion of the impairment loss is recognized in accumulated other comprehensive income (10ss)
provided we have concluded we do not intend to sell the security and it is more-likely-than-not that we will not have to sell the
security prior to recovery. Under IFRSs, there is no bifurcation of other-than-temporary impairment and the entire amount is
recognized in earnings. Also under | FRSs, recoveriesin other-than-temporary impai rment rel ated toimprovement in theunderlying
credit characteristics of the investment are recognized immediately in earnings while under U.S. GAARP, they are amortized to
income over the remaining life of the security. There are also less significant differences in measuring impairment under |IFRSs
versus U.S. GAAP.

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

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

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

Under U.S. GAAP, the credit risk component of the lower of amortized cost or fair value adjustment related to the transfer of
receivables to held for sale is recorded in the consolidated statement of income (loss) as provision for credit losses. There is no
similar requirement under |FRSs.

Credit loss reserves on troubled debt restructurings ("TDR Loans") under U.S. GAAP are established based on the present value
of expected future cash flows discounted at the loans original effective interest rate.

For loans collectively evaluated for impairment under U.S. GAAP, bank industry practice which we adopted in the fourth quarter
of 2012 generally resultsin aloss emergence period for these loans using aroll rate migration analysis which resultsin 12 months
of lossesin our allowance for credit losses. Under IFRSs, we concluded that the estimated average period of time from last current
status to write-off for real estate loans collectively evaluated for impairment using aroll rate migration analysis was 10 months
which was al so adopted in the fourth quarter of 2012. In the second quarter of 2013, we updated our review under IFRSsto reflect
the period of time after aloss event aloan remains current before delinquency is observed which resulted in an estimated average
period of time from aloss event occurring and its ultimate migration from current status through to delinquency and ultimately
write-off for real estate |oans collectively evaluated for impairment using aroll rate migration analysis of 12 months.

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

Pension costs - Pension expense under U.S. GAAP is generally higher than under IFRSs as a result of the amortization of the
amount by which actuarial 1osses exceeds the higher of 10 percent of the projected benefit obligation or fair value of plan assets
(the"corridor"). Asaresult of amendments to the applicable |FRSs effective January 1, 2013, interest cost and expected return on
plan assetsisreplaced by afinance cost component comprising the net interest on the net defined benefit liability. Thishas resulted
in an increase in pension expense as the net interest does not reflect the benefit from the expectation of higher returns on plan
assets.
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Purchased loan portfolios - Under U.S. GAAP, purchased |oans for which there has been evidence of credit deterioration at the
time of acquisition are recorded at an amount based on the net cash flows expected to be collected. This generally resultsin only
aportion of theloansin the acquired portfolio being recorded at fair value. Under IFRSs, the entire purchased portfolio isrecorded
at fair value upon acquisition. When recording purchased loans at fair value, the difference between all estimated future cash
collections and the purchase price paid is recognized into income using the effective interest method. An allowance for loan loss
is not established unless the original estimate of expected future cash collections declines.

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

Gain on sale of branches - Under U.S. GAAP, the amount of goodwill allocated to the retail branch disposal group was higher as
goodwill amortization ceased under U.S. GAAP in 2002 while under IFRSs, goodwill was amortized until 2005. Thisresulted in
alower gain under U.S. GAAP.

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

Other - Other includesthe net impact of certain adjustments which represent differencesbetween U.S. GAAPand IFRSsthat were
not individually material, including deferred loan origination costs and fees, interest recognition, restructuring costs, servicing
assets, precious metals and loans held for sale.

Critical Accounting Policies and Estimates

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

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

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

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

*  Changesin the provision can materially affect our financial results;

« Estimates related to the allowance for credit losses require us to project future delinquency and charge offs, which are
highly uncertain; and
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e Thealowancefor credit lossesisinfluenced by factors outside of our control such as customer payment patterns, economic
conditions such as national and local trends in housing markets, interest rates, unemployment, bankruptcy trends and the
effects of laws and regulations.

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

Asanillustration of the effect of changesin estimatesrelated to the allowancefor credit lossesa 10 percent changein our projection
of probable net credit losses on our loanswould have resulted in a change of approximately $61 millionin our allowancefor credit
losses at December 31, 2013.

Our alowance for credit losses is based on estimates and is intended to be adequate but not excessive. The allowance for credit
lossesisregularly assessed for adequacy through adetailed review of theloan portfolio. Theallowanceis comprised of two balance
sheet components:

+ Theallowancefor credit |osses, which is carried as areduction to |oans on the bal ance sheet, includes reservesfor inherent
probable credit |osses associated with all loans outstanding; and

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

Both componentsinclude amounts cal cul ated for specific individual loan balances and for collective loan portfolios depending on
the nature of the exposure and the manner in which risks inherent in that exposure are managed.

»  All commercial loansthat exceed $500,000 areeval uatedindividual ly forimpairment. When aloanisfoundtobe"impaired,"
a specific reserve is calculated. Reserves against impaired loans, including consumer and commercia |oans modified in
troubled debt restructurings, are determined primarily by an analysis of discounted expected cash flows with reference to
independent valuations of underlying loan collateral and considering secondary market prices for distressed debt where
appropriate.

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

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

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

42



HSBC USA Inc.

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

Goodwill Impairment Goodwill is not subject to amortization but is tested for possible impairment at least annually or more
frequently if eventsor changesin circumstancesindicatethat it ismore likely than not that the asset might beimpaired. Impairment
testing requires that the fair value of each reporting unit be compared with its carrying amount, which is determined on the basis
of capital invested in the unit including attributable goodwill. We determine the invested capital of areporting unit by applying to
the reporting unit's risk-weighted assets a capital charge that, prior to the fourth quarter of 2013, was consistent with Basel 2.5
requirements, and additionally, allocating to that unit the remaining carrying amount of HUSI's net assets that is attributable to
that unit. Accordingly, the entire carrying amount of HUSI's net assetsis allocated to our reporting units. During the fourth quarter
of 2013, in conjunction with the preparation of HSBC North Americasfirst CCAR submission and HSBC Bank USA'sfirst DFAST
submission along with the finalization of Basel |11 rules, we made the decision to manage our businesses to a higher common
equity Tier 1 ratio and, for years beginning with 2015, that we would cal cul ate risk-wei ghted assetsin our projectionsfor goodwill
impai rment testing purposes based on Basel |11 advanced requirements (asopposed to Basel 2.5). Significant and long-term changes
in the applicable reporting unit's industry and related economic conditions are considered to be primary indicators of potential
impairment due to their impact on expected future cash flows. In addition, shorter-term changes may impact the discount rate
applied to such cash flows based on changesin investor requirements or market uncertainties. In eval uating possible impairment,
specific factorswe consider are: (a) the observance of material changesto business plan information (e.g., financial forecasts); (b)
significant increases in observed peer group discount rates; (c) significant announced or planned business divestitures; (d) the
margin by which the fair value of each reporting unit exceeded the carrying amount at the previous testing date; (€) deterioration
in macroeconomic, industry or market conditions that have not yet been reflected in the latest business plan information; (f) other
relevant events specific to the reporting unit (e.g., changes in management, strategy or customers, capital allocation or litigation).

The impairment testing of our goodwill is a"critical accounting estimate”" due to the significant judgment required in the use of
the approaches to determine fair value. We employ the discounted cash flow method and, starting with the goodwill impairment
assessment made at December 31, 2012, amarket approach, which focuses on valuation multiplesfor reasonably similar publicly
traded companies and al so considers recent market transactions, to determinefair value. The discounted cash flow method includes
such variables as revenue growth rates, expense trends, interest rates and terminal values. Based on an evaluation of key data and
market factors, management'sjudgment isrequired to sel ect the specific variablesto beincorporated into the models. Additionally,
the estimated fair value can be significantly impacted by the risk adjusted cost of capital percentage used to discount future cash
flows. Therisk adjusted cost of capital percentage isderived from an appropriate capital asset pricing model, which itself depends
on a number of financial and economic variables which are established on the basis of that used by market participants which
involves management's judgment. Because our fair value estimate involves judgment and is influenced by factors outside our
control, it isreasonably possible such estimate could change. When management's judgment isthat the anticipated cash flows have
decreased and/or the cost of capital percentage has increased, the effect will be alower estimate of fair value. If the fair value of
the reporting unit is determined to be lower than the carrying amount, an impairment charge may be recorded and net income will
be negatively impacted.

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

We have established July 1 of each year asthe date for conducting our annual goodwill impairment assessment. We have decided
not to elect the option to apply a qualitative assessment to our goodwill impairment testing in 2013 and, therefore continue to
utilize atwo-step process. Thefirst step, used to identify potential impairment, involves comparing each reporting unit'sfair value
to its carrying amount, including goodwill. If the fair value of a reporting unit exceeds its carrying amount, including allocated
goodwill, there is no indication of impairment and no further procedures are required. If the carrying amount including allocated
goodwill of the reporting unit exceeds the unit’sfair value, a second step is performed to quantify the impairment amount, if any.
If theimplied fair value of goodwill as determined using the same methodology as used in a business combination isless than the
carrying amount of goodwill, an impairment charge is recorded for the excess. Any impairment charge recognized cannot exceed
the amount of goodwill assigned to a reporting unit. Subsequent reversals of goodwill impairments are not permitted. At July 1,
2013, the estimated fair value of each reporting unit exceeded its carrying amount and, as such, none of our recorded goodwill
was deemed to be impaired.
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Due to historically narrow differences between the carrying amount and fair value of our Global Banking and Markets reporting
unit and the results of our annual impairment testing at July 1, 2013, we performed an interim impairment test of the goodwill
associated with this reporting unit at September 30, 2013 at which time the fair value of this reporting unit continued to exceed
its carrying amount, including goodwill. During the fourth quarter of 2013, in conjunction with the preparation of HSBC North
Americasfirst CCAR submission and HSBC Bank USA's first DFAST submission along with the finalization of Basdl 111 rules,
we made the decision to manage our businesses to a higher common equity Tier 1 ratio and, for years beginning with 2015, that
we would calculate risk-weighted assets in our projections for goodwill impairment testing purposes based on Basdl 111 advanced
reguirements (as opposed to Basel 2.5). Accordingly, we performed an interim impairment test of the goodwill associated with all
of our reporting unitsat December 31, 2013. Asaresult of thistesting, thefair value of our Retail Banking and Wealth M anagement,
Commercial Banking and Private Banking reporting units continued to exceed their carrying values, with the book value of each
reporting unit, including all ocated goodwill being 80 percent or less of fair value. However, while our updated cash flow projections
for our Global Banking and Markets reporting unit continue to reflect strong levels of earnings as we continue to expand this
business, asaresult of thechangesdiscussed aboverelated tothe Tier 1 commonratio and Basel 111 risk-wel ghted asset cal culations,
the interim impairment test of the goodwill associated with our Global Banking and Markets reporting unit as of December 31,
2013 indicated the book value of the reporting unit including goodwill was higher than itsfair value. As aresult of thisindicator
of impairment, the second step of testing was performed for this reporting unit whereby the fair value of tangible net assets and
unrecognized intangible assets were deducted from the fair value of the reporting unit to determine the implied fair value of
goodwill. As the fair value of the tangible net assets and unrecognized intangible assets exceeded the fair value of this reporting
unit, the step two analysisresulted in theimpairment and write-off of the entire $616 million of goodwill allocated to thisreporting
unit. See Note 11, "Goodwill," in the accompanying consolidated financial statements for additional discussion.

Our goodwill impairment testing is highly sensitive to certain assumptions and estimates used as discussed above. We continue
to perform periodic analyses of the risks and strategies of our business and product offerings. If a significant deterioration in
economic and credit conditions, achangein the strategy or performance of our business or product offerings, or anincreasein the
capital requirementsof our businessoccurs, interimimpairment testsfor reporting units could again be required which may indicate
that goodwill at one or more of our reporting unitsisimpaired, in which case we would be required to recognize an impairment
charge.

Valuation of Financial Instruments A significant portion of our financial assets and liabilities are carried at fair value. These
include trading assets and liabilities, derivatives held for trading or used for hedging, securities available-for-sale and loans held
for sale. Furthermore, we have elected to measure specific assets and liabilities at fair value under the fair value option, including
commercia leveraged finance loans, structured deposits, structured notes, and certain own debt issuances. Fair value is defined
asthe pricethat would bereceived to sell an asset or paid to transfer aliability in an orderly transaction between market participants
at the measurement date. Where available, we use quoted pricesto determinefair value. If quoted prices are not avail able, we base
fair value on models using inputs that are either directly observable or are derived from and corroborated by market data.

Valuation Governance Framework - We have established a control framework to ensure fair values are either determined or
validated by afunction independent of therisk-taker. Controlsover the val uation processare summarizedin Item 7, " Management's
Discussion and Analysis of Financial Condition and Results of Operations" under the heading "Fair Value."

Valuation of Major Classes of Assets and Liabilities - The Fair Value Framework establishes a three-tiered fair value hierarchy
with Level 1 representing quoted prices (unadjusted) in active markets for identical assets or liabilities. Fair values determined by
Level 2 inputs areinputs that are observable for the identical asset or liability, either directly or indirectly. Level 2 inputsinclude
quoted pricesfor similar assets or liabilities in active markets, quoted prices for identical or similar assets or liabilitiesin markets
that are inactive, and inputs other than quoted prices that are observable for the asset or liability, such as interest rates and yield
curves that are observable at commonly quoted intervals. Level 3 inputs are unobservable inputs for the asset or liability and
include situations where thereislittle, if any, market activity for the asset or liability. Classification within thefair value hierarchy
is based on the lowest hierarchical level input that is significant to the fair value measurement. As such, the classification of a
financial asset or liability within the fair value hierarchy is dynamic in that the asset or liability could be transferred to other
hierarchy levelsin each reporting period asaresult of price discovery. Wereview and update our fair value hierarchy classifications
quarterly. Changes from one quarter to the next related to the observability of the inputsinto afair value measurement may result
inareclassificationbetweenhierarchy levels. Level 3assetsasapercentageof total assetsmeasured at fair valuewere approximately
2.41 percent at December 31, 2013.

Imprecision in estimating unobservable market inputs can impact the amount of revenue, loss or other comprehensive income
recorded for a particular financial instrument. While we believe our valuation methods are appropriate, the use of different
methodol ogies or assumptionsto determinethefair value of certain financial assetsand liabilitiescould resultinadifferent estimate
of fair value at the reporting date. For a more detailed discussion of the determination of fair value for individual financial assets
and liabilities carried at fair value see "Fair Value" under Item 7, "Management's Discussion and Analysis of Financial Condition
and Results of Operations.”

44



HSBC USA Inc.

Thefollowing is adescription of the significant estimates used in the valuation of financial assets and liabilities for which quoted
market prices and observable market parameters are not available.

Derivatives - We manage groups of derivativeinstrumentswith offsetting market and credit risks. Accordingly, we measure
thefair value of each group of derivative instruments based on the exit price of the group’s net risk position. Thefair value
of anet risk position is determined using internal models that utilize multiple market inputs. The majority of the market
inputs can be validated through market consensus data. For complex or long-dated derivative products where market data
is not available, fair value is sengitive to the limitation of the valuation model (model risk), the liquidity of the product
(liquidity risk) and the assumptions about inputs not obtainable through price discovery process (data uncertainty risk).
Accordingly, we make valuation adjustments to capture the risks and uncertainties. Because of the interrel ated nature, we
do not separately makean explicit adjustment to thefair valuefor each of theserisks. | nstead, weapply arange of assumptions
to the valuation input that we believe implicitly incorporates adjustments for liquidity, model and data uncertainty risks.

We a so include a credit risk adjustment to reflect the credit risk associated with the net derivative positions. In estimating
the credit valuation adjustment, we net the derivative positions by counterparties. The fair value for a net long credit risk
position isadjusted for the counterparty’s credit risk referred to as credit valuation adjustment (CVA) whereasthefair value
for anet short credit risk position is adjusted for HUSI's own credit risk referred to as debit valuation adjustment (DVA).
We calculate the credit risk adjustment by applying the probability of default of the counterparty to the expected exposure,
and multiplying the result by the expected loss given default. We estimate the implied probability of default based on the
credit spreads of the specific counterparties observed in the credit default swap market. Where credit default spread of the
specific counterparty is not available, we use the credit default spread of a specific proxy (e.g., the CDS spread of the
parent). Where specific proxy credit default swap is not available, we apply a blended approach based on a combination
of credit default swaps referencing to credit names of similar credit standing in the same industry sector and the historical
rating-based probability of default. During 2012, we changed to use a market-implied probability of default in the
determination of the credit risk adjustment to reflect evolving market practices which reduced trading revenue by $47
million.

Wedo not includeafunding spread in thediscount rate applied to thefair value measurement of uncollateralized derivatives.
The application of such "funding fair value adjustment" is under consideration by the financial servicesindustry, although
no consensus has yet emerged. In the future, and possibly in 2014, we may adopt a "funding fair value adjustment" to
reflect funding of uncollateralized derivatives at rates other than interbank offer rates.

Valuation of Securities - For the majority of our trading and available-for-sale securities, we obtain fair value for each
security instrument from multiple independent pricing vendors (IPVs) and brokers, if available. We have established
adequate controlsin pricing vendor selection and fair value validation. The validation methods include but are not limited
to comparisons among | PV pricesfor the sameinstrument, review and challenge |PV valuation methodol ogies, inputs and
assumptions, and the elapsed time between the date to which market data relates and the measurement date. For securities
that are difficult to value, we use a discounted cash flow model which estimates the fair value based on our assumptions
in prepayment risk, default risk and loss upon default. We exercise significant judgment in estimating these assumptions
and inputs to the valuation model. Nonetheless, we believe these model inputs reflect market participants assumptions
about risks and the risk premium required to compensate for undertaking risks. For certain non-recourse instruments, we
use the fair value of the collateral as a proxy to the measurement.

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

Commercial Leveraged Finance Loans - Where available, fair value is based on observable market consensus pricing
obtained from independent sources, relevant broker quotes or observed market prices of instruments with similar
characteristics. Where observable market parameters are not available, fair value is determined based on contractual cash
flows adjusted for estimates of prepayment rates, expected default rates, loss severity discounted at management's estimate
of the expected rate of return required by market participants. We also consider loan specific risk mitigating factors such
as collateral arrangements in determining the fair value estimate.

Mortgage Servicing Rights - The fair value of mortgage servicing rights is estimated using a discounted cash flow model
which incorporates our estimates of unobservable inputs for prepayment rates, discount rates and market servicing costs.

Structured Notes and Deposits - Structured notes and structured deposits are hybrid instruments containing embedded
derivatives. The valuation of the hybrid instruments is predominantly driven by the derivative features embedded within
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theinstruments. Depending on the complexity of the embedded derivative, the samerisk elements of val uation adjustments
described in the derivative section above would also apply to hybrid instruments. In addition, cash flows for the funded
notes and deposits are discounted at the relevant interest rates for the duration of the instrument adjusted for our own credit
spreads. The credit spreads so applied are determined with reference to our own debt issuance rates observed in primary
and secondary markets, internal funding rates and the structured note rates in recent executions.

Except for structured notes and deposits with embedded credit derivative features, the associated risks embedded in the
hybrid instruments issued to customers are economically hedged with our affiliates through a freestanding derivative. As
aresult, HUSI is market risk neutral in substantially all of the structured notes and deposits.

* Long-Term Debt (Own Debt Issuances) - Thefair value of own debt i ssuancesisbased on the observed pricefor theidentical
or similar instruments transacted in the secondary market. However, the secondary market could become inactive or price
guotes could be stale or differ anong market participants. In those circumstances, we use inputs to value the interest rate
and the credit spread components of the debt. Changesin such estimates, and in particular the own credit spreads could be
volatileand markedly impact thetotal mark-to-market on debt designated at fair valuerecordedin our consolidated statement
of income (loss). For example, a 10 percent change in the value of our debt designated at fair value would have resulted
in a change to our reported mark-to-market of approximately $759 million for the year ended December 31, 2013.

Becausethefair value of certain financial assetsand liabilitiesare significantly impacted by the use of estimates, the use of different
assumptions can result in changesin the estimated fair value of those assets and liabilities, which can result in equity and earnings
volatility asfollows:

» Changesin the fair value of trading assets and liabilities (including derivatives held for trading) are recorded in current
period earnings,

« Changesinthefair value of aderivativethat has been designated and qualifiesasafair value hedge, along with the changes
in the fair value of the hedged asset or liability (including losses or gains on firm commitments, if any), are recorded in
current period earnings,

» Changesinthefair value of aderivative that has been designated and qualifies as a cash flow hedge are recorded in other
comprehensive income, net of tax, to the extent of its effectiveness, until earnings are impacted by the variability of cash
flows from the hedged item. Any ineffectivenessis recognized in current period earnings,

» Changesinthefair value of securities available-for-sale are recorded in other comprehensive income;

« Changesinthefair value of loans held for sale when their cost exceeds fair value are recorded in current period earnings;
and

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

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

If wedetermineasaresult of thisassessment that aderivativeisnolonger ahighly effective hedge, hedge accounting isdiscontinued
as of the quarter in which such determination was made. The assessment of the effectiveness of the derivatives used in hedging
transactions is considered to be a "critical accounting estimate" due to the use of statistical regression analysis in making this
determination. Similar to discounted cash flow modeling techniques, statistical regression analysis requires the use of estimates
regarding the amount and timing of future cash flows which are susceptible to significant changes in future periods based on
changesin market rates. Statistical regression analysisalso involvesthe use of additional assumptionsincluding the determination
of the period over which the analysis should occur as well as the selection of a convention for the treatment of credit spreadsin
the analysis.

The outcome of the statistical regression analysis serves as the foundation for determining whether or not a derivative is highly
effective as a hedging instrument. This can result in earnings volatility as the mark-to-market on derivatives which do not qualify
aseffective hedges and theineffectiveness associated with qualifying hedges are recorded in current period earnings. For example,
a 10 percent adverse change in the value of our derivativesthat do not qualify as effective hedges would have reduced revenue by
approximately $194 million for the year ended December 31, 2013.

Mortgage Servicing Rights Prior to the conversion of our mortgage processing and servicing operations to PHH Mortgage, we
retained the right to service agency eligible mortgage |oans and recognized retained rights to service mortgage loans as a separate
and distinct asset at the time the loans were sold. Weinitially valued residential mortgage servicing rights ("MSRS") at fair value
at thetimethe related loans were sold and subseguently measureresidential M SRs at fair value at each reporting date with changes
in fair value reflected in earnings in the period that the changes occur. Residential M SRs recorded on our balance sheet totaled
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$227 million and $168 million at December 31, 2013 and 2012, respectively. Beginning with May 2013 applications, we now sell
our agency eligible mortgage originationsto PHH Mortgage on a servicing released basis which resultsin no new servicing rights
being recognized

MSRs are subject to interest rate risk in that their fair value will fluctuate as a result of changes in the interest rate environment.
Fair value is determined based upon the application of valuation models and other inputs. The valuation models incorporate
assumptions market participants would use in estimating future cash flows. These assumptions include expected prepayments,
default ratesand market-based option adjusted spreads. The estimate of fair valueisconsidered to bea" critical accounting estimate”
because the assumptions used in the valuation modelsinvolve a high degree of subjectivity that is dependent upon future interest
rate movements. The reasonabl eness of these pricing modelsisvalidated on aquarterly basis by reference to external independent
broker valuations and industry surveys.

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

Deferred Tax Asset Valuation Allowance We recognize deferred tax assets and liabilities for the future tax consequences related
to differences between the financial statement carrying amounts of existing assets and liabilities and their respective tax bases and
for tax credits and state net operating losses. Our net deferred tax assets, including deferred tax liabilities, totaled $1.6 billion and
$0.9 hillion as of December 31, 2013 and 2012, respectively. We evaluate our deferred tax assets for recoverability considering
negativeand positiveevidence, including our historical financial performance, projectionsof futuretaxableincome, futurereversals
of existing taxable temporary differences and any carryback availability. We are required to establish a valuation allowance for
deferred tax assets and record a charge to earnings or shareholders' equity if we determine, based on avail able 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 berealized. In
evaluating the need for avaluation allowance, we estimate future taxabl e income based on management approved business plans,
future capital requirements and ongoing tax planning strategies, including capital support from HSBC necessary as part of such
plans and strategies. This process involves significant management judgment about assumptions that are subject to change from
period to period. Because the recognition of deferred tax assets requires management to make significant judgments about future
earnings, the periods in which items will impact taxable income and the application of inherently complex tax laws, we have
identified the assessment of deferred tax assets and the need for any related valuation allowance as a critical accounting estimate.

We areincluded in HSBC North America's consolidated U.S. Federal income tax return and in certain combined state tax returns.
We have entered into atax allocation agreement with HSBC North Americaand its subsidiary entities ("HNAH Group") included
in the consolidated return which govern the current amount of taxesto be paid or received by the various entities and, therefore,
welook at HSBC North Americaand its affiliates, together with the tax planning strategiesidentified, in reaching conclusions on
recoverability. Based on our forecasts of future taxableincome, we currently anticipate that our continuing operationswill generate
sufficient taxable income to allow us to realize our deferred tax assets. However, market conditions have created losses in the
HNAH Groupinrecent periodsand volatility inour pre-tax book income. Asaconsequence, our current analysisof therecoverability
of the deferred tax assets significantly discounts any future taxable income expected from operations and relies on continued
liquidity and capital support from HSBC, including tax planning strategiesimplemented in relation to such support. Absent capital
support from HSBC and implementation of the related tax planning strategies, we would record a val uation allowance against our
deferred tax assets.

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

Additional detail on our assumptions with respect to the judgments made in evaluating the realizability of our deferred tax assets
and on the components of our deferred tax assets and deferred tax liabilities as of December 31, 2013 and 2012 can be found in
Note 17, "Income Taxes," in the accompanying consolidated financial statements.

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

We are subject to theincometax laws of the U.S,, its states and the jurisdictions in which we have significant business operations.
Thesetax lawsare complex and subj ect to different interpretati ons by the taxpayer and the rel evant governmental taxing authorities.
The Company must make judgments and interpretations about the application of these inherently complex tax laws and related
rulings when determining the provision for income taxes and must also make estimates about when certain items affect taxable
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incomeinits various tax jurisdictions. Disputes over interpretations of the tax laws may be settled with the taxing authority upon
examination or audit. We periodically evaluate the likelihood of assessmentsin each taxing jurisdiction resulting from current and
subsequent years' examinations, and unrecognized tax benefits related to uncertain tax positions are adjusted when thereis more
information available or when an event occursrequiring achange. Thetotal amount of unrecognized tax benefitsthat, if recognized,
would affect the effectiveincome tax rate was $334 million, $314 million and $276 million at December 31, 2013, 2012 and 2011,
respectively. It is reasonably possible that there could be a change in the amount of our unrecognized tax benefits within the next
12 months due to settlements or statutory expirations in various state and local tax jurisdictions.

Itisour policy to recognize accrued interest related to uncertain tax positionsin interest expense in the consolidated statement of
income(loss) andtorecognize penalties, if any rel ated to uncertai ntax positionsasacomponent of other expensesinthe consolidated
statement of income (loss). We had accruals for the payment of interest and penalties associated with uncertain tax positions of
$208 million, $159 million and $130 million at December 31, 2013, 2012 and 2011, respectively See Note 17, “Income Taxes” in
the accompanying consolidated financial statements for additional detail related to our uncertain tax positions.

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

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

Litigation and regulatory exposure represents a key area of judgment and is subject to uncertainty and certain factors outside of
our control. Dueto theinherent uncertaintiesand other factorsinvolvedin such matters, we cannot be certain that wewill ultimately
prevail in each instance. Such uncertaintiesimpact our ability to determinewhether it is probablethat aliability exists and whether
the amount can be reasonably estimated. Also, as the ultimate resolution of these proceedings is influenced by factors that are
outside of our contral, it is reasonably possible our estimated liability under these proceedings may change. We will continue to
update our accrualsfor theselegal, governmental and regulatory proceedings asfactsand circumstances change. For further details,
see Note 28, "Litigation and Regulatory Matters" in the accompanying consolidated financial statements.
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Balance Sheet Review

We utilize deposits and borrowings from various sources to provide liquidity, fund balance sheet growth, meet cash and capital
needs, and fund investmentsin subsidiaries. The following table provides balance sheet totals at December 31, 2013 and increases
(decreases) over prior periods:

Increase (Decrease) From
December 31, 2012 December 31, 2011

December 31,

2013 Amount % Amount %
(dollars are in millions)
Period end assets:
Short-term iNVestMents.........oovvvrrrererenenne $ 22,694 $ 4,907 276 % $ (7,485) (24.8)%
L 08NS, NEL.....coeiiierieieee e 67,089 4,478 7.2 15,965 31.2
Loansheld for sale......cocooeveierienninec e, 230 (788) (77.4) (3,440) (93.7)
Trading aSSEtS......cooevereeeeeeeeeeeeee e 28,894 (1,980) (6.4) (7,587) (20.8)
SECUNMLIES....eeveeiiiee e 56,264 (13,072) (18.9) 948 17
Other aSSELS......oivereeieie e 10,316 496 51 (20,875) (66.9)
$ 185487 $ (5,959) B1% $ (22,474 (10.8)%
Funding sources:
Total dePOSItS....cceeeeeeeeieireeeeeree e $ 112,608 $ (5,063) 43y% $ (27,121) (19.4)%
Trading liabilitieS....cccoveveeeieeeeeece e 10,875 (3,824) (26.0) (992) (8.4)
Short-term borrowings.........cccceeeevvecvvceeenennene, 19,135 4,202 28.1 3,126 195
All other liabilities ..o 3,558 (1,004) (22.0) (1,587) (30.8)
Long-term debt........ccovveveveeeeeceecce e, 22,847 1,102 51 6,138 36.7
Shareholders’ equity........cccveeveivenrienireen, 16,464 (1,372) (7.7 (2,038) (12.0)
$ 185487 $ (5,959) BDH% $ (22474) (10.8)%

Short-Term Investments Short-term investments include cash and due from banks, interest bearing deposits with banks and
securities purchased under resal e agreements. Balances will fluctuate from period to period depending upon our liquidity position
at the time. Overall balances increased since December 31, 2012 as we managed our short-term liquidity to maximize earnings
while retaining liquidity. Compared with December 31, 2011, overall balances decreased reflecting lower deposit levels and a
redeployment of excess liquidity into loans.
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Loans, Net The following summarizes our loan balances at December 31, 2013 and increases (decreases) over prior periods:

Increase (Decrease) From
December 31, 2012 December 31, 2011

December 31,
2013 Amount % Amount %

(dollars are in millions)
Commercial loans:

Construction and other real estate.................... $ 9034 $ 577 6.8% $ 1,174 14.9%
Business and corporate banking............c.cccue.... 14,446 1,838 14.6 4,221 41.3
Global banking™ ...........oovvereeeeeeeeereesreereene. 21,625 1,616 8.1 8,967 70.8
Other commercial 10ans..........cccceeverrenieenenn 3,389 313 10.2 483 16.6
Total commercial |0ans.........ccccoveerienencnenene 48,494 4,344 9.8 14,845 4.1
Consumer loans:
Residential mortgages .........cccveevvererenenenens 15,826 455 3.0 1,713 121
Home equity MOrtgages..........cooeevreeerrenenreneas 2,011 (313) (13.5) (552) (21.5)
Total residential Mortgages........coceeevveereeeeenn 17,837 142 .8 1,161 7.0
Credit Card.......ccoovvvireireeseesees e 854 39 4.8 26 31
Other CONSUMES ......ccuerveeerieerieeriecre e 510 (88) 24.7) (204) (28.6)
Total consumer [0anS........cccoovveeveeereenieeene 19,201 93 5 983 5.4
Total 08NS...coieireeirieeiee e 67,695 4,437 7.0 15,828 30.5
Allowance for credit 10SSes............coociiiiiiinnnes 606 (41) (6.3) (137) (18.4)
LOBNS, NEL ..o $ 67,089 $ 4,478 72% $ 15,965 31.2%

@ Represents large multinational firmsincluding globally focused U.S. corporate and financial institutions and U.S. Dollar lending to multinational banking
customers managed by HSBC on a global basis aswell as loansto HSBC affiliates which totaled $5,328 million, $4,514 million and $858 million at
December 31, 2013, 2012 and 2011, respectively.

Commercial loan balances increased compared with both December 31, 2012 and 2011 due to new business activity, largely in
global banking, including an increase in affiliate loans of $4,470 million since December 31, 2011, as well as in business and
corporate banking, and, to a lesser extent, in construction and other real estate which reflects our continued focus on expanding
our core proposition and proactively targeting companies with international banking requirements in key growth markets. This
growth was strongest in the non-bank holding companies, health care and energy industries. These increases were partially offset
by pay downs and managed reductionsin certain exposures.

Residential mortgage loans increased modestly since December 31, 2012 due primarily to the inclusion of approximately $309
million in guaranteed loans purchased from the Government National Mortgage Association ("GNMA™) which had previously
been recorded in other assets. Repayments on these purchased GNMA |oans are predominantly insured by the Federal Housing
Administration and as such, these |oans have different risk characteristics from the rest of our consumer loan portfolio. Compared
with December 31, 2011, residential mortgageloansincreased dueto increasesto the portfolio associated with originationstargeted
at our Premier customer rel ationships. Asaresult of balance sheet initiativesto manageinterest rate risk and improve the structural
liquidity of HSBC Bank USA, we continue to sell a portion of our new residential loan originations and target new residential
mortgage |oan originations towards our Premier customer relationships.

Prior to 2013, real estate marketsin alarge portion of the United States were affected by stagnation or declinesin property values
for anumber of years. Asaresult, while the loan-to-value ("LTV") ratios for our mortgage loan portfolio have deteriorated since
origination, we have recently seen agenera improvement in the LTV s for our |oan portfolio. The following table presents LTVs
for our mortgage loan portfolio, excluding subprime residential mortgage loans held for sale.
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LTVs at LTVs at
December 31, 2013 December 31, 2012@

First Lien Second Lien First Lien Second Lien
LTV K BO%0....veieieeee ettt et et eete e e e e ebeeeenressenreesanbeeens 87.4% 65.0% 79.5% 59.4%
80% S LTV < 90%0....cuuiiticiicieeie ettt ettt 6.0 141 8.6 13.3
909 S LTV < 100%0.....ccueeeeeeeeeeereeneeeeeseeseeseeseeseeseeseesseessesnsenes 3.8 9.5 5.7 115
LTV > 100%0.....ccecieieeieceeste ettt sre e st 2.9 11.3 6.2 15.8
Average LTV for portfolion.......ccoveireineineseeseeseeee e 61.4 67.3 66.6 71.9

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

@ Current property values are calculated using the most current HPIs available and applied on an individual loan basis, which resultsin an approximate three
month delay in the production of reportable statistics. Therefore, the information in the table above reflects current estimated property values using HPIs as
of September 30, 2013 and 2012, respectively.

Credit card receivable balances, which represent our legacy HSBC Bank USA credit card portfolio, have remained relatively flat
compared with December 31, 2012 and 2011.

Other consumer loans have continued to decrease since December 31, 2012 and 2011, reflecting the discontinuation of student
loan originations and the run-off of our installment loan and auto finance portfolios.

Loans Held for Sale The following table summarizes loans held for sale at December 31, 2013 and increases (decreases) over
prior periods:

Increase (Decrease) From

December 31, 2012 December 31, 2011
December 31,
2013 Amount % Amount %
(dollars are in millions)
Total commercial loans.........cccceeeveveeeeevieerenne. $ 7% $ (405) (84.2)% $ (889) (92.1)%
Consumer loans:

Residential mortgages..........ccoeevvveeerieenen. 91 (381) (80.7) (1,967) (95.6)

Credit card receivables..........cccoceevevrunnnenn. — — — (416) (100.0)

Other CONSUMEY ........ocveieereeeeeeeeeeeeeenee 63 2 (3.1 (168) (72.7)

Total consumer 10ans..........cccovvveeveerernereenn. 154 (383) (71.3) (2,551) (94.3)
Total loans held for sale.........ccccoeveveveeevivennee. $ 230 $ (788) T7.H% $ (3,440) (93.7)%

Commercial loans held for sale decreased compared with both December 31, 2012 and 2011. During the first quarter of 2013, we
completed the sale of substantially all of our remaining leveraged acquisition finance syndicated |oans which were originated with
the intent of selling them to unaffiliated third parties, but we had been holding since the financial crisis. Commercial loans held
for sale under this program were $3 million, $465 million and $377 million at December 31, 2013, 2012 and 2011, respectively.
In addition, during 2012 we sold $2.5 hillion of loans that were held for sale at December 31, 2011 as part of our agreement to
sell certainretail branchesto First Niagarawhich included $521 million of commercial loans, $1.4 billion of residential mortgages,
$416 million of credit card receivables and $161 million of other consumer loans. Commercia loans held for sale dso includes a
$55 million global banking project financing syndicated loan at December 31, 2013, as well as commercial rea estate loans of
$18 million, $16 million, and $55 million at December 31, 2013, 2012 and 2011, respectively.

Residential mortgage loans held for sale decreased compared with both December 31, 2013 and 2012. In addition to theresidential
mortgage loans held for sale to First Niagara at December 31, 2011 as discussed above, residential mortgage loans held for sale
primarily includes agency eligible first mortgage loans originated and held for sale. Upon conversion of our mortgage processing
and servicing operations to PHH Mortgage in the second quarter of 2013, these loans are sold servicing released directly to PHH
Mortgage beginning with May 2013 applications. Alsoincluded in residential mortgage loansheld for saleare subprimeresidential
mortgage loans of $46 million, $52 million and $181 million at December 31, 2013, 2012 and 2011, respectively, which were
acquired from unaffiliated third parties and from HSBC Finance with the intent of securitizing or selling the loansto third parties.
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In addition to the other consumer loans held for sale to First Niagara at December 31, 2011 as discussed above, other consumer
loans held for sale in all periods also includes certain student loans which we no longer originate.

Consumer loans held for sale are recorded at the lower of cost or fair value. The valuation adjustment on these was $77 million
and $114 million at December 31, 2013 and 2012, respectively.

Trading Assets and Liabilities The following table summarizes trading assets and liabilities balances at December 31, 2013 and
increases (decreases) over prior periods:

Increase (Decrease) From
December 31, 2012 December 31, 2011

December 31,
2013 Amount % Amount %

(dollars are in millions)

Trading assets:
SECUNMIES™ ..o $ 11,152 $ (2,007) (153)% $ (1,794) (13.9)%
Precious MEtalS ........co.oveeceeeveereereensserenssennenn. 11,751 (581) 4.7) (5,331) (31.2)
DENVAIVES® ......ooeeeveeeeeeeeeeeee e e 5,991 608 11.3 (462) (7.2)
$ 28894 $ (1,980) 6.4)% $ (7,587) (20.8)%
Trading liabilities:
Securities sold, not yet purchased.................... 308 101 48.8 % (35) (10.2)%
Payables for precious metals.........c.c.ocoevereenee. 3,826 (1,941) (33.7) (3,173) (45.3)
DENVAIVEST ... 6,741 (1,984) (22.7) 2,216 49.0
$ 10875 $ (3,824) (26.00% $ (992) (8.4)%

@ IncludesU.S. Treasury securities, securitiesissued by U.S. Government agencies and U.S. Government sponsored enterprises, other asset-backed securities,
corporate and foreign bonds and debt securities.

@ At December 31, 2013, 2012 and 2011 the fair value of derivativesincluded in trading assets has been reduced by $3.9 billion, $5.1 billion and $4.8 hillion,
respectively, relating toamountsrecognized for theobligationtoreturn cash collateral received under master netting agreementswith derivativecounterparties.

©® At December 31, 2013, 2012 and 2011 the fair value of derivativesincluded in trading liabilities has been reduced by $2.1 billion and $1.3 billion and $6.3
billion respectively, relating to amountsrecogni zed for theright to reclaim cash coll ateral paid under master netting agreementswith derivative counterparties.

Securitiesbal ancesdecreased since December 31, 2012 and 2011 duetoadecreasein U.S. Treasury, corporateand foreign sovereign
positions held to mitigate the risks of interest rate products issued to customers of domestic and emerging markets. Balances of
securities sold, not yet purchased increased since December 31, 2012 due to an increase in short U.S. Treasury positions related
to hedges of derivativesin the interest rate trading portfolio and remained relatively flat with 2011 levels.

Precious metal strading assets decreased since December 31, 2012 due primarily to asharp declinein spot rates, which was partially
offset by an increase in inventory held as hedges for client activity. Compared with December 31, 2011, precious metals trading
assets decreased due primarily to adeclinein spot rates, adecreasein our own inventory positions held ashedgesfor client activity,
and a decrease in unallocated metal balances held for customers due to increased competition for metal custody business. The
lower payable for precious metals compared with December 31, 2012 and 2011 was primarily due to a decrease in obligations to
return unallocated client balances as well as areduction in spot rates.

Precious metal positions may not represent our net underlying exposure as we may use derivatives contracts to reduce our risk
associated with these positions, where the fair value would appear in the derivative linein the table above.

Derivative asset balances increased since December 31, 2012 due to market movements of foreign exchange and commodity
derivatives which more than offset reductionsin interest rate and credit derivatives. Compared with December 31, 2011, derivative
asset balances decreased mainly due to market movements as valuations of interest rate, foreign exchange and credit derivatives
all declined. The balances also reflect the continued decrease in credit derivative positions as a number of transaction unwinds
and commuitations reduced the outstanding market value as we continue to actively reduce the exposure in the legacy structured
credit business. Derivative liabilities decreased since December 31, 2012 due to market movements in interest rate and credit
derivatives which more than offset increases in foreign exchange derivatives. Compared with December 31, 2011, derivative
liability balances increased due to market movements as valuations of interest rate, foreign exchange and credit derivatives all
increased.

Securities Securitiesinclude securities available-for-sale and securities hel d-to-maturity. Balanceswill fluctuate between periods
depending upon our liquidity position at the time. The decline in balances since December 31, 2012 reflects the sale of U.S.
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Treasury, mortgage-backed and other asset-backed securities as part of a continuing strategy to re-balance the securities portfolio
for risk management purposes based on the current interest rate environment. Partially offsetting the decline was the addition of
$200 million of securities held-to-maturity as a result of the consolidation of Bryant Park Funding LLC in the second quarter of
2013. Securitiesbalancesremained rel atively flat compared with December 31, 2011. SeeNoteb5, " Securities," intheaccompanying
consolidated financia statements for additional information.

Other Assets Other assets includes intangibles, goodwill and in 2011, assets of discontinued operations. The increase from 2012
was driven by higher deferred tax assets, partially offset by the full impairment in 2013 of $616 million of goodwill previously
allocatedto our Global Bankingand Markets("GB&M") reporting unit. SeeNote 11, "Goodwill," in theaccompanying consolidated
financial statementsfor additional discussion. Compared with 2011, other assets declined primarily related to areduction in assets
of discontinued operations as aresult of the sale of certain credit card receivablesto Capital Onein May 2012.

Deposits The following summarizes deposit balances by major depositor categories at December 31, 2013 and increases
(decreases) over prior periods:

Increase (Decrease) From

December 31, 2012 December 31, 2011
December 31,
2013 Amount % Amount %
(dollars are in millions)

Individuas, partnerships and corporations......... $ 91,229 $ (4,621) (48)% $  (10,440) (10.3)%
Domestic and foreign banks...........ccccoeecvrennnnn $ 20,425 166 .8 (201) (1.0
U.S. government and states and political

SUDAIVISIONS ......oocviiiiii 672 (21) (3.0 (163) (19.5)
Foreign governments and official institutions.... 282 (587) (67.5) (1,173) (80.6)
Deposits held for sale™® ..o, — — — (15,144) (100.0)
Total dEPOSITS.......covvereeeeirrieeeese e $ 112608 $ (5,063) 43y% $ (27,121) (19.4)%
Total core depoSits?..........oovveveeeeeeeeereeereeenenene $ 85809 (4,272) (47% $ (18,330 (17.6)%

@ Represents deposits sold to First Niagara.

@ We monitor "core deposits' as a key measure for assessing results of our core banking network. Core deposits, as calculated in accordance with Federal
Financial Institutions Examination Council ("FFIEC") guidelines, generally include all domestic demand, money market and other savings accounts, as
well as time deposits with balances not exceeding $100,000.

Deposits continued to be a significant source of funding during all periods. Deposit balances at December 31, 2013 decreased
since December 31, 2012 and 2011 driven by a strategic decision to actively reduce deposit interest ratesin all customer segments
with particular emphasisin the non-premier segments and, compared with December 31, 2011, the completion of the sale of 195
retail branches. The strategy for our core retail banking business includes building relationship deposits and wealth management
across multiple markets, channels and segments. This strategy involves variousinitiatives, such as:

e HSBC Premier, a premium service wealth and rel ationship banking proposition designed for the internationally-minded
client with adedicated premier relationship manager. Total Premier deposits decreased to $20.9 billion at December 31,
2013 as compared with $22.8 billion and $29.9 hillion at December 31, 2012 and 2011, primarily asaresult of theimpact
of the deposit rate reductions; and

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

We continue to actively manage our balance sheet to increase profitability while maintaining adequate liquidity. We have made
reductionsto rates on certain deposits and, whilewe have seen declinesin the associated deposit bal ances, we still retain substantial
levels of liquidity.

Short-Term Borrowings Short-term borrowings increased since December 31, 2012 and 2011 as a result of increased levels of
securities sold under agreements to repurchase, partially offset by a reduction in commercial paper outstanding, and compared
with 2011, areduction in certain other short-term borrowings.

Long-Term Debt Long-term debt increased compared with both December 31, 2012 and 2011 due primarily to the impact of debt
issuances, partially offset by long-term debt retirements. Debt i ssuances during 2013 and 2012, respectively, included $1.0 billion
and $3.8 hillion of senior notes and $4.5 hillion and $3.8 hillion of medium-term notes, of which $1.1 billion and $299 million
was issued by HSBC Bank USA.
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Incremental issuances from the $40 billion HSBC Bank USA Global Bank Note Program totaled $1.1 billion during 2013 and
$299 million during 2012. Total debt outstanding under this program was $4.5 billion and $4.8 billion at December 31, 2013 and
2012, respectively. Given the adequate liquidity of HSBC Bank USA, we do not anticipate the Global Bank Note Program being
heavily used in the future as deposits will continue to be the primary funding source for HSBC Bank USA.

Incremental long-term debt i ssuances from our shelf registration statement with the Securities and Exchange Commission ("SEC")
totaled $4.4 billion during 2013 and $7.3 billion during 2012. Total long-term debt outstanding under this shelf was $11.7 billion
and $10.1 billion at December 31, 2013 and 2012, respectively.

Borrowings from the Federal Home Loan Bank of New York ("FHLB") totaled $1.0 hillion at both December 31, 2013 and 2012.
At December 31, 2013, we had the ability to access further borrowings of up to $5.3 billion based on the amount pledged as
collateral with the FHLB.

In December 2012, we exercised our option to call $309 million of debentures previously issued by HUSI to HSBC USA Capital
TrustVII (the"Trust") at the contractual call priceof 103.925 percent which resultedinanet |osson extingui shment of approximately
$12million. The Trust used the proceedsto redeemthetrust preferred securitiespreviously issued to an affiliate. Under the proposed
Basel |11 capital requirements, the trust preferred securities would have no longer qualified as Tier | capital. We subsequently
issued one share of common stock to our parent, HNAI in 2012 for a capital contribution of $312 million.

All Other Liabilities All other liabilities decreased compared with both December 31, 2012 and 2011 largely as aresult of lower
derivative balances associated with hedging activities, as well as lower outstanding settlement balances and lower repurchase
reserves due primarily to the settlement with FNMA that occurred in the fourth quarter of 2013.

Results of Operations

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

Net Interest Income Net interest income declined in 2013 reflecting the impact of lower interest income on securities and short-
term investments due to lower interest rates and lower average outstanding balances. These decreases were partialy offset by
lower interest expense on depositsreflecting lower averagerates paid and lower average outstanding bal ancesincluding theimpact
of completing our retail branch saleto First Niagarain 2012, and higher interest income on loans driven by higher average balances
on commercial loans dueto new business volume. Net interest income declined in 2012 compared with 2011 due to lower interest
income on securities and short-terminvestments dueto lower rates partially offset by lower interest expense on deposits and higher
interest income on loans driven by higher average commercial loan balances as discussed above and lower interest chargesrel ating
to estimated tax exposures.

Net interest income is the total interest income on earning assets less the total interest expense on deposits and borrowed funds.
In the discussion that follows, interest income and rates are presented and analyzed on a taxable equivalent basis to permit
comparisonsof yieldson tax-exempt and taxable assets. An analysisof consolidated average balancesand interest rateson ataxable
equivalent basisis presented in this MD& A under the caption "Consolidated Average Balances and Interest Rates."

In the following table, which summarizesthe significant components of net interest income, interest expenseincludes $50 million
and $237 million in 2012 and 2011 that has been allocated to our discontinued operations in accordance with our existing interna
transfer pricing policies as external interest expense is unaffected by these transactions.
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2013 Compared to 2012 Compared to
2012 2011
Increase (Decrease) Increase (Decrease)
Year Ended December 31, 2013 Volume Rate 2012 Volume Rate 2011

(in millions)
Interest income:

Interest bearing deposits with banks.............cccc...... $ 58 $ 6 3 6) $ 58 $ (16) $ 2 %$ 76
Federal funds sold and securities purchased under
resale agreementS........coovevvevrerenenenneseseseses e 10 (24) 4) 38 13 (32) 57
Trading @SSELS.......cvevvveereererreiiere e 118 (16) 24 110 (16) (71) 197
SECUMTIES. ...ttt 897 (88) (126) 1111 252 (404) 1,263
Loans:
COMMENCIEL......oeerererrrirs e 1,142 169 (79) 1,052 198 (49) 903
Consumer:
Residential mortgages............ccoovnniniiiiininenn. 559 16 (52) 595 26 (68) 637
Home equity MOrtgages...........coeevevererireeeeens 71 (21) (3) 95 (25) 2 118
Credit Cards........oovveivniicnne e 72 (13) 5 80 (15 8 87
Other CONSUMES ......couvveeeireeinieesieesreese e 32 9) 4) 45 (149 (8) 67
Total CONSUME .......ovreeeeeeererereere s 734 27 (54) 815 (28) (66) 909
Other iNtEreSt......cvvceeeeereeeceeee e 41 4) 2 43 (22) 21 44
Total interest iNCOME..........cccrrreiciineccrnas 3,000 16 (243) 3,227 381 (603) 3,449

Interest expense:
Depositsin domestic offices:

Savings depOoSIts........cccvviiriiiicricn 65 (24) (89) 178 (27) (52) 257

Other time depoSitS.......oovvvvrerererrrrereseseee e 107 26 (61) 142 4 (5 143
Depositsin foreign offices:

Foreign banks deposits ..., 5 @) — 6 2 (5) 9

Other time and SaVINGS .......cccovvrveerererieeeereseeeenne 6 (7 1) 14 (6) 2 18
Deposits held for sale........coovceiiciccnie, 1 (16) — 17 — 1 16
Short-term borrowings..........cooeeeeeneecniniencnene 40 8 4 28 9 @) 44
Long-term debt.........ccocoovviiiiiiiiiiiiee 661 71 (90) 680 45 (20) 645
Total iNnterest eXPENSe........cocvvveererererereseseeeee 885 57 (237) 1,065 9 (76) 1,132
TaX iNterest EXPENSE......coovvverereererereee e 53 3 17 33 32 (98) 99
Tax [abilities.....c.cveeeerrreceerrr e 938 60 (220) 1,098 11 (174) 1,231
Net interest income — taxable equivalent basis........ 2062 $ (44) (23) 2129 $ 340 $ (429) 2,218
Less: tax equivalent adjustment ....................coo....... 21 21 - 21
Net interest income — non taxable equivalent basis $ 2,041 $ 2,108 $ 2,197
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The significant components of net interest margin are summarized in the following table.

Year Ended December 31, 2013 2012 2011
Yield 0N total arNING GSSELS......ccccieiiiiiicrice et sttt sresbesbesresaenae e enneneas 1.88% 1.98% 2.26%
Expense on interest bearing liabilitieS..... ... .79 .84 .86
[NEEIESE FAE SPIEAN.... ..ottt b b bbb e et e e e 1.09 1.14 1.40
Benefit from net non-interest paying funds'™ .............coccoovuereeeeeereeeeeeeeeeseseeeee e, 20 16 05
L 10 =S 007 0 TP RRRS 1.29% 1.30% 1.45%

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

The following table summarizes the significant trends affecting the comparability of 2013, 2012 and 2011 net interest income and
interest rate spread. Net interest income in the table is presented on a taxable equivalent basis.

2013 2012 2011

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

(dollars are in millions)
Net interest income/interest rate spread from
PION YEAN ...ttt $ 2,129 1.14% $ 2,218 140% $ 2,324 1.66%

Increase (decrease) in net interest income
associated with:

Trading related activities.............ccccoeeeeee 26 (109) 129
Balance sheet management activities® ... (14) (15) (84)
Commercial 10ans.........ccccovvereverricnene 120 38 (13
DEPOSIES ...ttt (20) (80) 96
Residential mortgage banking .................. (15) (44) 18
Interest on estimated tax exposures.......... (20) 66 (94)
Other aCtiVity ......cocoveveiiereecccee (144) 55 (158)
Net interest income/interest rate spread
for current year.........ccooeeeeveeeceeceene, $ 2,062 1.09% $ 2,129 114% $ 2,218 1.40%

@ Represents our activities to manage interest rate risk associated with the repricing characteristics of balance sheet assets and liabilities. Interest rate risk,
and our approach to managing such risk, are described under the caption "Risk Management” in this MD&A.

Trading related activities Netinterestincomefor trading related activitiesincreased during 2013 aslower funding costsand higher
rates were partially offset by lower average balances. Net interest income for trading related activities decreased during 2012
primarily due to lower rates earned on interest earning trading assets. Net interest income for trading related activities increased
during 2011 primarily dueto higher balances on interest earning trading securities, which was partially offset by lower rates earned
on these assets.

Balance sheet management activities Lower net interest income from bal ance sheet management activities during 2013, 2012 and
2011 reflectstheimpact of the sale of certain securitiesfor risk management purposes and alower interest rate environment which,
in 2013, was partially offset by lower funding costs.

Commercial loans Net interest income on commercial loansincreased during 2013 primarily dueto higher average loan balances
dueto new business activity aswell aslower levels of nonperforming loanswhich was partially offset by higher funding costs and
alower average yield on these loans. Net interest income on commercia loans increased during 2012 primarily due to higher
average loan balances as well as lower levels of nonperforming loans and lower funding costs which was partially offset by a
lower average yield on these loans. Net interest income on commercia loans was lower during 2011 due to lower average loan
yields, partially offset by lower funding costs and higher average loan balances.

Deposits Lower net interest income during 2013 primarily reflects the impact of lower rates of return on invested capital and, to
alesser extent, lower average balances and lower rates paid on interest bearing deposits. Lower net interest income during 2012
reflects the impact of lower average balances on interest bearing deposits and improved spreads in the Retail Banking and Wealth
Management ("RBWM") and Commercial Banking ("CMB") business segments as deposit pricing has been adjusted to reflect
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the on-going low interest rate environment. Higher net interest income during 2011 reflects higher spreadsin RBWM and CMB
business segments as deposit pricing was adjusted to reflect the on-going low interest rate environment. Both segments continue
to be impacted however, relative to historical trends by the current low rate environment.

Residential mortgage banking revenue Net interest income on residential mortgage banking revenue was lower in both 2013 and
2012 reflecting lower residential mortgage average outstanding balances and increased deferred cost amortization due to higher
portfolio prepayments, partialy offset in 2013 by widening interest spreads largely as a result of lower portfolio funding costs.
Thereductioninresidential mortgage average outstanding balanceswas primarily asaresult of the sale of branchesto First Niagara
in 2012, which was partially offset by an increase in residential mortgage loans to our Premier customers. Higher net interest
income during 2011 resulted from lower funding costs.

Interest on estimated tax exposures Reflectstheimpact of the changein interest expense associated with tax reserves on estimated
exposures between periods.

Other activity Net interest income on other activity was lower during 2013, largely driven by lower rates of return on invested
capital related to short-term and long-term borrowing. Net interest income on other activity was higher during 2012, largely driven
by lower unallocated funding costs. Net interest income on other activity waslower during 2011, largely attributable to lower net
interest income from the sale of auto finance receivables in the previous year.

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

Year Ended December 31, 2013 2012 2011
(dollars are in millions)
Commercial:
Construction and Other rEal ESLALE............cccvcveveeieeeeieeeee ettt b e $ M $ (B $ 1
Business and Corporate Danking ..........ccveeireinieiinieieneesees e 48 48 (3)
Gl BANKING. ...t e 26 14 31
(@1 0c w0001 1= (- (5) (20 (28)
TOtAl COMMEICIA .....ecviviieieieicictete ettt ettt bbb bbbt et ettt et ettt et ettt bebebebebetas $ 62 $ 19 $ 1
Consumer:
(R T Lo I 0= o =T 42 114 133
HOME EQUILY MOIMGAOES. ... cveeteie ettt sttt a e e e e sbesae et sbesbeseeseeean 54 72 49
Credit Card rECEIVADIES .........oceee ettt et st st e ra e beeaaeebe e 32 67 46
(@151 e a] LS T 4= OSSOSO 3 21 19
TOLBI CONSUIMIES. ...ttt ettt ettt b et b e be e e se et e e e se e e e ae et e aeeaeebeeaeebesbesbesbenbesaeseans 131 274 247
Total provision fOr Credit I0SSES........c.vrrrureieirririeieereeerie ettt sesneseeneeas $ 193 $ 293 $ 258
Provision as a percentage of aVerage l08NS...........c.veveieeieeeeeeseeeesseesese s esees s ssesse s ses s T 03%  05%  05%

During 2013, our provision for credit losses decreased $100 million driven by alower provision for credit losses in our consumer
loan portfolio partially offset by ahigher provision for credit lossesin our commercial loan portfolio. During 2012, our provision
for credit losses increased $35 million primarily due to completing our review of loss emergence period for loans collectively
evaluated for impairment using aroll rate migration analysis and extending our loss emergence period for theseloansto 12 months
for U.S. GAAPwhich resulted in the recording of an incremental credit |oss provision of approximately $80 million ($75 million
of which related to consumer loans, including $50 million related to residential mortgage loans and $25 million related to credit
cardloans) inthefourth quarter of 2012. Excluding theimpact of thisincremental provision, our provision for credit |ossesdeclined
in2012, driven by alower provisioninour consumer |oan portfolio, partially offset by amodestly higher provisioninour commercial
loan portfolio. During 2013, 2012 and 2011, we decreased our credit loss reserves asthe provision for credit losseswas | ower than
net charge-offs by $41 million, $96 million and $63 million, respectively.

In our commercial portfolio, the provision for credit lossesin 2013 includes a specific provision associated with asingle corporate
banking customer relationship. Excluding the impact of this item, our commercial provision for credit losses remained higher
reflecting higher levels of reserves primarily associated with large global banking loan exposures. Our commercial portfolio
provision for credit losses was modestly higher in 2012 driven largely by increased levels of reserves for risk factors associated
with expansion activitiesin the U.S. and Latin America. In addition, we experienced continued improvements in economic and
credit conditions including lower nonperforming loans and criticized asset levelsin all years, including reductions in higher risk
rated loan balances, stabilization in credit downgrades, including managed reductions in certain exposures and improvementsin
the financial circumstances of certain customer relationships. While these improvements resulted in an overall release of loss
reservesin al years, the releases were lower in 2013 when compared with 2012 and in 2012 when compared with 2011.
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The provision for credit losses on residential mortgages including home equity mortgages decreased $90 million during 2013.
Excluding the impact of the incremental provision for the change in loss emergence period as discussed above, the provision for
credit losses on residential mortgages including home equity mortgages decreased $46 million in 2012. The decreases in both
yearsweredriven by continued improvementsin economic and credit conditionsincludinglower dollarsof delinquency on accounts
less than 180 days contractually delinquent and improvements in loan delinquency roll rates. Partially offsetting the decrease in
2012 were higher charge-offs in our home equity mortgage portfolio due to an increased volume of loans where we had decided
not to pursue foreclosure.

The provision for credit losses associated with credit card receivables decreased $35 million during 2013. Excluding the impact
of theincremental provision for the change in loss emergence period as discussed above, the provision for credit losses on credit
card receivables decreased $4 millionin 2012. The decreasesin both yearsreflect improved economic conditions, including lower
dollars of delinquency, improvementsin loan delinquency roll rates and lower average receivable levels.

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

Year Ended December 31, 2013 2012 2011
(dollars are in millions)
Credit Card FEES ..ottt ettt ettt e et e et e et e st eteseeteseetesaeaesaeana $ 43 3 87 $ 129
Other fees and COMMISSIONS ........cceiereeieereeeeese e eresresresresresaesnens 706 766 832
BI85 oo 0= 123 110 108
TrAOING FEVENUE........citieiitiieteeet ettt bbbt bbbt bt b et b e eb e e 474 498 349
Other SECUMTIES QAINS, NEL ... .eiviieiereeee et e e e ese e eneeresresrenreseennens 202 145 129
HSBC affiliate income:
FEES AN COMMISSIONS......cuiiuiiticiecte ettt e st sbe e beeaeesreeneesreennesnean 154 164 167
Other affiliate INCOME......cveeeeeeceee e re e s e s resnesnenean 48 38 35
Total HSBC affiliat@ iNCOME.........ccuieieciecicetecte ettt 202 202 202
Residential mortgage banking reVENUE............c.eo e 80 16 37
Gain (loss) on instruments designated at fair value and related derivatives...........ccoovvvrienene (32) (342) 471
Gainon saAle Of BranChES..........oov e e e — 433 —
Other income:
Valuation of [0anSheld fOr SAl€.......covveeecececc e 9 (12 (27)
INSUFBINCE ...ttt sttt et s e sh e e b e s ba e e be e s be e ea b e e nbeesabe e sbeeeateesbaesteenree s 11 9 13
Earnings from equity iNVESIMENTS........coiiiiiiiirereeeee s 3 (0] 40
MiSCEIlaNEOUS INCOME........cceiieiereeece et e e e re s sesresresresaenresaennens 36 62 42
B0 = B0 11 = g oo o= 59 58 68
B Iz o1 { g L= g (=.Y/< 110 (=TT $ 187 $ 1973 $ 2325

Credit card fees Credit card fees declined in 2013 and 2012 due to lower outstanding balances driven by the sale of a portion of
the portfolio as part of the sale of 195 retail branchesin 2012, aswell as a continued trend towards lower late fees due to improved
customer behavior. Also contributing to the decrease in 2013 was higher costs associated with our credit card rewards program
due to higher estimated customer redemption rates which increased our redemption liability by approximately $16 million.

Other fees and commissions Other fee-based income declined in 2013 reflecting lower account service related fees primarily due
to the impact of the sale of 195 retail branches as discussed above and a decline in credit facility related fees primarily due to a
decreasein syndication fees. Also contributing to the declinein 2013 was lower custodial fees dueto adecreasein precious metals
average inventory held under custody as well as a decline in average metals prices. Other fee-based income decreased in 2012
reflecting the impact of the retail branch sale as discussed above and the implementation of new legislation in late 2011 which
limits fees paid by retailers to banks on debit card purchases. The following table summarizes the components of other fees and
commissions.

Year Ended December 31, 2013 2012 2011
(dollars are in millions)
ACCOUNE SEIVICES ...t cte et e te et ettt eaeee e et se e et seasss st ebesees et ebese s ssetesessesssetesesnsnane $ 289 $ 309 384
(= [ = o1 ) (=R 197 220 250
CUSLOIAl FEES....vi ittt ettt e s e s te s aeesbeeaaesbeeatesbeenbesbeenbesneennas 57 76 74
(@107 g == SRS 163 161 124
Total other fees and COMMISSIONS........ccccveiieieeeeteeee ettt sttt et an st teseneas $ 706 $ 766 $ 832

Trust income Trust incomeincreased in 2013 reflecting higher feeincome associated with our management of fixed income assets
driven by growth in emerging market debt and offshore high yield and high income assets. Trust income was relatively flat in
2012.
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Trading revenue Trading revenueis generated by participation in the foreign exchange, rates, credit, equities and precious metals
markets. The following table presents trading related revenue by business activity and includes net interest income earned on
trading instruments, aswell as an allocation of the funding benefit or cost associated with the trading positions. Thetrading related
net interest income component isincluded in net interest income on the consolidated statement of income (loss). Trading revenues
related to the mortgage banking business are included in residential mortgage banking revenue.

Year Ended December 31, 2013 2012 2011
(dollars are in millions)

= o (] Lo [ <Y< 0 =SSR $ 474  $ 498 $ 349

NEL INEEIESE INCOMIE.......eeeiteeie ettt sttt e b et e s b e beeaeeebeeneeereenesaeensesanas (15) (42) 78

Trading relaled FEVENUE. .........coieeeecee et st ate e e reenes $ 459 $ 456 $ 427

Business Activities: - -
DETVAIVESY ..ottt e ettt e e e e st etene e e et e st et eeeeeseeeeseeneeeeee e neenen $ 185 $ 172 $ 199
Balance sheet ManagemMent...........ooeoerereee e sne e 12 9 (62)
L0 L0 = (e 0 T 174 207 209
PreCiOUS MELAIS ..ot sttt et e esbeeaeesreeeesaeesresanas 74 76 93
(€1 T0] 7= =01 (T o 5 1 2
(@107 g8 7= (1 o 9 9 (14)

Trading relaled FEVENUE. .........coieeeecee et e e e ae e te e e reenes $ 459 $ 456 $ 427

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

2013 Compared with 2012 Trading related revenue remained stable during 2013 as higher revenue from bal ance sheet management
activities, derivatives and global banking were largely offset by lower revenue from foreign exchange.

Trading revenue from derivative products increased during 2013 driven by higher new deal activity on domestic interest rate
products and lower interest costs related to structured notes issuance. Partly offsetting these revenue improvements was a decline
in emerging markets related derivatives, which were impacted by |ess stable economic conditions in Latin America, and lower
valuation gains from structured credit products. In addition, revenue from debit valuation adjustments on derivative liabilities
declined in 2013 as our own credit spread tightened relative to 2012. In addition, 2012 included a gain from the change in
methodology for estimating debit valuation adjustments as discussed below.

Trading revenuerel ated to bal ance sheet management activitiesincreased during 2013 primarily dueto the performance of economic
hedge positions used to manage interest rate risk.

Foreign exchange trading revenue decreased during 2013 due to lower revenue from a reduction in trade volumes and price
volatility. Precious metals revenue decreased slightly during 2013 from reduced client demand.

Global banking revenue improved during 2013 from valuation gains on credit default swap hedge positions, additionally 2012
included aloss on aloan sale.

Other trading revenue remained flat during 2013.

2012 Compared with 2011 Trading related revenue increased during 2012 due to higher revenue from bal ance sheet management
and other trading activities, partialy offset by lower revenue from derivatives, precious metals and foreign exchange.

Trading revenue related to derivatives products decreased in 2012 due primarily to a change in credit risk adjustment estimates
on derivatives. During 2012, we changed our estimate of credit valuation adjustments on derivative assets and debit valuation
adjustments on derivative liabilities to be based on a market-implied probability of default calculation rather than a ratings-based
historical counterparty probability of default calculation, consistent with evolving market practices. This change resulted in a
reduction to other trading revenue of $47 million. Also contributing to lower revenues in 2012 was lower net interest income,
mainly from reduced holdings of interest bearing instruments and higher interest costs associated with increased issuances of
structured notes. Partially offsetting these revenue decreaseswas higher incomefrom our credit rel ated exposures, including reserve
releases in valuations associated with our legacy global markets businesses and gains associated with the termination of certain
structured credit exposures in advance of scheduled maturity dates.

Trading revenue rel ated to bal ance sheet management activitiesimproved during 2012 primarily as economic hedge positions used
to manage interest rate risk improved due to amore stable interest rate environment.

Foreign exchange trading revenue decreased during 2012 from lower volumes and reduced margins due to tightening spreads.
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Preci ous metal strading revenues decreased during 2012 asaresult of lower metalspricevolatility and adeclinein trading volumes.

Global banking trading revenue decreased during 2012 mainly from a loss on aloan sale partially offset by the change in the
valuation of credit default swap hedge positions.

Other trading revenue increased in 2012 from movements in interest rate curves used to value certain instruments and valuation
reserve rel eases.

Other securities gains, net We maintain various securities portfolios as part of our balance sheet diversification and risk
management strategies. During 2013, 2012 and 2011, we sold $35.3 billion, $10.5 hillion and $21.4 billion, respectively, of
U.S. Treasury, mortgage-backed and other asset-backed securities as part of a continuing strategy to re-balance the securities
portfolio for risk management purposes based on the current interest rate environment and, in 2011, to adjust portfolio risk duration
as well asto reduce risk-weighted asset levels. The gross realized gains and losses from sales of securitiesin al years, which is
included as a component of other securities gains, net above, are summarized in Note 5, "Securities," in the accompanying
consolidated financial statements.

HSBC affiliate income Affiliate income remained flat in both 2013 and 2012.

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

Year Ended December 31, 2013 2012 2011
(dollars are in millions)
Net interest income $ 180 $ 195 $ 239
Servicing related income:
Servicing fee income 79 87 109
Changesin fair value of MSRs due to:
Changes in valuation model inputs or assumptions 88 (15) (136)
Customer payments (43) (61) (77)
Trading — Derivative instruments used to offset changes in value of MSRs (69) 31 173
Total servicing related income 55 42 69
Originations and sales related income:
Gains on sales of residential mortgages 37 80 40
Provision for repurchase obligations (21) (134) (92
Trading and hedging activity (5) 4 (1)
Total originations and sales related income (10ss) 11 (50) (63)
Other mortgage income 14 24 31
Total residential mortgage banking revenue included in other revenues 80 16 37
Total residential mortgage banking related revenue $ 260 $ 211 $ 276

Net interest income was lower in 2013 and 2012 reflecting lower residential mortgage average outstanding balances primarily as
aresult of the sale of branchesto First Niagarain 2012 and continued higher portfolio prepayments asaresult of the low mortgage
rate environment. Partially offsetting the decreasein 2013 waswidening interest spreads, largely aresult of lower portfolio funding
costs. Consistent with our Premier strategy, additionsto our residential mortgage portfolio are primarily to our Premier customers,
while sales of loans consist of conforming loans sold to PHH Mortgage as discussed further bel ow.

Total servicing related income increased in 2013 driven by improved net hedged MSR performance partially offset by lower
servicing fees due to alower average serviced loan portfolio as aresult of prepaymentsin excess of new additions to the serviced
portfolio. As aresult of our strategic relationship with PHH Mortgage, beginning with May 2013 applications, we no longer add
new volume to our serviced portfolio as all agency eligible loans are now sold on a servicing released basis. Changesin MSR
valuations are driven by updated market based assumptions such as interest rates, expected prepayments, primary-secondary
spreads and cost of servicing. Consequently, primarily as aresult of rising mortgage rates, the MSR asset fair value increased in
2013 partially offset by losses on instruments used to hedge changesin the fair value of the MSRs. Total servicing related income
decreased in 2012 driven by alower average serviced loan portfolio aswell as adecline in net hedged M SR performance. Dueto
the generally declining rate environment in 2012, updates to the M SR assumptions discussed above led to alower MSR value.

Originations and sales related income (loss) improved in 2013 largely dueto lower loss provisionsfor loan repurchase obligations

associated with loans previoudly sold partially offset by lower gains on sales of residential mortgage loans. Originations and sales

related income (loss) improved in 2012 as higher loss provisions for loan repurchase obligati ons associated with |oans previously
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sold were more than offset by both increased gains on individual loan sales and improved trading and hedging activity. During
2013, werecorded acharge of $21 milliondueto our estimated exposureassoci ated with repurchase obligationson loanspreviously
sold compared with charges of $134 million and $92 million in 2012 and 2011, respectively. During the fourth quarter of 2013,
weentered into asettlement with FNMA for $83 million which settled our liability for substantially all loanssold to FNMA between
January 1, 2000 and June 26, 2012. The settlement resulted in arelease of $15 million in repurchase reserves previously provided
for this exposure. We continue to maintain repurchase reserves for FNMA exposure associated with residual risk not covered by
the settlement agreement. A significant majority of the remaining repurchase reserve rel ated to repurchase exposure for loans sold
to the FHLMC.

Other mortgage income has fallen in 2013 due to a contractual fee arrangement with PHH Mortgage wherein PHH Mortgage
retains ancillary feeincome.

Gain (loss) on instruments designated at fair value and related derivatives We have elected to apply fair value option accounting
to commercial leveraged acquisition financeloans, unfunded commitments, certain own fixed-rate debt issuancesand all structured
notes and structured deposits issued after January 1, 2006 that contain embedded derivatives. We also use derivatives to
economically hedgetheinterest rate risk associated with certain financial instrumentsfor which fair value option has been elected.
See Note 16, "Fair Value Option" in the accompanying consolidated financial statements for additional information including a
breakout of these amounts by individual component.

Gain on sale of branches Asdiscussed above, in 2012 we completed the sale of 195 non-strategic retail branchesto First Niagara
and recognized a pre-tax gain, net of allocated non-deductible goodwill, of $433 million.

Valuation of loans held for sale Valuation adjustments on loans held for sale improved in 2013 and 2012 due to lower average
balances and reduced volatility. Valuations on loans held for sale relate primarily to residential mortgage loans purchased from
third partiesand HSBC affiliateswith theintent of securitization or sale. Included in thisportfolio are subprimeresidential mortgage
loanswith afair value of $46 million, $52 million and $181 million as of December 31, 2013, 2012 and 2011, respectively. Loans
held for sale are recorded at the lower of their aggregate cost or fair value, with adjustments to fair value being recorded as a
valuation allowance. Valuations on residential mortgage loans held for sale that we originate are recorded as a component of
residential mortgage banking revenue in the consolidated statement of income (l0ss).

Other income Other income, excluding the valuation of loans held for sale as discussed above, decreased during 2013 driven
largely by the establishment of a repurchase reserve of approximately $8 million relating to loans previously securitized, lower
income from commercial and whole loan sales and the non-recurrence of miscellaneous income recorded in 2012 related to the
retail branch sale which were partially offset by higher income associated with fair value hedge ineffectivenessrel ated to securities
available-for-sale. Other income in 2011 included gains of $53 million and $10 million, respectively, relating to the sale of our
equity interest inajoint venture and the sale of certain non-marketabl e securities. Excluding theimpact of theseitems, other income
increased in 2012 driven by higher income associated with fair value hedge ineffectiveness, partially offset by lower earningsfrom
equity investments.

Operating Expenses Lower operating expensesin 2013 reflect lower compliance costs, theimpact of our retail branch divestitures
which reduced salaries and empl oyee benefits expense as well as occupancy expense and the non-recurrence of expense related
to certain regulatory matters which totaled $1,381 million during 2012, which was partially offset by a goodwill impairment of
$616 million, higher fees paid to HTSU due to implementation of new regulatory requirements and higher other expenses driven
by increased litigation expense. Compliance costs, while remaining a significant component of our cost base, declined to $302
millionin 2013 compared with $426 millionin 2012 asthe prior year reflectsinvestment in BSA/AML process enhancements and
infrastructure and, to alesser extent, foreclosure remediation which did not occur at the same level in 2013. While we continue to
focus attention on cost mitigation effortsin order to continue realization of optimal cost efficiencies, we believe compliancerelated
costs have permanently increased to higher levels due to the remediation required by regulatory consent agreements.
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The following table summarizes the components of operating expenses.

Year Ended December 31, 2013 2012 2011
(dollars are in millions)

Saary and employee DENEFILS ........cccuiiceeeiee e $ 922 $ 94 1,114

OCCUPANCY EXPENSE, NMEL......evieiretereee ettt sr e et r b sr e resre e 230 241 280

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

LS 0] 0 o A 14 27 36
FEESPAId tO HMUS ...t 228 326 275
FEESPAId TO HTSU ..ottt nenas 1,000 912 967
Feespaid to other HSBC affili@teS.......ccccveviiierire e 217 215 235
Total support services from HSBC affiliates..........cceveieeiieecceeee e 1,459 1,480 1,513
GOOAWI T TMPBITITNENL ...ttt sttt e et b e b e b s ebese b e ebeseebesreneas 616 — —
Expense related to certain regulatory MatterS.........ovvvvvierevirieseseseeeereeeeesese e es — 1,381 —
Other expenses:
EqQUIipMENt 8N SOfTWEIE.........cveuieciirieiirieree e 54 43 156
=T (1 o SRS 43 47 67
OULSIOE SEIVICES. ...ttt sttt e et s re e e et et s et aeebesbesaeebesbeseesnenean 94 103 68
ProfeSSIONal TEES......ui i et neens 112 123 151
Postage, printing and Office SUPPIIES......ccvevriiieiire e 6 13 15
Off-balance Sheet Credit FESEIVES ........ccvciiecece et (14) (26) 15
FDIC @SSESSMENT FEE .....viii i sttt be e be e neens 90 99 122
[NSUFANCE DUSINESS. .....cvetiieieriees ettt sttt sttt sttt st se b se b snenens 1 12 —
MISCEITANEOUS........ee et ettt s b b et be e 359 288 318
TOtAl OtNEr EXPENSES. ... ecveecee ettt ettt b e 745 702 912
TOtal OPEraliNg EXPENSES. ....cveiveveeereieeteriese et stere st et s ressre e e s e ssesessesessesessesessessssassssensesesesessens $3972 $ 4748 $ 3819
PErSONNEl - QVEIA0E NUMDES .........oceeeeeeeeeeee et er s en s s T 6481 =~ 7,765 = 9582
o= g Tox Y ( F SRS 101.9% 114.9% 80.2%

Salaries and employee benefits Total salariesand employee benefitsexpense decreased during 2013 and 2012 driven by theimpact
of the sale of 195 non-strategic retail branches completed in 2012, continued cost management efforts and, compared with 2012,
the non-recurrence of a pension curtailment gain recorded in 2012 which were partially offset by higher salaries expense relating
to expansion activities associated with certain businesses.

Occupancy expense, net Occupancy expense decreased in 2013 reflecting the impact of the reduction in size of our retail branch
network including lower maintenance and utilities costs. Occupancy expense decreased in 2012 reflecting lower rent and lower
utilities costs, including the impact of the retail branch sales as discussed above, as well as the commencement of the recognition
of a$117 million deferred gain on the sale of our 452 Fifth Avenue headquarters building which began in April 2012 and is being
recognized over theeight year remaining life of our lease. In addition, occupancy expenseduring 2011 includes$21 millionrelating
to the write-off of leasehold improvements and lease abandonment costs associated with the consolidation of certain retail branch
offices as well as a charge of $5 million associated with the closure of the Amherst Data Center.

Support services from HSBC affiliates Includes technology and certain centralized support services, including human resources,
corporate affairs and other shared services, legal, compliance, tax and finance charged to us by HTSU. Support services from
HSBC affiliates also includes services charged to us by an HSBC affiliate located outside of the United States which provides
operational support to our businesses, including among other areas, customer service, systems, risk management, collection and
accounting functionsaswell as servicing fees paid to HSBC Finance for servicing nonconforming residential mortgage loans and,
prior to May 1, 2012, certain credit card receivables. Support services from HSBC affiliates declined in 2013 as higher fees paid
to HTSU relating to additional staff and consulting fees associated with regulatory reporting and capital planning activities were
more than offset by lower feespaid to HMUS largely related to lower compliance costs as 2012 reflectsinvestment in AML process
enhancements and infrastructure which did not occur at the same level in 2013 and lower fees paid to HSBC Finance, which no
longer services our credit card portfolio. Support services from affiliates declined in 2012 compared with 2011, reflecting lower
fees paid to HTSU as increased costs relating to compliance, including costs associated with our BSA/AML and foreclosure
remediation activities, was more than offset by workforce reductions in certain shared services functions which resulted in lower
allocated costs for these functions and, as discussed above, lower fees paid to HSBC Finance partially offset by higher fees paid
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toHMUS, primarily related to compliance costs. Compliance costsreflected in support servicesfrom affiliatestotal ed $289 million
during 2013 compared with $375 million and $252 million in 2012 and 2011, respectively.

Goodwill impairment Reflectsthefull impairmentin 2013 of $616 million of goodwill previously allocated to our GB& M reporting
unit. See Note 11, "Goodwill," in the accompanying consolidated financial statements for additional discussion.

Expense related to certain regulatory matters Includedin 2012isan expenseof $1,381 millionrelated to certain regul atory matters.
SeeNote28, "Litigationand Regulatory Matters," intheaccompanying consolidated financial statementsfor additional information.

Other expenses Other expensesincreased in 2013 due to higher litigation expenses on exposure associated with certain previous
residential mortgage-backed securities activity, lower recoveries on off-balance sheet credit exposures and higher capitalized
software amortization which were partially offset by lower insurance expense, lower professional feesand lower FDIC assessment
fees. Other expensesin 2012 included a $19 million expense accrual related to mortgage servicing matters and in 2011 included
a charge of $110 million included within equipment and software relating to the impairment of certain previously capitalized
software development costs which are no longer realizable. Also included in 2011 was a provision for interchange litigation as
well as estimated costs associated with penalties related to foreclosure delays involving loans serviced for the GSEs and other
third parties and an expense accrual related to mortgage servicing matterswhich collectively totaled $123 million. Excluding these
amounts, other expenses were higher in 2012 largely due to higher outside services fees and higher litigation expenses.

Efficiency ratio Our efficiency ratio from continuing operations was 101.9 percent during 2013 compared with 114.9 percent in
2012 and 80.2 percent in 2011. Our efficiency ratio was impacted in each period by the change in the fair value of our own debt
attributableto credit spread for which we have elected fair val ue option accounting. Excluding theimpact of thisitem, our efficiency
ratio for 2013 was 97.8 percent compared with 105.7 percent in 2012 and 87.1 percent in 2011. Our efficiency ratio improved in
2013 compared with 2012 due to adecrease in operating expenses partially offset by a decreasein net interest income and in other
revenues as 2012 includes a$433 million pre-tax gain from the sale of certain branchesto First Niagara. While operating expenses
declined in 2013, driven by the impact of our retail branch divestitures, cost mitigation efforts and the non-recurrence of a $1,381
million expenserecorded in 2012 rel ated to certain regul atory matterswhich was partially offset in 2013 by agoodwill impairment,
they continue to reflect elevated levels of compliance costs. Excluding the impact of fair value on our own debt attributable to
credit spread, our efficiency ratio remained higher in 2012 compared with 2011, due to higher operating expenses associated with
the expense related to certain regulatory matters, partially offset by higher other revenues which included the branch sale gain. In
addition to the items discussed above, the efficiency ratio increase in 2012 also reflects the non-recurrence of an impairment of
certain software development costs as well as the impairment of leasehold improvements associated with certain branch closures
which were recorded in 2011.

Income taxes Our effective tax rate was 26.6 percent in 2013 compared with 37.1 percent in 2012 and 33.3 percent in 2011. For
a complete analysis of the differences between effective tax rates based on the total income tax provision attributable to pretax
income and the statutory U.S. Federal income tax rate, see Note 17, "Income Taxes," in the accompanying consolidated financial
statements.

Segment Results — IFRSs Basis

We have four distinct business segments that are utilized for management reporting and analysis purposes which are aligned with
HSBC's global businesses and business strategy. The segments, which are generally based upon customer groupings and global
businesses, are described under Item 1, "Business' in this Form 10-K.

Our segment results are reported on acontinuing operations basis. As previously disclosed, CMB hashistorically held investments
in low income housing tax credits. The financial benefit from these investments is obtained through lower taxes. Since business
segment returns are measured on a pre-tax basis, a revenue share has historically been in place in the form of afunding credit to
provide CMB with an exact and equal offset booked to the Other segment. Beginning in 2013, this practice was eliminated and
the low income housing tax credit investments and related financial impact are recorded entirely in the Other segment. We have
reclassified prior period results in both the CMB and Other segments to conform to the revised current year presentation. As
disclosed in Note 3, "Discontinued Operations,” in the accompanying consolidated financial statements, our Card and Retail
Servicesbusiness, which was previoudly reported in our RBWM segment, isreported asdiscontinued operationsand isnot included
in our segment presentation.

We report financial information to our parent, HSBC, in accordance with IFRSs. As aresult, our segment results are presented on
an IFRSs basis (anon-U.S. GAAP financial measure) as operating results are monitored and reviewed, trends are eval uated and
decisions about allocating resources such as employees are made almost exclusively on an IFRSs basis. However, we continue to
monitor capital adequacy, establish dividend policy and report to regulatory agencies on a U.S. GAAP basis. The significant
differences between U.S. GAAP and IFRSs as they impact our results are summarized in Note 23, "Business Segments,” in the
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accompanying consolidated financial statements and under the caption, "Basis of Reporting” in the MD& A section of this Form
10-K.

Retail Banking and Wealth Management Our RBWM segment providesafull range of banking and wealth products and services
through our branches and direct channelsto 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. During 2013, we continued to direct resources towards the development and delivery of premium service, client
needs based wealth and banking services with particular focus on HSBC Premier, HSBC's global banking service that offers
customers a seamless international service aswell asHSBC Advance, a proposition directed towards the emerging affluent client
intheinitia stages of wealth accumulation.

Consistent with our strategy, additions to our residential mortgage portfolio are primarily to our Premier customers, while sales
of loans historically consist primarily of conforming loans sold to GSEs and beginning in May 2013, PHH Mortgage. In addition
to normal sales activity, at timeswe have historically sold prime adjustable and fixed rate mortgage | oan portfoliosto third parties
and retai ned the servicing rightsin rel ation to the mortgages upon sale. Upon conversion of our mortgage processing and servicing
operationsto PHH Mortgage, we now sell our agency eligible originations beginning with May 2013 applications directly to PHH
Mortgage on a servicing released basis which has resulted in no new mortgage servicing rights being recognized going forward.

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

Year Ended December 31, 2013 2012 2011
(in millions)

NEL INEEIESE INCOME.....eiiieeeceei ettt ettt e s st e s et e et e s satesbessbaesbessbessbessresssbessaessnsensns $ 842 $ 854 $ 1,023
Other OPErating INCOIME........couiiiieeetere ettt sttt b et b e b e b et se b e e ebeseesesne e sreneas 347 555 409
TOtal OPEraLiNg INCOME. ....eeevieetirieterieteseeesiee sttt sttt se e s sttt e e b e s s e e be s e benteneneens 1,189 1,409 1,432
L0an impairmeNt CREIJES ..ottt et 129 204 247
Net operating income 1,060 1,205 1,185
OPENALTING EXPENSES. ....cveeerteneeteestese et st et seeteseebeseebeseesesaesesb et ab et eb e e ebeseebeseebeseebeseebeseesesnenesreneas 1,206 1,301 1,653
LOSS DEFOr@ TAX ......vuvuiiiiici bbb $ (146) $ (96) $ (469)

2013 loss before tax compared with 2012 Our RBWM segment reported a higher loss before tax during 2013. Our loss before tax
in 2012 includes a gain of $238 million relating to the sale of certain branchesto First Niagara. Excluding the gain on the sale of
these branches, loss before tax improved $188 million during 2013 driven by lower operating expenses, lower loan impairment
charges, and higher other operating income, partially offset by lower net interest income.

Net interest income was lower during 2013 driven by lower deposit levels as aresult of the branch saleto First Niagara. Partially
offsetting the impact of the branch sale to First Niagara were margin improvements due to active re-pricing of the deposit base
especially in the non-premier segments which reduced our funding costs. Residential mortgage average balances were lower due
to the impact of the branch sales partially offset by an increase in residential mortgage loans to our Premier customers.

Other operating income included a gain from the compl etion of the sale of certain branches to First Niagaratotaling $238 million
in 2012. Excluding the gain on the sale of branches, other operating income increased in 2013 driven by lower provisions for
mortgage |oan repurchase obligations associated with previously sold loans and improved net hedged mortgage servicing rights
results, partially offset by lower gains on sales of mortgage loans.

Loan impairment charges decreased during 2013 driven by continued improvements in economic and credit conditions including
lower delinquency levels on accounts less than 180 days contractually delinquent, improvements in delinquency roll rates and
lower charge-offsincluding significant improvementsin market value adjustments on loan collateral dueto improvementsin home
prices which was partialy offset by an incremental 1oan impairment charge of $15 million during the second quarter of 2013 to
reflect an update to the period of time after aloss event aloan remains current before delinquency is observed.

Operating expenses were lower in 2013 primarily due to the sale of the 195 branchesto First Niagaraaswell aslower compliance
andlegal costsand decreasesin expensesdriven by several cost reductioninitiativesrelating to our retail branch network, primarily
optimizing staffing and administrative areas, as well as reduced marketing expenditures. Partially offsetting these improvements
was the impact of areduction in the amount of branch costs allocated to CMB and expense of $11 million related primarily to the
lease obligations of seven branch offices recorded in the fourth quarter of 2013 that will be closed in 2014.

2012 loss before tax compared with 2011 Our RBWM segment reported a lower |oss before tax during 2012, reflecting higher
other operating income as aresult of again from the sale of certain branches, lower loan impairment charges and lower operating
expenses, partially offset by lower net interest income.
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Net interest incomewas lower during 2012 driven by lower deposit marginsprimarily asaresult of lower returnsrelated to deposits
held for sale to First Niagara due to their short term nature, lower deposit balances as aresult of the sale aswell as alow interest
rate environment. Net interest income related to consumer loans was lower as a result of the branch sale, however, net interest
income related to residential mortgages improved as net interest income from the discounted collateral values on delinquent
mortgage |oans was partially offset by narrower spreads and increased deferred origination cost amortization as aresult of higher
prepayments. Residential mortgage average balances were dlightly lower as the impact of the branch sale were amost entirely
offset by an increase in residential mortgage loans to our Premier customers.

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

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

Operating expensesin 2012 included $56 millionin litigation related charges, $19 millionin expense related to mortgage servicing
matters, partially offset by an $8 million reductionin estimated cost associated with penaltiesrelated to foreclosuredelaysinvolving
loans serviced for GSEs. Operating expenses in 2011 included the impairment of previoudly capitalized software development
costs, which resulted in a charge of $87 million, and charges of $86 million for estimated costs associated with penalties related
toforeclosure delaysinvolving loans serviced for the GSEs and other third partiesaswell asan expense accrual related to mortgage
servicing matters. Excluding these amounts, operating expenses were lower in 2012 primarily due to the sale of the 195 branches
to First Niagaraaswell asadecreasein expensesin our retail banking businessdriven by several cost reduction initiativesprimarily
optimizing staffing in the branch network and administrative areas as well as reduced marketing expenditures. In addition, there
werelower FDIC assessments beginning in the second quarter of 2011 as assessments are now based on assetsrather than deposits.
Partially offsetting these improvements in operating expense were transaction costs associated with our announced branch sale as
well as increased compliance costs, increased cards servicing costs and the impact of a reduction in the amount of branch costs
alocated to CMB based upon an updated cost study.

Commercial Banking CMB's goal isto be the leading international trade and business bank in the U.S. CMB strives to execute
thisvision and strategy in the U.S. by focusing on key markets with high concentration of internationally minded customers. Our
CMB segment serves the markets through three client groups, notably Corporate Banking, Business Banking and Commercial
Real Estate which allowsusto align our resourcesin order to efficiently deliver suitable products and services based on our client's
needs. Whether itisthrough commercial centers, theretail branch network, or viaHSBCnet, CM B providescustomerswith 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. During 2013, an increase in the number of relationship managers and product partners is
enabling usto gain alarger presence in key growth markets, including the West Coast, Southeast and Midwest. This strategy has
also led to areduction in certain Business Banking customers who do not have significant international needs.

New loan originations have resulted in a 16 percent increase in average |oans outstanding to Corporate Banking customers since
2012. The Commercial Real Estate group isfocusing on selective business opportunitiesin marketswith strong portfolio expertise,
which resulted in a 13 percent increase in average outstanding loans for this portfolio since 2012. Total average loans increased
11 percent across all CMB business lines as compared with 2012.
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The following table summarizes the IFRSs results for our CMB segment:

Year Ended December 31, 2013 2012 2011
(in millions)

NS T 1= =S T o0 1= TR $ 706 $ 673 $ 728
Other OPErating INCOME.........cciiiierieieriete ettt se st st st seebeseesesaesesbenessenens 293 539 322
Total OPErating INCOMIE.........cuciiieiieie e s s 999 1,212 1,050
L0an impairmENt CREIGES .......coeirieiriee ettt sttt et et et 45 4 6
Net operating income 954 1,208 1,044
OPErAING EXPENSES. ... eveuetererteestesesteseeteseeteseeteseesestesestesessesestesesbeseeteseesesesteseesessesessesessasessenens 680 631 652
0 TN oL o (= = SR $ 274 $ 577 $ 392

2013 profit before tax compared with 2012 Our CMB segment reported a lower profit before tax during 2013. Profit before tax
in 2012 includes a gain of $278 million relating to the sale of certain branches to First Niagara. Excluding the gain on the sale of
these branches, profit before tax remained lower, declining $25 million during 2013, driven by higher operating expenses and
higher loan impairment charges, partially offset by higher net interest income and higher other operating income.

Net interest income increased in 2013 due to the favorable impact of higher loan balancesin expansion markets which more than
offset lower business banking revenue due to the branch sale.

Other operating income includes a gain from the completion of the sale of certain branchesto First Niagara totaling $278 million
in 2012. Excluding the gain on the sale of branches, other operating income was higher during 2013 due to higher fees generated
from trade services, foreign currency revenue and credit commitments, as well as an increase in debt and leverage acquisition
financing activity.

Loan impairment charges were higher during 2013 primarily due to higher provisions as a result of loan growth in expansion
markets.

Operating expenses increased during 2013 as additional expenses relating to staffing increases in growth markets including the
West Coast, Southeast and Midwest and higher technology infrastructure costs were partialy offset by a reduction in network
costs due to the branch sale and a reduction in the amount of branch costs allocated from RBWM.

2012 profit before tax compared with 2011 Our CMB segment reported a 47 percent increase in profit before tax during 2012 as
higher other operating income as a result of a gain from the sale of certain branches and lower operating expenses were partially
offset by lower net interest income.

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

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

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

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

Global Banking and Markets Our GB& M business segment supports HSBC'semerging markets-led and financing-focused gl obal
strategy by leveraging the HSBC Group's advantages and scale, strength in devel oped and emerging markets and product expertise
in order to focus on delivering international productsto U.S. clients and local productsto 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 clientsaswell asprivateinvestorsworldwide. GB& M clientsare served by sector-focused
teams that bring together relationship managers and product specialists to develop financial solutions that meet individual client
needs. With afocus on providing client connectivity between the emerging markets and devel oped markets, we aim 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 PB to meet their domestic and international banking needs.

Within client-focused business lines, GB& M offers afull range of capabilities, including:
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* Banking and financing solutions for corporate and institutional clients, including loans, working capital, trade services,
payments and cash management, and leveraged and acquisition finance; 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 al so manages our structural
interest rate position within alimit structure.

We continue to proactively target U.S. companies with international banking requirements and foreign companies with banking
needs in the Americas. Furthermore, we have seen higher corporate loan balances as well as growth in revenue from the cross-
sale of our productsto CMB and RBWM customers consistent with our global strategy of cross-sale to other global businesses.
GB&M segment results during 2013 benefited from more stable U.S. financial market conditions, which reflected continued low
interest rates and generally less volatile credit spreads and foreign exchange prices.

The following table summarizes IFRSs results for the GB&M segment.

Year Ended December 31, 2013 2012 2011
(in millions)

NEL INLEMESE INCOME.......euiieeeieieesirieeee s eetee sttt s seesesese e tese e et sese e sensesenesessnsenenenees $ 423 $ 606 $ 504
Other OpErating INCOIME.......coutiiitirie ettt sae bbbt e e e e e e e et ebeebe s st saesbesbeseens 1,165 916 969
Total Operating iNCOME™ ..........ooueeeeeeeeeeeeeeeeeeeeeeeee e ssees s ss s tees s sseesannes 1,588 1,522 1,473
Loan impairment Charges (FECOVEITES) ....cuurueruereeireeeee st re st e et e e e e sre s sne e e s @) (0] 5
Net operating income 1,592 1,523 1,468
GOOAW T TMPEITITNENL. ......cveeeiteeetere ettt ettt b e eb e e b et se b seebe e e s sre e snenea 480 — —
Operating expenses, excluding goodwill impairment ...........c.ccvvverierererereereeesese e 984 997 986
ProOfit DEfOIE TAX ....cucuivieieieiicictc e $ 128 $ 526 $ 482

@ Thefollowing table summarizes the impact of key activities on total operating income of the GB&M segment. The table has been updated to reflect the new
management structure of GB&M (prior year comparatives have been restated to reflect this change).

Year Ended December 31, 2013 2012 2011
(in millions)

$ 104 $ 1) $ 35
116 49 141
Foreign EXChange and MELAIS. ..ottt nennan 311 415 421
EQUITIES ..o 55 — 46
TOtEl GlODEl MAKELS......c.cuiueiiirieieiiieieieieie bbbt nenn 586 453 643
CaAPItal FINANMCING .....cecvveeeieiiciee ettt e b 247 235 163
Payments and Cash ManagemENt ...........cccueciriiiiiieieeis ettt 337 348 304
SECUMTIES SEIVICES .....viuiieteeisie ettt b ettt bttt a ket st b e s e b e b ettt e s et et e et st be e neetan 13 36 69
Global Trade and ReCEIVADIES FINANCE..........covriiririiririsreses s 42 41 41
Balance Sheet Management®™ ...............ccoovvwecvveeeceeeeeeseessesss s s sss s sssssss 382 366 262
Debit Valuation AQJUSIMENL..........cciiiiiii e (13) 51 —
ONEI™ ...t s s s ene s ennnses (6) ®) 9
TOtAl OPEIALING INMCOME ....ceiviiiirteterieteie ettt ettt st b b e e st e e st b b e e s e e b e e s ebeb e et ebenereebene e sbeb e e s $ 1,588 $ 1522 $ 1,473

@ Credit includes $111 million, $56 million and $77 million in 2013, 2012 and 2011, respectively, of operating income related to structured credit
products and mortgage loans held for sale which we no longer offer.

®  Includes gains on the sale of securities of $200 million, $123 million and $131 million in 2013, 2012 and 2011, respectively.
@ Other includes corporate funding charges and earnings on capital.
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2013 profit before tax compared with 2012 Our GB& M segment reported alower profit before tax during 2013. The 2013 results
include afull impairment of $480 million of goodwill previously allocated to our GB& M reporting unit. The carrying amounts of
goodwill and the goodwill impairment were lower under IFRSs compared with U.S. GAAP, because under IFRSs, goodwill was
amortized until 2005 while under U.S. GAAP, goodwill was amortized until 2002. See Note 11, "Goodwill," in the accompanying
consolidated financial statements for additional discussion regarding the factors which led to the impairment. Excluding the
goodwill impairment, profit before tax increased $82 million during 2013, driven primarily by higher other operating income and
lower operating expenses, partially offset by lower interest income.

Foreign Exchange and M etal srevenue declined during 2013 from reduced trading volumes and | ower feesfrom metal s saf ekeeping.
In addition, 2012 included a one-time gain from the sale of an investment. Credit revenue increased during 2013 largely from
valuation adjustmentson legacy credit exposures. Gainson structured credit productsfrom changesin fair value were $108 million
during 2013 compared with $48 million during 2012. Included in the gains from structured credit products wereincreasesin fair
value related to exposures to monoline insurance companies of $54 million during 2013 compared with $21 million during 2012.
Credit revenue a so included valuation gains of $4 million during 2013 related to the fair value of sub-prime residential mortgage
loans held for sale compared with valuation losses of $8 million during 2012. Revenue from Rates and Equitiesincreased during
2013 due primarily to the impact of fair value adjustments on structured note liabilities which were related to movementsin our
own credit spreads. The increase in Rates was partially offset by lower revenue from emerging markets related products which
were affected by |ess stable economic conditionsin Latin America.

Corporate loan growth and lower liquidity costs on unused commitments resulted in higher Capital Financing revenue during
2013. Payments and Cash Management revenue decreased due to lower average deposit balances. Security services revenue
declined in 2013 due to the transfer of our fund services business to an affiliate entity.

Balance Sheet Management reflected higher gains from the sales of securities during 2013, partially offset by lower net interest
income resulting from lower reinvestment rates.

Debit valuation adjustments on derivative liabilities decreased during 2013 as our own credit spreads tightened compared with
2012. In addition, 2012 included a gain from the change in methodology for estimating debit valuation adjustments as discussed
below.

Loan impairment charges were relatively flat in 2013 reflecting a stable credit environment.

Goodwill impairment reflectsthefull impairment in 2013 of $480 million of goodwill previously allocated to our GB& M reporting
unit.

Operating expenses excluding goodwill impairment decreased during 2013 due primarily to reduced staff costs due to lower
headcount and lower compliance costs associated with our BSA/AML remediation activities partially offset by higher litigation
costs associated with our legacy credit business.

2012 profit before tax compared with 2011 Our GB& M segment reported a higher profit before tax during 2012 driven by higher
net interest income and lower loan impairment charges (recoveries) partially offset by lower other operating income and higher
operating expenses.

Net interest income increased during 2012 due to higher corporate loan and investment balances, partially offset by lower credit
spreadson corporatel oansasthebusiness managed down highrisk credit exposuresandincreased costsrel ated toliquidity facilities.

Other operating income decreased in 2012 due to lower revenue from Foreign Exchange and Metals driven by a reduction in
trading volumes and price volatility, losses from fair value adjustments on our structured notes liabilities and adeclinein Security
Servicesrevenue resulting from the transfer of our fund services businessto an affiliate entity. In addition, other operating income
declined in 2012 due to a change in estimation methodology with respect to credit valuation adjustments and debit valuation
adjustments, as discussed below. These reductions were partialy offset by improved performance of economic hedges employed
by Balance Sheet Management to manage interest rate risk, increased income from Payments and Cash Management generated
from servicesto affiliates and increased financing revenue growth in loan balances.

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

Other operating income reflected gains on structured credit products of $81 million during 2012 compared with gains of $83
million during 2011. Included in structured credit products were exposures to monoline insurance companies that resulted in gains
of $6 million during 2012 compared with gains of $15 million during 2011. Vauation losses of $8 million during 2012 were
recorded against thefair values of sub-primeresidential mortgageloansheld for sale compared with val uation losses of $24 million
in 2011.
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L oan impairment charges decreased during 2012 due to reductionsin higher risk rated |oan balances and the stabilization of credit
downgrades.

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

Private Banking Private Banking (*'PB") provides wealth management and trustee services to high net worth individuals and
familieswith local and international needs. Accessing the most suitable products from the marketplace, PB works with its clients
to offer both traditional and innovativewaysto manageand preserveweal thwhileoptimizing returns. Managed asaglobal business,
PB offers awide 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 banking needs.

During 2013, we continued to dedicate resources in the weath management market. Areas of focus are banking and cash
management, investment advice including discretionary portfolio management, investment and structured products, residential
mortgages, as well as wealth planning for trusts and estates. Also in 2013, our compliance and risk framework was strengthened
by the establishment of a Global Private Banking Globa Standards Committee and a revised risk appetite framework. Client
deposit level sdecreased $100 million or 1 percent compared with December 31, 2012 mainly frominternational market customers.
Total loans increased $530 million or 10 percent compared with the prior year from both commercial and residential mortgage
portfolios. Overall period end client assets were lower than December 31, 2012 by $2.1 hillion primarily due to a reduction in
highly active institutional custody customer balances partially offset by higher PB wealth management and investment products.

The following table provides additional information regarding client assets during 2013 and 2012:

Year Ended December 31, 2013 2012
(in billions)

Client assets at beginning of the PEIOU...........ccocviiueieiieceeeeece ettt st $ 465 $ 47.7
Net NEW MONEY (OULFTOWS) ...ttt ettt neenenns (2.0) @7
VBIUB CRANGE ...ttt ettt ettt et e e bt ebeebesbeebeebesbesbeebasbessensanbensensesseseeaeeneebeenis (.1) .5

Client assets at €nd Of PEMTOM...........cccviveieeieeciereeee ettt ettt ettt s st seas e s beneas $ 444 $ 46.5

The following table summarizes IFRSs results for the PB segment.

Year Ended December 31, 2013 2012 2011
(in millions)

NELINLErESt INCOME. ..ot $ 189 $ 184 $ 180
Other OPErating INCOIME.......c.voveieireeieieee e 109 106 184
Total OPErating INCOME.........cciiiiiici bbb s 298 290 364
Loan impairment Charges (FTECOVENIES) ... 5 3) (30)
Net operating income 293 293 394
OPErating EXPENSES........ccoviiiiiriririie st 254 232 261
Profit (10SS) DEFOrE taX .......ccveerieirieiicsee e e $ 39 $ 61 $ 133

2013 profit before tax compared with 2012 Our PB segment reported lower profit before tax during 2013 driven primarily by
higher operating expenses and higher loan impairment charges, partially offset by higher net interest income.

Net interest income was higher from improved volumes in lending, partially offset by lower net interest from the reduction in
demand deposit and certificate of deposit balances.

Other operating income was relatively flat in 2013 compared with 2012 as increased fees and commissions from higher managed
and investment product balances was largely offset by reductions in other income from affiliates and custody product fees.

Loan impairment chargesincreased during 2013 dueto alower level of recoveries and higher provisionsasaresult of loan growth.

Operating expenses increased during 2013 primarily due to higher compliance and regulatory costs and costs associated with the
closure of aforeign branch.
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2012 profit before tax compared with 2011 Our PB segment reported lower profit before tax during 2012 driven by lower other
operating incomeand |lower recoveriesof loanimpairment chargespartially offset by higher netinterestincomeand lower operating
EXPenses.

Net interest incomewas slightly higher during 2012 due to improved volumes of banking and lending aswell asimproved spreads
on mortgage products.

Other operating incomewas|ower in 2012 reflecting lower fees on managed and structured investment products, fund fees, custody
feesaswell asthe impact in 2011 of a gain of $57 million related to the sale of our equity interest in ajoint venture.

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

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

Other The other segment primarily includes adjustments made at the corporate level for fair value option accounting related to
credit risk on certain debt issued, income and expense associated with certain affiliate transactions, the economic benefits from
investing in low income housing tax credit investments, adjustments to the fair value on HSBC shares held for stock plans and
interest expense associated with certain tax exposures and, in 2012, an expense for certain regulatory matters.

In the fourth quarter of 2013, we concluded that given theinter-rel ationship between the tax benefits obtained from our investment
in low income housing tax credits and the amortization of our investment balance in these credits, such amounts would be better
presented net in other operating incomerather than separately in operating expense and incometax provision for segment reporting
purposes. We have reclassified resultsin all periods presented below to conform to this revised presentation.

The following table summarizes |FRSs Basis results for the Other segment.

Year Ended December 31, 2013 2012 2011
(in millions)

INEL INEEMESE EXPENSE ...ttt ettt sttt bbbt se bt e st e b b et e bbb e e se st et et sesbebene e e $ (46) $ (43) $ (100)
Gain (loss) on own fair value option debt attributable to credit spread.............ccccocccecinnne (165) (361) 376
Other operating iNCOME (10SS) ......c.civeirririerereetere et sttt sttt r e eb e s ebeseenesneneas 87 92 117
Total operating iNCOME (I0SS).....cvevirieirieirieerie et (124) (312 393
L 0an impairmeNnt ChargES. ... ....oie ittt sttt e ae e b b e b e — — —
Net operating income (124) (312) 393
OPENALTING EXPENSES .....vveterereesesreeeree et st s st b e seebeseebesaebessesesseseare e sbe e ebeseereseebeseebeseebeseenesnenean 98 1,465 68
Profit (10SS) DEFOrE T8X........c.cueuriiiriiricecrrrc s $ (222) $ 1,777) $ 325

2013 profit (loss) before tax compared with 2012 Profit (loss) before tax improved during 2013 driven largely by an expense
accrual related to certain regulatory matterstotaling $1.4 billion recorded in 2012 that did not re-occur. Excluding the impact of
thisitem, profit (loss) before tax improved $174 million during 2013 primarily due to improvements in revenue associated with
changesin fair value attributable to the credit spread of our own debt for which fair value option was elected.

2012 profit (loss) before tax compared with 2011 Profit (loss) before tax decreased in 2012 driven largely by an expense related
to certain regulatory matterstotaling $1.4 billion in 2012 as well as losses associated with changesin fair value attributable to the
credit spread of our own debt for which fair value option was el ected. Net interest expense was higher in 2012 due to areduction
in interest expense associated with changesin estimated tax exposures.

Reconciliation of Segment Results As previously discussed, segment results are reported on an IFRSs basis. See Note 23,
"Business Segments,” in the accompanying consolidated financial statements for a discussion of the differences between IFRSs
and U.S. GAAP. For segment reporting purposes, intersegment transactions have not been eliminated, and we generally account
for transactions between segments asif they were with third parties. Also see Note 23, "Business Segments,” in the accompanying
consolidated financial statementsfor areconciliation of our IFRSs segment results to U.S. GAAP consolidated totals.
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Credit Quality

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

Allowance for Credit Losses Commercial |oans are monitored on a continuous basis with aformal assessment completed, at a
minimum, annually. As part of this process, a credit grade and Loss Given Default are assigned and an allowance is established
for these loans based on a probability of default estimate associated with each credit grade under the allowance for credit losses
methodol ogy. Credit Review, an independent second line of defense function, providesan ongoing assessment of lending activities
that includesindependently assessing credit grades and L oss Given Default estimates. See the caption "Risk Management” in this
MD&A for additional information regarding the Credit Review function. When it is deemed probable based upon known facts
and circumstances that full interest and principal on an individual loan will not be collected in accordance with its contractual
terms, the loan is considered impaired. An impairment reserve is established based on the present value of expected future cash
flows, discounted at the loan's original effective interest rate, or as a practical expedient, the loan's observable market price or the
fair value of the collateral if the loan is collateral dependent. Updated appraisals for collateral dependent loans are generally
obtained only when such loans are considered troubled and the frequency of such updates are generally based on management
judgment under the specific circumstances on a case-by-case basis.

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

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

For loansidentified as TDR Loans, an alowancefor credit |ossesis maintained based on the present value of expected future cash
flows discounted at the loans original effective interest rate or in the case of certain commercial loans which are solely dependent
on the collateral for repayment, the estimated fair value of the collateral less coststo sell. The circumstancesin which we perform
aloan modification involving a TDR Loans at a then current market interest rate for a borrower with similar credit risk would
include other changesto the terms of the original loan made as part of the restructure (e.g. principal reductions, collateral changes,
etc.) in order for the loan to be classified asa TDR Loans.

For pools of homogeneous consumer |oans which do not qualify astroubled debt restructures, probable | osses are estimated using
aroll rate migration analysis that estimates the likelihood that aloan will progress through the various stages of delinquency, or
buckets, and ultimately charge-off based upon recent historical performance experience of other loans in our portfolio. This
migration analysis incorporates estimates of the period of time between aloss occurring and the confirming event of its charge-
off. Thisanalysisconsidersdelinquency status, loss experience and severity and takesinto account whether loansarein bankruptcy
or have been subject to account management actions, such asthe re-age of accounts or modification arrangements. The allowance
for credit losseson consumer receivabl es al so takesinto consideration the loss severity expected based on the underlying collateral,
if any, for the loan in the event of default based on historical and recent trends which are updated monthly based on a rolling
average of several months' data using the most recently available information and is typically in the range of 30-55 percent for
first lien mortgage loans and 95-100 percent for second lien home equity loans. At December 31, 2013, approximately 1 percent
of our second lien mortgages where the first lien mortgage is held or serviced by us and has a delinquency status of 90 days or
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more delinquent, were less than 90 days delinquent and not considered to be atroubled debt restructure or already recorded at fair
value less costs to sell.

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

As discussed above, we historically have estimated probable losses for consumer loans and certain small balance commercial
loans which do not qualify as atroubled debt restructure using aroll rate migration analysis. This has historically resulted in the
identification of aloss emergence period for these loans collectively evaluated for impairment using aroll rate migration analysis
which results in less than 12 months of losses in our allowance for credit losses. A loss coverage of 12 months using aroll rate
migration analysis would be more aligned with U.S. bank industry practice. As previously disclosed, during 2012 our regulators
indicated they would like us to more closely align our loss coverage period implicit within the roll rate methodology with U.S.
bank industry practice for these loan products. Therefore, during 2012, we extended our [oss emergence period to 12 months for
U.S. GAAPTresulting in an increase to our allowance for credit losses by approximately $80 million for these loans. We regularly
monitor our portfolio to evaluate the period of time utilized in our roll rate migration analysis and perform aformal review on an
annual basis.

Our alowance for credit losses methodology and our accounting policies related to the allowance for credit losses are presented
in further detail under the caption "Critical Accounting Policies and Estimates' in this MD&A and in Note 2, "Summary of
Significant Accounting Policies and New Accounting Pronouncements,” in the accompanying consolidated financial statements.
Our approach toward credit risk management is summarized under the caption "Risk Management" inthisMD&A.
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The following table sets forth the allowance for credit losses for the periods indicated:

At December 31, 2013 2012 2011 2010 2009
(dollars are in millions)

Allowance for Credit [0SSES ........uvvveeeeeicieecee e $ 606 $ 647 $ 743 $ 852 $ 1,602

Ratio of Allowance for credit losses to: -

Loans.®

COMMENCIAL......ccviiiiieceeeeeee e e .6% 7% 1.3% 1.7% 3.0%

Consumer:
Residential MOrtgages.........ccovveereirenineneee s 1.2 14 14 12 25
Home equity MOMQagES ......ccveererereerereseesie e eeee e 2.4 19 2.0 2.0 4.4
Credit card recelVables..........ccoveveviiceeve e 5.9 6.7 47 4.6 6.3
AULO FINANCE......oiceiiiecee et — — — — 21
Other coNSUMEr [08NS........ccviiieie e 25 33 25 26 4.0
Total CONSUMEY [08NS.......cciiuieiecieeteceecte et 1.6 17 1.7 17 3.2

TOl .o e e e e enea .9% 1.0% 1.4% 1.7% 3.1%

Net charge-offs'®:

COMMENCIAL ... eneas 433.8% 220.1%  669.7% 169.8%  359.9%
(0000151 17 4= SR 182.8 134.7 118.0 73.9 114.9
TOl ..o enea 259.0% 166.3%  232.0%  113.2%  186.9%

Nonperforming loans'®:
COMMENCIAL ... eneas 118.5% 63.4% 52.7% 53.0% 64.0%
(0] 115U 1 0 S SRSR 28.0 28.2 314 313 67.3
TOl ..ot enea 45.8% 38.7% 41.3% 41.8% 65.4%

@ Ratios exclude loans held for sale as these |oans are carried at the lower of cost or fair value.

The following table summarizes the changes in the allowance for credit losses by product and the related |oan balance by product
during the years ended December 31, 2013, 2012, 2011, 2010 and 2009:

Commercial Consumer
Business
Construction and Home
and Other Corporate Global Other Residential Equity Credit Auto Other
Real Estate Banking Banking  Comm’l Mortgages Mortgages  Card Finance  Consumer Total

(in millions)
Year Ended December 31,

2013:
Allowance for credit osses —
beginning of period.................. $ 162 $ 97 $ 41 $ 17 $ 210 $ 45 $ 5 $ — % 20 $ 647
Provision charged to income........ ©) 48 26 ®) 42 54 32 — 3 193
Charge offS.......ceeereenernicnniens (62) (42) — — (78) (52) (41) — (13) (288)
RECOVENiEs.....cooiiiiiiiie 15 9 1 8 12 2 4 — 3 54
Net (charge offs) recoveries......... 47) (33) 1 8 (66) (50) 37) — (10) (234)
(@147 SRR — — — — — — — — — —

Allowance for credit losses—end
Of PENOT. ... $ 108 $ 112 $ 68 $ 20 $ 186 $ 49 $ 50 $ — $ 13 $ 606
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Commercial Consumer
Business
Construction an Home
and Other Corporate Global Other Residential Equity Credit Auto Other
Real Estate Banking Banking  Comm’l Mortgages Mortgages  Card Finance  Consumer Total
(in millions)
Year Ended December 31,
2012:
Allowance for credit losses—
beginning of period.................. $ 212 % 7 $ 131 $ 21 $ 192 % 52 $ 39 $ — $ 18 $ 743
Provision charged to income........ (33) 48 14 (20) 114 72 67 — 21 293
Charge offs (36) 37) (105) D (207) (79) (62) — (25) (452)
RECOVENIES....cocieiiireieene 19 8 1 11 — 11 — 6 63
Net (charge offs) recoveries......... (17) (29) (104) 6 (96) (79) (51) — (29) (389)
Other ... — — — — — — — — — —
Allowance for credit losses—end
Of PENOd...cceeieeceeceeian $ 162 $ 97 $ 41 $ 17 $ 210 $ 45 $ 55 $ — $ 20 $ 647
Year Ended December 31,
2011:
Allowance for credit losses —
beginning of period.................. $ 243 $ 132 ¢ 116 $ 32 $ 167 $ 7 $ 58 $ — % 27 $ 852
Provision charged to income........ 11 (©) 31 (28) 133 49 46 — 19 258
Charge offS.....cceveerueerrcicees (51) (53) — (6) (106) (70) (71) — (29) (386)
RECOVENES....cecvcieciriceee 9 12 — 23 5 — 12 — 4 65
Net (charge offs) recoveries......... (42 (41) — 17 (101) (70) (59) — (25) (321)
Allowance on loans transferred to
held for sale.......ccccovvviiinnnne — (20) (16) — ) 4) (6) — (©)] (46)
Other ... — — — — — — — — — —
Allowance for credit losses—end
Of PENiod......oevieiriiienes $ 212 $ 7 $ 131 $ 21 $ 192 $ 52 $ 3 $ — $ 18 $ 743
Year Ended December 31,
2010:
Allowance for credit |osses —
beginning of period.................. $ 303 $ 184 $ 301 $ 119 $ 347 $ 185 $ 80 $ 36 $ 47 $1,602
Provision charged to income........ 101 19 (163) (35) (14) 13 68 35 10 34
Charge offS......cceeeecircicnee (173) (88) (24) (59) (a70) (121) (98) 37) (36) (806)
Recoveries..... 12 17 2 5 4 — 8 1) 6 53
Net (charge offs) recoveries......... (161) (71) (22) (54) (166) (121) (90) (38) (30) (753)
Allowance on loans transferred to
held for sale.......ccoovveiernninnnns — — — — — — — 33 — (33)
Other ... — — — 2 — — — — — 2
Allowance for credit losses—end
Of PENiod ..o $ 243 $ 132 $ 116 $ 32 $ 167 $ 7 $ 58 $ — $ 27 $ 82
Year Ended December 31,
2009:
Allowance for credit losses—
beginning of period.................. $ 186 $ 189 $ 131 $ 31 $ 207 $ 67 $ 74 % 5 % 37 $1,027
Provision charged to income........ 177 137 215 93 364 195 100 104 46 1,431
Charge offs ......ccoeeereeemereeeennans (64) (158) (45) 8 (235) (189)  (100) (92) (42)  (933)
Recoveries........cccuu.ee. 4 16 — 3 11 12 6 18 6 76
Net (charge offs) recoveries......... (60) (142) (45) (5) (224) 177) (94) (74) (36) (857)
Allowance on loans transferred to
held for sale......ccooveriennnnns — — — — — — — (12) — (12
Other ... — — — — — — — 13 — 13
Allowance for credit losses—end
Of PEriod.....cceeeeeeieeceens $ $ 301 $ 119 $ 347 % 185 $ 80 $ 36 $ 47  $1,602

303 $ 184

The allowance for credit losses at December 31, 2013 decreased $41 million, or 6 percent as compared with December 31, 2012
due to lower loss estimates in both our consumer and commercial loan portfolios. Our consumer allowance for credit losses
decreased $32 millionin 2013, driven primarily by lower loss estimatesin our residential mortgageloan portfolio dueto continued
improvements in credit quality including lower delinquency levels on accounts less than 180 days contractually delinquent and
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improvementsinloan delinquency roll rates. Also contributing to the decrease was|ower loss estimatesin our credit card portfolio
duetoimprovementsincredit quality includingimproved|oandelinquency roll rates. Reservelevel sfor all consumer |oan categories
however continueto beimpacted by the slow pace of theeconomicrecovery intheU.S. economy, including €l evated unemployment
rates and, as it relates to residential mortgage loans, a housing market which is in the early stages of recovery. Our commercial
allowance for credit losses decreased $9 million in 2013 due to reductions in certain loan exposures including the charge-off of
certain client relationshipsand continued improvementsin economic conditionswhich led to lower levels of non-performing loans
and criticized assets. These reductions were partialy offset by higher allowances for certain portfolio risk factors associated
primarily with our increased exposure to individually significant loans.

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

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

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

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

The allowance for credit losses as a percentage of total loans at December 31, 2013, 2012, 2011 and 2010 decreased compared
with their respective prior year periods for the reasons discussed above.

The allowance for credit losses as a percentage of net charge-offsincreased as compared with December 31, 2012 largely dueto
lower net charge-offsin both our commercial and consumer portfolios as the decline outpaced the decrease in the allowance. The
allowance for credit losses as a percentage of net charge-offs decreased in 2012 as compared with 2011 in our commercial loan
portfolio driven by increased charge-off associated with reductions in certain global banking exposures while the commercia
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allowancefor credit losses declined. Thiswas partially offset by theimpact of ahigher allowance for credit lossesin our consumer
loan portfolio driven by changes in the loss emergence period used in our roll rate migration analysis as previously discussed
while consumer loan charge-off decreased. In 2011, the allowance for credit losses as a percentage of net charge-offs improved
as the decline in dollars of net charge-off outpaced the decline in the allowance. Net charge-off levels declined in 2011 due to
improved economic conditions as the declinein overall delinquency levels experienced resulted in lower charge-off. In 2010, the
allowance for credit losses as a percentage of net charge-offs declined driven by a significantly lower allowance for credit losses
in both our commercial and consumer portfolios as delinquency and economic conditions improved.

The following table presents the allowance for credit losses by major loan categories, excluding loans held for sale;

% of % of % of % of % of
Loans to Loans to Loans to Loans to Loans to
Total Total Total Total Total

Amount  Loans®  Amount  Loans®  Amount  Loans®  Amount  Loans®  Amount  Loans®

At December 31, 2013 2012 2011 2010 2009
(dollars are in millions)
Commercia®................. $ 308 71.6% $ 317 69.8% $ 442 64.9% $ 523 60.2% $ 907 57.7%
Consumer:
Residential mortgages. 186 23.4 210 24.3 192 27.2 167 275 347 26.4
Home equity
MOrtgages............... 49 3.0 45 37 52 49 77 7.7 185 8.0
Credit card receivables 50 1.3 55 13 39 16 58 25 80 2.4
Auto finance................ — — — — — — — — 36 33
Other consumer ........... 13 7 20 9 18 14 27 2.1 47 2.3
Total consumer............ 298 28.4 330 30.2 301 35.1 329 39.8 695 42.3
Total .o $ 606 100.0% $ 647  100.0% $ 743  100.0% $ 852  100.0% $1,602  100.0%

@ Excluding loans held for sale.

@ SeeNote 7, "Allowance for Credit Losses," in the accompanying consolidated financial statements for components of the commercial allowance for
credit losses.

While our alowance for credit loss is available to absorb lossesin the entire portfolio, we specifically consider the credit quality
and other risk factors for each of our products in establishing the allowance for credit |oss.

Reserves for Off-Balance Sheet Credit Risk We also maintain aseparate reservefor credit risk associated with certain commercial
off-balance sheet exposures, including letters of credit, unused commitments to extend credit and financial guarantees. The
following table summarizes this reserve, which is included in other liabilities on the consolidated balance sheet. The related
provision is recorded as a component of other expense within operating expenses.

At December 31, 2013 2012 2011 2010 2009
(dollars are in millions)
Off-balance sheet credit risk reSErVe.......voveeeveecieccee e, $ 60 $ 139 $ 155 $ 94 $ 188

The decrease in off-balance sheet reserves at December 31, 2013 as compared with December 31, 2012 largely reflects the impact
of an upgrade to an individual monoline which resulted in an improvement to our expectation of cash flows from an off-balance
sheet liquidity facility and the consolidation of Bryant Park Funding LLC in the second quarter of 2013 which resulted in the
reclassification of $61 million of this reserve to held-to-maturity investment securities on our balance sheet. The decrease in off-
bal ance sheet reservesin 2012 compared with 2011 reflects reductionsin exposure estimates on certain facilitieswhile theincrease
in 2011 reflects the deconsolidation of acommercial paper variable interest entity ("VIE") which resulted in the establishment of
aliability for credit exposure related to our commitments to this entity which was originally consolidated in 2010. Off-balance
sheet exposures are summarized under the caption " Off-Balance Sheet Arrangements, Credit Derivatives and Other Contractual
Obligations" inthisMD& A. See Note 25, "Variable Interest Entities,” in the accompanying consolidated financial statementsfor
additional information regarding the consolidation of Bryant Park Funding LLC.
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Delinquency Thefollowing table summarizesdollarsof two-months-and-over contractual delinquency and two-months-and-over
contractual delinquency as a percent of total loans and loans held for sale ("delinquency ratio"):

2013 2012

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

Delinquent loans:

Commercial.......cceeeeeeeeeeeceeenenen, $ 135 $ 153 $ 197 $ 160 $ 339 $ 217 $ 226 $ 298
Consumer:
Residential mortgages............. 1,208 1,221 1,170 1,158 1,233 1,148 1,107 1,063
Home equity mortgages........... 68 75 77 85 75 67 62 94
Total residential mortgages™®.. 1276 1206 1,247 1243 1,308 1215 1,169 1,157
Credit card receivables............... 21 18 15 18 21 22 23 25
Other consumer ..........ccceeveuenee. 29 28 26 24 30 29 28 26
Total CONSUMET........ccevvrvreennnne. 1,326 1,342 1,288 1,285 1,359 1,266 1,220 1,208
TOtAl oo $1,461 $1,495 $1,485 $1,445 $1698 $1483 $1446 $1,506
Delinquency ratio: -
Commercial.......cceeveeveeececeeeenen, .28% .32% 42% 37% .76% .50% .59% .82%
Consumer:
Residential mortgages............. 7.59 7.70 7.26 7.23 7.78 7.34 7.16 6.94
Home equity mortgages........... 3.38 3.61 3.55 3.80 3.23 281 233 281
Total residential mortgages?...... 7.11 7.23 6.82 6.81 7.20 6.74 6.45 6.20
Credit card receivables............... 2.46 2.10 1.75 2.40 2.58 2.76 2.62 2.13
Other consumer .........ccccceeeeenenen. 5.06 4.65 4,08 3.74 4.25 4.26 3.68 2.92
Total consumer..........ccceveeeevennen. 6.85 6.92 6.51 6.54 6.92 6.49 6.18 5.83
TOtal oo 2.15% 2.21% 2.21% 2.29% 2.64% 2.37% 2.49% 2.63%

@ At December 31, 2013 and 2012, residential mortgage loan delinquency includes $1.1 billion and $1.0 billion, respectively, of loans that are carried at the
lower of amortized cost or fair value of the collateral less costs to sell, including $27 million and $39 million, respectively, relating to loans held for sale.

@ Thefollowing table reflects dollars of contractual delinquency and delinquency ratios for interest-only loans and adjustable rate mortgage loans:
2013 2012

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

Dollars of delinquent loans:

Interest-only 10aNS........cocoeeevverennnes $ 58 % 66 $ 68 3 4% 87 $ 114 $ 120 $ 124
ARM 10anSs.......ccoeoenrrenennecnenienes 304 315 338 337 356 419 423 428
Delinquency ratio:

Interest-only loans..........ccccceeeveneee. 1.59% 1.79% 1.78% 1.92% 2.18% 2.86% 3.03% 3.09%
ARM 10anSs.......ccoeoenrrenennecnenienes 2.85 2.97 3.19 3.24 343 4.09 4.16 4.27

Compared with September 30, 2013, our two-months-and-over contractua delinquency ratio declined 6 basis points as we
experienced lower dollars of delinquency in both our commercial and consumer loan portfolios. Our consumer [oan two-month-
and-over contractual delinquency ratio at December 31, 2013 decreased 7 basis points from September 30, 2013 due to lower
levels of |ate-stage residential mortgage loan delinquency. Residential mortgage loan delinquency levels continue to be impacted
by an elongated foreclosure process which has resulted in loans which would otherwise have been foreclosed and transferred to
REO remaining in loan account and, consequently, in delinquency. Compared with September 30, 2013, our commercial two-
months-and-over contractual delinquency ratio decreased 4 basis points due primarily to the charge-off of a specific corporate
banking relationship.

Compared with December 31, 2012, our two-months-and-over contractual delinquency ratio decreased 49 basis points as we
experienced lower dollarsof delinquency in both our commercial and consumer |oan portfolios. Our commercial |oan two-months-
and-over contractual delinquency ratio decreased 48 basis points compared with December 31, 2012 due to higher outstanding
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loan balances as well as improved credit quality including reductions in certain exposures and the resolution of certain matured
loans which were in the process of refinancing or pay down at year-end. Compared with December 31, 2012, our consumer loan
two-months-and-over contractual delinquency ratio decreased 7 basis points dueto lower residential mortgage delinquency levels.
The lower levels of residential mortgage loan delinquency reflect lower dollars of delinquency on accounts less than 180 days
contractually delinquent dueto improvementsin credit quality, including improved delinquency roll rates, partially offset by higher
|ate stage delinquency. Credit card delinquency also improved due to continued improvements in economic conditions.

Residential mortgage first lien delinquency is significantly higher than second lien home equity mortgage delinquency in all
periods largely due to the inventory of loans which are held at the lower of amortized cost or fair value of the collateral less cost
to sell and are in the foreclosure process. Given the extended foreclosure time lines, particularly in those states where HUSI has
alarge footprint, thefirst lien residential mortgage portfolio has a substantial inventory of loans which are greater than 180 days
past due and have been written down to the fair value of the collateral less cost to sell. Therefore, there are no additional credit
lossreserves required for these loans. Thereisa substantially lower volume of second lien home equity mortgage |oans where we
pursue foreclosure less frequently given the subordinate position of the lien. In addition, our legacy business originated through
broker channels and loan transfers from HSBC Financeis of alower credit quality and, therefore, contributesto an overall higher
weighted average delinquency rate for our first lien residential mortgages. Both of these factors are expected to diminish in future
periods asthe foreclosure backlog resulting from extended forecl osure timelinesis managed down and the portfolio mix continues
to shift to higher quality loans as the legacy broker originated business and prior loan transfers run off.
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Net Charge-offs of Loans Thefollowingtablesummarizesnet charge-off (recovery) dollarsaswell asthenet charge-off (recovery)
of loans for the quarter, annualized, as a percentage of average loans, excluding loans held for sale, ("net charge-off ratio"):

2013 2012
Quarter Ended Quarter Ended 2011

Full Full Full
Year Dec.31 Sept.30 June30 Mar. 31 Year Dec.31 Sept.30  June30 Mar. 31 Year

(dollars are in millions)

Net Charge-off Dollars:

Commercial:
Construction and other
real estate ..o $ 47 $ (2 $ 2 $ (8) $ 55 $ 17 $ 22 % 6 $ 2 $ (13 $ 42
Business and corporate
banking........ccccoeeerennins 33 22 — 8 3 29 4 6 11 8 41
Global banking................. (1) (1) — — — 104 20 — — 84 —
Other commercidl ............ 8) 4) — 4) — (6) — — (5) 1) (17)
Total commercidl................ 71 15 2 4) 58 144 46 12 8 78 66
Consumer:
Residential mortgages.. 66 4 37 10 15 96 32 21 18 25 101
Home equity mortgages 50 13 14 11 12 79 14 18 30 17 70
Total residential
MOrtQages.......vveevevrenne 116 17 51 21 27 175 46 39 48 42 171
Credit card receivables.... 37 10 10 11 51 11 12 13 15 59
Other consume ............... 10 1 3 4 19 7 3 4 5 25
Total consumer ................... 163 25 62 34 42 245 64 54 65 62 255
Total oo $ 234 $ 40 $ 64 $ 30 $ 100 $ 389 $ 110 $ 66 $ 73 $ 140 $ 321
Net charge-off Ratio:.... - -
Commercial:
Construction and other
real estate...........cocuuvne. 55%  (.09)% .09%  (.38)% 2.62% .21% 1.05% .30% .10% (.67)% .52%
Business and corporate
banking.......cccovecveenenee .25 61 — .26 13 .25 13 .20 .39 .30 .46
Global banking................. — (.02) — — — .65 41 — — 2.49 —
Other commercid. ............ (.27) (.60) — (.52) — (.19) — — (.65) A3 .53
Total commercid................ .15 12 .02 (.04) .55 37 42 a2 .09 .90 21
Consumer:
Residential mortgages .. 42 .10 .93 .25 40 .65 .83 .56 .50 71 72
Home equity mortgages ~ 2.31 2.55 2.63 2.00 2.15 3.24 2.38 293 4.87 2.69 2.13
Total residential
MOrgages.....covveeeeerene. .65 .38 1.13 A7 .62 1.02 1.04 .89 114 1.01 .99
Credit card receivables.... 4.50 2.85 4.65 4.90 5.84 6.38 5.54 5.98 6.55 747 6.10
Other consumer ............... 1.80 1.63 71 2.05 2.71 291 4.61 191 241 281 2.76
Total CoNSUMer .....oooooeevve .85 52 1.27 .70 .89 1.32 134 1.14 141 1.36 1.33
TOtal...oeeeee .36% 24 % .38% .19 % .65% .68% .70% 45% .54% 1.06 % .64%

Our net charge-off ratio as a percentage of average loans decreased 32 basis points for the full year of 2013 compared with the
full year of 2012, dueto lower commercial loan charge-offs and the impact of higher average commercial 1oan receivable balances
dueto loan growth as well aslower consumer loan charge-offs driven by a decreasein residential mortgage loan charge-offs. The
decrease in residential mortgage loan charge-offs in the current year reflects the impact of improved credit quality including the
impact of lower levels of delinquency on accounts less than 180 days delinquent and improvements in housing market conditions
which were partially offset by a charge-off of $17 million of corporate advances on loans which had been largely reserved for.

Our net charge-off ratio as a percentage of average loansincreased 4 basis points for the full year of 2012 compared with the full
year of 2011, driven by higher commercial loan charge-offsin global banking, as well as the impact in the prior year of apartial
recovery relating to a previously charged off loan relating to a single client relationship. Our consumer loan net charge-off ratio
remainedrelatively flat for thefull year 2012 compared with thefull year 2011 with residential mortgageloan charge-offsincreasing
modestly driven by higher home equity charge-offs due to the impact of an increased volume of loans where we decided not to
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pursue foreclosure, which was partially offset by lower charge-offs on first lien residential mortgage loans which also includes
the impact of $13 million of additiona charge-offs associated with loans discharged under Chapter 7 bankruptcy and not re-
affirmed.

Nonperforming Assets Nonperforming assets consisted of the following:

At December 31, 2013 2012 2011
(dollars are in millions)

Nonaccrual loans:

Commercial:
Real Estate:
Construction and 1and [0ANS..........cceeeivieiirieie e e $ 4 $ 104 $ 103
(@1 g Tc g == = = - 122 281 512
Business and corporate Danking .........cocoeoeereereeererenesese s 21 47 58
GlODEl DANKING.....cceeitiiitie e e et 65 18 137
Other COMMENCIAL ......ooviceieee et st et st e e sre e b e ennenes 2 13 15
Total COMMEICIAL .......eeeeeiieee ettt ettt e s be e be s be e besbeenbeeaeenns 254 463 825
Consumer:
Residential MOMQAgES ... ..cvivrerererieseree ettt st e e se e e e e eneeneenens 949 1,038 815
HOME EQUILY MOIMGAOES ...c.veviieieeeeie ettt st ene s 77 86 89
Total residential Mortgages @@ .o 1,026 1,124 904
(@191 £ — 5 8
TOtal CONSUMES [OBNS.......eeeiveeieie ettt e sae et st e et e e e e e st e eraeebessreesbessaeeeseesnesens 1,026 1,129 912
Nonaccrual 10ansS held for SAlE.......ooviviiriecsce e 25 37 91
Total NONACCIUING J0NS.........coiiiiieiieec e $ 1305 $ 1629 $ 1,828
Accruing loans contractually past due 90 days or more:
Commercial:
Real Estate:
Construction and 1aNd [0@NS...........c.ceveveieeeeeeeeee e $ — 3% — % —
(@1 g g == = = - — 8 1
Business and corporate banking .........ccceeevuereereeieeiesieeesese s e s see e eneens 5 28 11
Other COMMENTIE .......ocveeeeee et st s ae s re e e eneenes 1 1 2
Total COMMIEICIAL .......eeeee e st e s be e te b e e besre e b e snnenes 6 37 14
Consumer:
Credit Card reCEIVADIES .........ocei et sttt 14 15 20
OthEr CONSUMIET .......ecveveieeeiesie e see e see s eee e e e ese s e s e sressesresresbeseeseenteseesee e eneeneeneenennenneens 24 28 27
TOtal CONSUMEN [0ANS.......oeiuiieiieierieeeee et te e st tesbe et e et e se e e e e e e eneeseeseenenrens 38 43 47
Total accruing loans contractually past due 90 days or more...........cccceeeeevevveveeeerenne. 44 80 61
Total NONPErfOrMING I0ANS.......c.couieeeeeeeeeeeeee et ereenas 1,349 1,709 1,889
Other real EStatE OWNEd..........cviieee ettt sre e e sre e 47 80 8l
Total NONPEIrfOrMING ASSELS........cevieiceeeeeeee ettt st s st se et sn e eeneenas $ 139 $ 1,789 $ 1,970
Allowance for credit losses as a percent of nonperforming loans®: -
(@01 411010 - S 118.5% 63.4% 52.7%
(0 1S 1 1= 28.0 28.2 314

@ At December 31, 2013 and 2012, residential mortgage loan nonaccrual balances include $0.9 billion and $1.0 billion, respectively, of loans that are carried
at the lower of amortized cost or fair value of the collateral less cost to sell.

@ Nonaccrual residential mortgages includes all receivables which are 90 or more days contractually delinquent as well as loans discharged under Chapter 7

bankruptcy and not re-affirmed and second lien loans where the first lien loan that we own or serviceis 90 or more days contractually delinquent.

®  Residential mortgage nonaccrual loansfor all periods does not include guaranteed |oans purchased from GNMA . Repayment of these|oansare predominantly
insured by the Federal Housing Administration and as such, these loans have different risk characteristics from the rest of our customer loan portfolio.

In 2012, we reclassified $66 million of residential mortgage |oans discharged under Chapter 7 bankruptcy and not re-affirmed to nonaccrual, consistent with
issued regulatory guidance. Interest income reversed on these loans was not material.

®  Representsour commercial or consumer allowancefor credit |osses, asappropriate, divided by the corresponding outstanding balance of total nonperforming
loansheldfor investment. Nonperformingloansinclude accruing loans contractually past due 90 daysor more. Ratio excludesnonperforming loansassociated
with loan portfolios which are considered held for sale as these |oans are carried at the lower of amortized cost or fair value.
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Nonaccrual loans at December 31, 2013 decreased as compared with December 31, 2012 dueto lower levels of both commercial
and consumer non-accrual loans. Commercial non-accrual loans decreased due to payoffs, charge-offs and customer upgrades out
of default outpacing new defaults. Our consumer nonaccrual loans also decreased compared with December 31, 2012 driven by
lower nonaccrual residential mortgage loans due to improved credit quality. Residential mortgage loan nonaccrual levels however
continue to be impacted by an elongated foreclosure process as previously discussed. Accruing loans past due 90 days or more
decreased compared with December 31, 2012 driven primarily by lower commercial |oan balances due to the resolution of certain
loans which were refinanced in early 2013 at market rates.

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

Accrued but unpaid interest on loans placed on nonaccrual status generally is reversed and reduces current income at the time
loans are so categorized. Interest income on these loans may be recognized to the extent of cash payments received. Our policies
and practices for problem loan management and placing loans on nonaccrua status are summarized in Note 2, "Summary of
Significant Accounting Policies and New Accounting Pronouncements,” in the accompanying consolidated financial statements.

Impaired Commercial Loans A commercial loan is considered to be impaired when it is deemed probable that all principal and
interest amounts due according to the contractual terms of the loan agreement will not be collected. Probable lossesfrom impaired
loans are quantified and recorded as acomponent of the overall allowance for credit losses. Generally, impaired commercial loans
includeloansin nonaccrual status, loansthat have been assigned aspecific allowancefor credit | osses, loansthat have been partially
charged off and loans designated as troubled debt restructurings. The following table summarizes impaired commercial loan
statistics:

At December 31, 2013 2012 2011

(in millions)
Impaired commercial loans:
Balance at end of PEIIOU........ccoviuiuiiiieceeeec e $ 481 $ 697 $ 1,087
Amount With imPairMENE FESEIVE .......eceie et reens 165 250 597
[MPAITMENE FESEIVE ...ttt sttt sttt b bbbt b e e et et e e e e e e e e aeeneenas 40 96 216

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

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

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

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

At December 31, 2013 2012 2011
(in millions)

Specia mention:

(@700 0= o: =!I Lo = 1 T $ 1354 $ 1125 $ 1598
Substandard:

COMMENCIAI [OBNS.......ocviceecieee et et sre e s reeae st e e tesreenteennenes 647 916 1,759

(0] 1T 27= g T =1 944 1,031 1,356

Total SUBSEANAArd..........ooeieceieeseee e e ene s 1,591 1,947 3,115
Doubtful:

COMMENCIAI [OBNS.......ccuieiieiece ettt et ettt e sbeeae s beebesbeenbeeneenns 37 117 307
L1 1 $ 2982 $ 3189 $ 5020

Criticized loans at December 31, 2013 decreased compared with December 31, 2012 aslower levels of substandard and doubtful
commercia loans due to improved credit quality, pay downs and managed reductions in certain exposures. Partially offsetting
were higher levels of special mention commercial loans primarily due the addition of six loans as aresult of aregulatory shared
national credit review.

Criticized loans at December 31, 2012 decreased compared with December 31, 2011 primarily from changes in the financia
condition of certain customers, some of which were upgraded during the period as well as paydowns and charge-off related to
certain exposures as well as general improvement in market conditions.

Concentration of Credit Risk A concentration of credit risk is defined asa significant credit exposure with an individual or group
engaged in similar activities or affected similarly by economic conditions. We enter into a variety of transactions in the normal
course of business that involve both on and off-balance sheet credit risk. Principal among these activities is lending to various
commercial, institutional, governmental and individual customers. We participatein lending activity throughout the United States
and internationally. In general, we manage the varying degrees of credit risk involved in on and off-balance sheet transactions
through specific credit policies. These policies and procedures provide for a strict approval, monitoring and reporting process. It
isour policy to require collateral when it is deemed appropriate. Varying degrees and types of collateral are secured depending
upon management’s credit evaluation. As with any nonconforming and non-prime loan products, we utilize high underwriting
standards and price these loans in amanner that is appropriate to compensate for higher risk. We do not offer teaser rate mortgage
loans.

Our loan portfolio includes the following types of loans:

e Interest-only loans — A loan which allows a customer to pay the interest-only portion of the monthly payment for a period
of time which resultsin lower payments during the initial loan period.

e Adjustable rate mortgage ("ARM") loans— A loan which allows us to adjust pricing on the loan in line with market
movements.

The following table summarizes the balances of interest-only and ARM loans in our loan portfolios, including certain loans held
for sale, at December 31, 2013 and 2012, respectively. Each category is not mutually exclusive and loans may appear in more
than one category below.

At December 31, 2013 2012

(in billions)
Interest-only residential mortgage loans $ 36 $ 4.0
ARM loans® 10.7 10.4

@ ARM loan balances above exclude $11 million and $19 million of subprime residential mortgage loans held for sale at December 31, 2013 and 2012,

respectively. In 2014 and 2015, approximately $263 million and $205 million, respectively, of the ARM loans will experience their first interest rate reset.
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The following table summarizes the concentrations of first and second liens within the outstanding residential mortgage loan
portfolio. Amounts in the table exclude residential mortgage |oans held for sale of $91 million and $472 million at December 31,
2013 and 2012, respectively.

At December 31, 2013 2012
(in millions)

Closed end:

L5 AL L= o [P ST $ 15,826 $ 15,371

SECONA LIBN ...ttt st e et e b e e be et e ebe e beeaeesbeeaeesaeentesbeenbesbeenbesteenbenseenns 137 186
Revolving:

TS o0 a0 [ 1= o 1,874 2,138
TOAL ..ottt ettt et e b e et e e b e e et e e be e e be e beeshbeeaheeeate e beeaaaeebeeeareebeeahreeareeaaeeebeenaeeenrens $ 17837 $ 17,695

Geographic Concentrations The following table reflects regional exposure at December 31, 2013 for certain loan portfolios.

Commercial
Construction and Residential Credit

Other Real Mortgage Card

Estate Loans Loans Receivables
NEW YOIrK SEALE.......ccoviiieitiiee ettt et s sresaeesresaeesresneesreennens 39.0% 33.8% 56.0%
(O 1 (o] o= VO 17.4 315 9.0
North Central United SEAES........c.coeeiveirieieirietecteecte et enens 2.6 6.0 3.7
North Eastern United States, excluding New York State.........ccccceeveeenenee. 11.6 9.4 12.4
Southern United SLALES........c.ceceeiieecieecee ettt 23.1 14.9 14.0
Western United States, excluding California..........ccccoeeevenreconneecnenes 6.3 4.4 2.6
OLNEIS ..ttt et e et et e e st e e ae e sar e e reeeate e ebeeeaeeenreas —_ — 2.3
L0 100.0% 100.0% 100.0%

Commercial Credit Exposure Our commercial credit exposureisdiversified acrossabroad range of industries. Commercia loans
outstanding and unused commercial commitments by industry are presented in the table below.
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Unused Commercial

Commercial Utilized Commitments
At December 31, 2013 2012 2013 2012
(in millions)

Real estate and related ..o $ 8672 $ 8625 $ 3,172 $ 2,400
Petroleum, gas and related...........coevienieneienne s 4,364 3,262 5,161 4,488
Non bank holding COMPANIES..........ccccviirinierererere e 3,158 2,134 2,190 2,030
Health, child care and dUCELTION ...........ccvirririeenerreieere e 2,830 1,607 6,632 4,974
MiINING 8N MELEIS ......c.oiviirieiie e 2,318 2,749 2,576 3,111
Electronic and electrical eqUIPMENT ........coovverrernieneesee s 2,007 1,656 8,175 7,537
RECreational INAUSETY ........coueueiriririeee sttt 1,980 1,551 1,179 1,098
Banks and depository iNSHEULIONS........ccccereereneneeesee e 1,958 1,859 880 341
Business and professional SErVICES.........ccvvvvererereneeeeee et es 1,377 1,206 2,562 2,727
Chemicals, plasticS and FUDDE ..........coeiireirere e 1,341 1,946 2,728 2,552
Security brokers and dealers............oeeeeirreeeierreee e 1,270 1,002 2,063 2,092
Food and Kindred ProdUCES..........coeeerenenenese s 1,242 1,306 4,410 3,603
Textile, apparel and [eather gOOUS..........cccvvererereeeeeeceeer e 1,208 978 1,462 1,209
TranSPOrtatioN SEVICES. ......cirieririeririeerieesieses e se s sae e sae st ssenesseessensenes 1,078 1,182 1,233 907
Printing, publishing and broadCasting ..........cccccverererereinieee s 781 452 1,389 1,158
Industrial machinery and eqUIPMENt ...........cccieieieneierereceeee e 618 518 1,755 1,542
Non deposit credit INSHULIONS..........cccoviirinierereere e 611 446 2,825 1,711
Non-durable CONSUMEr ProTUCES..........coccerieiereee e 516 563 2,013 1,840
RELEI SEOMES ...ttt e 313 304 2,787 2,449
[NSUFANCE DUSINESS. ...t 138 92 1,934 2,014
Total commercial credit exposure in top 15 industries based on utilization....... 37,780 33,438 57,126 49,783
All Other INAUSITIES ... e 5,386 6,198 5,439 5,945
Total commercial credit exposure by industry @............cooooeveereereeereee s $ 43,166 $ 39636 $ 62,565 $ 55,728

@ Excludes commercial credit exposures with affiliates.

Exposures to Certain Countries in the Eurozone Eurozone countries are members of the European Union and part of the euro
single currency bloc. The disclosure in this section is limited to the peripheral eurozone countries of Spain, Ireland, Italy, Greece
and Portugal which exhibited levels of market volatility that exceeded other eurozone countries, demonstrating fiscal or political
uncertainty that persisted throughout 2013. During the year, core eurozone countries such as Germany and the Netherlands
demonstrated an improvement in economic fundamentals and the risk of contagion leading to a broadly based failure of the euro
abated considerably. Our net exposure at December 31, 2013 to the periphera eurozone countries was $2,908 million which
includes $2,306 million of unfunded commitments.

The tables below summarize our exposures to the peripheral eurozone countriesin 2013, including:

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

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

Thenet on-bal ance sheet exposureisstated after takinginto account mitigating offsetsthat areincorporatedinto theri sk management
view of the exposure but do not meet accounting offset requirements. These risk mitigating offsets include:

. short positions managed together with trading assets;
. derivative liabilities for which alegally enforceable right to offset with derivative assets exists; and
. collateral received on derivative assets.

Off-balance sheet exposures primarily relate to commitmentsto lend and the amount shown in the tabl es represent the maximum
amount that could be drawn down by the counterparty.
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Credit default swaps ("CDSs") reported in the detailed peripheral eurozone country tables are not included in the derivative
exposure line asthey aretypically transacted with counterpartiesincorporated or domiciled outside of the country whose exposure
they reference.

Exposures to peripheral eurozone countries — sovereign and agencies Greece Ireland Italy Portugal Spain Total
(in millions)
Net on-balance sheet eXPOSUTES...........cccvvvercieenrieec e $ — % —-— % — % — % — 3% —
Net off-balance sheet eXpOSUIES.........cccceveveeriereeveeeeieeeeeeeenes — — — — — —
Total NEL EXPOSUIES.......coueeeeeirierieeie et $ — % — % — % — % — % —
CDS aSSEt POSIHIONS.....vvverercircesecsecesceneseeesienresnisnrine & — & — $ — & — $ 21 $ 21
CDS iahility POSItIONS........covevirieierieerieisieeseese e — — — — — —
CDS 8SSet NOLIONAIS. ....cvereeiereeeieene e — 14 — — 470 484
CDS liahility NOtIoNAIS........ccccirieerieiieerieeeeeee e — 40 — — 950 990
Exposures to peripheral eurozone countries — banks Greece Ireland Italy Portugal Spain Total
(in millions)
LOBNSY .ot $ — % — 3% — % — 3 9 $ 9
Gross deriVatiVe @SSELS .....c.veerereereree e — 21 — — 291 312
Collateral and derivative liabilities .........cooeovevnensinccscens — 18 — — 284 302
DENIVALIVES ..ot — 3 — — 7 10
Net on-balance sheet EXPOSUIES ..........eceveeveeriereereeeeeee e — 3 — — 16 19
Net off-balance sheet eXpOSUrES..........cccevereerereeieeeeeeeeeeeee — — — — 3 3
TOtal NEL EXPOSUIES.......coeveveireeeirisieeete et snsssesesas $ — % 3% — % — % 19% 2
CDS aSSet POSItIONS......ovvivcciecciercceresrcessrcssrcisrisriine B — $ — & — $ — $ — $ —
CDS iaDility POSIHIONS .......cooeeveeeeeeeeeeseeeeeeeseeeeeeseeeeeeeseesenens — — 2 — — 2
CDS assat NOLIONEAIS. .....cueeevireeeerieereees e — — 76 29 — 105
CDS liability NOtIONEAIS.......ccveeeeerere e — — 71 39 — 110

@ Allowance for loan lossis not significant.

Exposures to peripheral eurozone countries — other financial

institutions and corporates Greece Ireland Italy Portugal Spain Total
(in millions)
Grosstrading 8SSELS......coevvereerererere e $ — % 28 $ — % — % — % 28
LOBNS™ ..ot 3 114 31 — 250 398
Gross derivatiVe @SSELS .....coouviee e — 1 — —
Collateral and derivative liabilities ..........cccoevevevecreieeeceenne, — — — — 1 1
DENVAIVES ...ttt e — 1 — — — 1
Net on-balance sheet EXPOSUIES ..........eceveeveeriereereeeeeee e 3 143 31 — 250 427
Net off-balance sheet eXpOSUrES.........cccevereererereeeeeeeeeeeee — 2,335 86 — — 2,421
TOtal NEL EXPOSUIES.......cecvveveeeeetetereeeeeietets et ee et renenenenas $ 3 $2478 $ 117 $ — $ 250 $ 2,848
CDS asset POSItIONS.....covvvverierceccierceenesscseesreenisrrienriees . — & — $ — & 2— $ — $ —
CDS liability pOSItIONS.....c.ccveieeerere e — — 2 — 2 4
CDS asset NOLIONAIS.......cceeieiceeceeie et — — 109 — 158 267
CDS liability NOtIONEAS.......cceeeeererecese e — — 122 — 172 294

@ Allowance for loan lossis not significant.
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Cross-Border Net Outstandings Cross-border net outstandings are amounts payabl e by residents of foreign countries regardless
of thecurrency of claimandlocal country claimsinexcessof local country obligations. Cross- border net outstandings, ascal cul ated
in accordance with FFIEC guidelines, include deposits placed with other banks, loans, acceptances, securities available-for-sale,
trading securities, revaluation gains on foreign exchange and derivative contracts and accrued interest receivable. Excluded from
cross-border net outstandings are, among other things, the following: local country claimsfunded by non-local country obligations
(U.S. dollar or other non-local currencies), principally certificates of deposit issued by aforeign branch, where the providers of
funds agree that, in the event of the occurrence of a sovereign default or the imposition of currency exchange restrictionsin a
given country, they will not be paid until such default is cured or currency restrictionslifted or, in certain circumstances, they may
accept payment in local currency or assets denominated in local currency (hereinafter referred to as constraint certificates of
deposit); and cross-border claimsthat are guaranteed by cash or other external liquid collateral. Cross-border net outstandingsthat
exceed .75 percent of total assets at year-end are summarized in the following table.

Banks and Commercial
Other Financial and
Institutions Industrial Total
(in millions)
December 31, 2013:
2] = . | S $ 2,265 $ 4,021 $ 6,286
/L= o RO 829 6,150 6,979
LOF= 47 o - NSO 135 1,667 1,802
L1 o 11 =S 528 930 1,458
1 PSS $ 3,757 $ 12,768 $ 16,525
December 31, 2012
ST v4 | DO OO ROUTRR OO $ 1,839 $ 338 $ 5,228
Y oo TR 704 7,405 8,109
(O 07 o - N RSOOSR PRRRRTR 1,049 1,905 2,954
L1 1] T 1,027 843 1,870
TOMAL <.ttt ettt et en et en st en st eeen s $ 4619 $ 13542 $ 18,161
December 31, 2011
JADBN ...t $ 82 $ 2526 $ 2,608
LOF= 147 o - WSSOSO 663 3,444 4,107
IMEEXICO ..ttt ettt et et et eaeesaeeaeesreeaeesreennesaeennesaean 1,079 4,043 5,122
ST v | DR 1,067 2,075 3,142
B 1o - OO $ 2891 $ 12,088 $ 14,979

Cross-border net outstandings related to Portugal, Ireland, Italy, Greece and Spain totaled .32 percent of total assets and did not
individually exceed .24 percent of total assets.

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

Thetotal risk in aderivative contract is afunction of a number of variables, such as:
e voldtility of interest rates, currencies, equity or corporate reference entity used as the basis for determining contract
payments,
e current market events or trends;
e country risk;
e maturity and liquidity of contracts;
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e credit worthiness of the counterparties in the transaction;
« theexistence of a master netting agreement among the counterparties; and
e existence and value of collateral received from counterparties to secure exposures.

The table below presents total credit risk exposure measured using rules contained in the risk-based capital guidelines published
by U.S. banking regulatory agencies. Risk-based capital guidelines recognize that bilateral netting agreements reduce credit risk
and, therefore, allow for reductions of risk-weighted assets when netting requirements have been met. As aresult, risk-weighted
amounts for regulatory capital purposes are a portion of the original gross exposures.

The risk exposure calculated in accordance with the risk-based capital guidelines potentially overstates actual credit exposure
because the risk-based capital guidelines ignore collateral that may have been received from counterparties to secure exposures;
and the risk-based capital guidelines compute exposures over the life of derivative contracts. However, many contracts contain
provisionsthat allow usto close out the transaction if the counterparty failsto post required collateral. In addition, many contracts
give us the right to break the transactions earlier than the final maturity date. As a result, these contracts have potentia future
exposures that are often much smaller than the future exposures derived from the risk-based capital guidelines.

At December 31, 2013 2012

(in millions)
Risk associated with derivative contracts:
TOtAl CrEdit FISK EXPOSUNE........eeeeiieeiertee ettt sttt sttt sttt s b et bt bt bt b e e e b e se b e e e b e e ese e s nnne $ 40,654 $ 41,248
Less: collateral held 80aiNSt EXPOSUNE ........ouviruiirieieieeie sttt b s b e seseenensenes 5,917 7,530
INEL CrEdit FISK EXPOSUIE........cuieetireetereeiere ettt b et b st s e st e st beae b eae b e e bt s bt s bt b s e e ene b enennenes $ 34,737 $ 33,718

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

Percent of Current
Credit Risk Exposure,
Net of Collateral

Rating equivalent at December 31 2013 2012

F Y Y N (01N TP OPP TS PPPURPPR 34% 32%
N (0 A SRS 52 38
BBBF 1O BBB ...t et b e st e b e s beenreenare s 10 11
T R (0 SRS 3 17
CCCH AN BEIOW ...ttt ettt et 1 2
1= RSP 100% 100%

Our principal exposure to monoline insurance companies is through a number of OTC derivative transactions, primarily credit
default swaps ("CDS"). We have entered into CDS to purchase credit protection against securities held within the available for
sale and trading portfolios. Dueto downgradesin theinternal credit ratings of monolineinsurers, fair value adjustments have been
recorded due to counterparty credit exposures. The table below sets out the mark-to-market value of the derivative contracts at
December 31, 2013 and 2012. The "Credit Risk Adjustment" column indicates the valuation adjustment taken against the mark-
to-market exposures and reflects the deterioration in creditworthiness of the monolineinsurers. The exposure relating to monoline
insurance companiesthat arerated CCC+ and bel ow werefully written down asof December 31, 2013 and 2012. Theseadjustments
have been charged to the consolidated statement of income (10ss).
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Net Exposure Net Exposure

before After Credit
Credit Ris Credit Ris Risk
Adjustment ) Adjustment ) Adjustment
(in millions)
December 31, 2013:
Derivative contracts with monoline counterparties:
Monoling — iNVESIMENE Grade ........cvvvvveiereriresieeesee e $ 243 $ (49) $ 194
Monoline — below investment grade...........ccocveeeviene s 95 (16) 79
LIS OSSPSR $ 338 % (65) $ 273
December 31, 2012:
Derivative contracts with monoline counterparties:
MoNOline — iNVESIMENt GFrade ......c.cueueeeerererieieieieieieesie et eeeeeeenes $ 482 % 93) $ 389
Monoline — below investment grade..........cccooveeererie s 188 (43) 145
LI, ST STR $ 670 $ (136) $ 534

@ Net exposure after legal netting and any other relevant credit mitigation prior to deduction of credit risk adjustment
@ Fairvalue adjustment recorded against the over-the-counter derivative counterparty exposures to reflect the credit worthiness of the counterparty.

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

Liquidity and Capital Resources

Effectiveliquidity management isdefined asensuring we can meet customer |oan requests, customer deposit maturities/withdrawal s
and other cash commitments efficiently under both normal operating conditionsand under unpredictabl e circumstances of industry
or market stress. To achievethisaobjective, wehaveguidelinesthat requiresufficient liquidity to cover potential funding requirements
and to avoid over-dependence on volatile, less reliable funding markets. Guidelines are set for the consolidated balance sheet of
HSBC USA to ensurethat it is a source of strength for our regulated, deposit-taking banking subsidiary, as well asto address the
more limited sources of liquidity available to it as a holding company. Similar guidelines are set for the balance sheet of HSBC
Bank USA to ensure that it can meet its liquidity needs in various stress scenarios. Cash flow analysis, including stress testing
scenarios, forms the basis for liquidity management and contingency funding plans.

During 2013, marketplace liquidity continued to remain available for most sources of funding except mortgage securitization.
However marketplace liquidity continued to be impacted for most of the year by concerns regarding government spending, the
federa debt ceiling limit and whether it would be raised and the budget deficit as well as concern that the FRB would begin to
slow its quantitative easing program if the economy continued to strengthen. The combination of these factors has caused long-
term interest rates to rise in 2013. While these concerns subsided to a degree in September when the FRB announced its bond
buying program would continue at current levels, they resurfaced again toward the end of the year when better than expected
economicdataresultedinthe FRB announcement in mid-December that it would reduceitsbond buying stimulus program beginning
in January 2014. The prolonged period of low interest rates also continues to put pressure on spreads earned on our deposit base.

On June 27, 2013, HSBC and HSBC Bank USA submitted an initial resolution plan jointly to the FRB and the FDIC as required
under Dodd-Frank and arule issued by those bank regulators relating to the resolution of bank holding companies with assets of
$50 hillion or more and aFDIC rulerelating to the resol ution of insured depository institutions with assets of $50 billion or more.

Interest Bearing Deposits with Banks totaled $19.6 billion and $13.3 billion at December 31, 2013 and 2012, respectively, which
includes $18.5 hillion and $10.7 hillion, respectively, held with the Federal Reserve Bank. Balances will fluctuate from year to
year depending upon our liquidity position at the time and our strategy for deploying such liquidity.

Securities Purchased under Agreements to Resell totaled $2.1 billion and $3.1 billion at December 31, 2013 and 2012,
respectively. Balances will fluctuate from year to year depending upon our liquidity position at the time and our strategy for
deploying such liquidity.
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Short-Term Borrowings totaled $19.1 billion and $14.9 billion at December 31, 2013 and 2012, respectively. See "Balance Sheet
Review" in this MD& A for further analysis and discussion on short-term borrowing trends.

Deposits totaled $112.6 billion and $117.7 billion at December 31, 2013 and 2012, respectively. See "Balance Sheet Review" in
thisMD&A for further analysis and discussion on deposit trends.

Long-Term Debt increased to $22.8 hillion at December 31, 2013 from $21.7 billion at December 31, 2012. The following table
summarizes issuances and retirements of long-term debt during the 2013 and 2012:

Year Ended December 31, 2013 2012

(in millions)
LONG-LENM EDE ISSUBH.......cueuiuiiieiiiicicie e st e e s et s e s s e e e e s e s $ 5547 $ 7,626
LONG-LErM AEDE FEPAIT........coeeeeieceereee e ettt b e b b e (4,370) (3,453)
NEL 1ONG-tErM AL ISSUEH ......oeceieee ettt et e et se et st s e b n s snens $ 1177 $ 4,173

Under our shelf registration statement on file with the SEC, we may issue debt securities or preferred stock. The shelf hasno dollar
limit, but the amount of debt outstanding is limited by the authority granted by the Board of Directors. At December 31, 2013, we
were authorized to issue up to $21 billion, of which $7.7 billion was available. HSBC Bank USA also has a $40 hillion Global
Bank Note Program of which $15.8 billion was available at December 31, 2013.

Asamember of the New York Federal Home Loan Bank ("FHLB"), we have a secured borrowing facility which is collateralized
by real estate loans and investment securities. At December 31, 2013 and 2012, long-term debt included $1.0 billion under this
facility. The facility also allows access to further borrowings of up to $5.3 billion based upon the amount pledged as collateral
with the FHLB.

Preferred Equity SeeNote 18, "Preferred Stock," intheaccompanying consolidated financia statementsfor information regarding
all outstanding preferred share issues.

Common Equity During 2013, we did not receive any cash capital contributions from HNAI and we did not make any capital
contributions to our subsidiary, HSBC Bank USA. During 2012, we issued one share of common stock to our parent, HNAI, for
acapital contribution of $312 million and we contributed $2 million of capital to our subsidiary, HSBC Bank USA.

Selected Capital Ratios Capital amountsand ratios are cal culated in accordance with banking regulationsin effect as of December
31, 2013 and 2012. In managing capital, we develop targets for Tier 1 capital to risk weighted assets, Tier 1 common equity to
risk weighted assets, Total capital to risk weighted assets and Tier 1 capital to average assets (this latter ratio, also known as the
"leverage ratio"). Our targets may change from time to time to accommodate changes in the operating environment, regulatory
requirements or other considerations such as those listed above. As further discussed below, U.S. regulators have implemented
revised capital regulations effective January 1, 2014 for banking organizations such as HSBC North America and HSBC Bank
USA, although certain provisions will be phased in over time through the beginning of 2019.

The following table summarizes selected capital ratios:

At December 31, 2013 2012

Tier 1 capital to risk WEIGhEd GSSELS......cceieeeieeeeeeeces et st e e aennea 11.73% 13.61%
Tier 1 common equity tO risk WEIGtEd BSSELS.......ccuooviiirirerere ettt 10.01 11.63
Total capital tO riSk WEIGNLEH GSSELS.......c.iiiiiiirieeiereeee et 16.47 19.52
Tier 1 capital to average assetS (IeVErage ratio) ......c.ccvcveeeeeeeeeei s sre e ereas 7.90 7.70
Total QUILY 10 TOLAl BSSELS.....ccueiteriiitirierie sttt ettt sttt e st b et et e e et beenenaenne 8.88 9.32

HSBC USA manages capital in accordance with the HSBC Group policy. The HSBC North America Internal Capital Adequacy
Assessment Process ("ICAAP") worksin conjunction with the HSBC Group's ICAAP. HSBC North America's ICAAP evaluates
regulatory capital adequacy, economic capital adequacy and capital adequacy under various stress scenarios. Our initial approach
isto meet our capital needsfor these stress scenarioslocally through activitieswhich reducerisk. To theextent that local aternatives
are insufficient or unavailable, we will rely on capital support from our parent in accordance with HSBC's capital management
policy. HSBC has indicated that they are fully committed and have the capacity to provide capital as needed to run operations,
maintain sufficient regulatory capital ratios and fund certain tax planning strategies.

Regulatory capital requirements are based on the amount of capital required to be held, as defined by regulations, and the amount
of risk weighted assets, also calculated based on regulatory definitions. Economic Capital is a proprietary measure to estimate
unexpected loss at the 99.5 percent confidence level over a 1-year time horizon. Quarterly, Economic Capital is compared to a
calculation of available capital resources to assess capital adequacy as part of the ICAAP. In addition, Risk Adjusted Return On
Economic Capital (RAROC) is computed for our businesses to allow for a comparison of return on risk.
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In June 2012, U.S. regulatorsissued afinal rule, known in the industry as Basel 2.5, that would change the US regulatory market
risk capital rulesto better capture positions for which the market risk capital rules are appropriate, reduce procyclicality, enhance
the sensitivity to risks that are not adequately captured under current methodol ogies and increase transparency through enhanced
disclosures. Thisfinal rule became effective January 1, 2013, and itsimplementation isreflected in our December 31, 2013 Basel
| capital ratiosand risk-weighted asset |evels. In December 2013, the FRB adopted changesto the Basel 2.5 rulethat would conform
to changesin the Basdl 111 Final Rule (described below).

In October 2013, the U.S. banking regulators published a fina rule in the Federal Register implementing the Basel 111 regulatory
capital reformsfrom the Basel Committee on Banking Supervision, and establishes an integrated regulatory capital framework to
improvethe quality and quantity of regulatory capital. Thefinal rulealso introducesthe" Standardized Approach” for risk weighted
assets, which will replace the Basel | risk-based guidance for determining risk-weighted assets as of January 1, 2015, and certain
changes required by Dodd-Frank. For the largest banking organizations, such as HSBC USA, the final rule will take effect from
January 1, 2014, but with a number of the provisions being phased in through to 2019.

With regard to the elements of capital, thefinal rulewill require HSBC USA to phase trust preferred securitiesissued prior to May
19, 2010 out of Tier 1 Capital by January 1, 2016, with 50 percent of these capital instrumentsincludablein Tier 1 Capital in 2014
and 25 percent includable in 2015. The trust preferred securities excluded from Tier 1 Capital may be included fully in Tier 2
Capital during those two years, but must be phased out of Tier 2 Capital by January 1, 2022. As previously noted (see "Liquidity
and Capital Resources-Long-Term Debt" in our 2012 Form 10-K), we exercised our option to call and redeem the trust preferred
securities issued by HSBC USA Capital Trust VI1. We continue to consider options for redeeming other trust preferred securities
issued which total $550 million at December 31, 2013.

In connection with thefinal rule, the regulatory agencies provided certain information with regard to the appropriate subordination
standardfor Tier 2 qualifying subordinated debt. Thisinformation representsamodification of current guidanceonthesubordination
standards to qualify for Tier 2 regulatory capital treatment at the bank holding company level. Under the final rule, any
nonconforming Tier 2 subordinated debt issued prior to May 19, 2010 will be required to be phased out by January 1, 2016, and
issuances after May 19, 2010 will be required to be excluded from capital as of January 1, 2014. Approximately $200 million of
our currently outstanding Tier 2 qualifying subordinated debt will be excluded from capital under the final rule. Also under the
final rule, Tier 1 capital is expected to include 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. Thefinal rule
has not yet been the subject of regulatory guidance and interpretation and we will continue to review the final rule and itsimpact
on our regulatory capital.

As previoudly disclosed, Advanced Approaches banking organizations such as HSBC North America and HSBC Bank USA
participate in a"parallel run" wherein they must report both their Basel | (and in 2015, their Standardized Approach) risk-based
ratios as well as their Advanced Approaches ratios to their primary federal regulator, and publicly disclose only their Basel | (or
in 2015, their Standardized Approach) ratios. Upon receiving approval to exit parallel run, Advanced Approaches banking
organi zations would then publicly disclose both their risk-based and Advanced A pproaches capital ratios. Although we began a
parallel run period in January 2010, it isunclear asto when approval from the appropriate regulatorswill bereceivedto exit parallel
run.

U.S. regulators have issued regulations on capital planning for bank holding companies. Under the regulations, from January 1,
2012, U.S. bank holding companies with $50 billion or more in total consolidated assets, including HSBC North America, are
required to submit annual capital plans for review. Under the capital plan rules, the FRB will annually evaluate bank holding
companies capital adequacy, internal capital assessment process and plans for capital distributions and will approve capital
distributions only for companies whose capital plans have not received an objection and that are able to demonstrate sufficient
capital strength after making the capital distribution.

In October 2012, the FRB published afinal rule setting out the stress testing requirements for large bank holding companieswith
$50 billion or more in total consolidated assets. HSBC North America became subject to the rule from October 2013 and was
required to comply with the FRB's Comprehensive Capital Analysisand Review ("CCAR") program for its capital plan submission
in January 2014. HSBC Bank USA is also subject to stress testing requirements under OCC rules finalized in October 2012 and
was required to submit its stress testing results in January 2014. The FRB rule includes the requirement for large bank holding
companies, such as HSBC North America, for an annual supervisory stress test conducted by the FRB, as well as semi-annual
bank holding company-run stress tests. The OCC rules require certain banks, such as HSBC Bank USA, to conduct annual bank-
runstresstests. HSBC North Americaand itssubsidiariesal ready conduct semi-annual stresstesting aspart of their risk management
and capital planning procedures, and in conjunction with wider HSBC procedures and to meet the requirements of the Prudential
Regulation Authority (“PRA”), formerly the Financial Services Authority (“FSA”) and other regulatory bodies. HSBC North
Americawill continue to build on its stress testing capabilities to enhance its risk management and capital planning procedures
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and to meet all regulatory requirements. In 2014 HSBC North Americaand HSBC Bank USA will berequired to publicly disclose
the results of their stress tests and the FRB will publicly disclose the results of its stress testing of HSBC North America.

We and HSBC Bank USA are required to meet minimum capital requirements by our principal regulators. Risk-based capital
amounts and ratios are presented in Note 24, "Retained Earnings and Regulatory Capital Requirements,” in the accompanying
consolidated financial statements.

HSBC USA Inc. We are an indirect wholly-owned subsidiary of HSBC and the parent company of HSBC Bank USA and other
subsidiariesthroughwhichweoffer consumer and commercial banking productsandrelated financial servicesincluding derivatives,
payments and cash management, trade finance and investment sol utions. Our main source of fundsis cash received from financing
activities, primarily through debt i ssuance, and subsidiariesin theform of dividends. In addition, wereceive cash from third parties
and affiliates by issuing preferred stock and debt and from our parent by receiving capital contributions when necessary.

We received cash dividends from our subsidiaries of $1 million and $57 million in 2013 and 2012, respectively.

We have a number of obligations to meet with our available cash. We must be able to service our debt and meet the capital needs
of our subsidiaries. We also must pay dividends on our preferred stock and may pay dividends on our common stock. Dividends
paid on preferred stock totaled $73 million in 2013 and 2012. No dividends were paid to HNAI, our immediate parent company,
on our common stock during either 2013 or 2012. We may pay dividends to HNALI in the future, but will maintain our capital at
levelsthat we perceiveto be consistent with our current ratings either by limiting the dividendsto, or through capital contributions
from, our parent.

At various times, we will make capital contributions to our subsidiaries to comply with regulatory guidance, support receivable
growth, maintain acceptable investment grade ratings at the subsidiary level, or provide funding for long-term facilities and
technology improvements. We made no capital contributions to our subsidiariesin 2013. In 2012, we made capital contributions
to certain subsidiaries of $2 million.

In 2013, HSBC Bank USA had the ability to pay dividends under bank regulatory guidelines, as cumulative net profits for 2010
through 2012 exceed dividends attributable to this period. Any significant dividend from HSBC Bank USA would require the
approval of the OCC.

Subsidiaries At December 31, 2013, wehad onemajor subsidiary, HSBC Bank USA. Wemanage substantially all of our operations
through HSBC Bank USA, which funds our businesses primarily through receiving deposits from customers; the collection of
receivable balances; issuing short-term, medium-term and long-term debt and selling residential mortgage receivables. The vast
majority of our domestic medium-term notes and long-term debt is marketed through subsidiaries of HSBC. Intermediate and
long-term debt may also be marketed through unaffiliated investment banks.

2014 Funding Strategy Our current estimate for funding needs and sources for 2014 are summarized in the following table.

(in billions)
Funding needs:

NS T =g W | (11, 1 o USSR $ 6
(o TaTo = g T (= o1 = 0 SRS 3
TOtAl FUNAING NEEAS... ...ttt ettt a e b bese et e e ee e e emeeaeeaeeaeeae e Rt eaeebeseeseesaeneeseeeanseneeneanens $—9
Funding sources: -

Liquidation Of SNOMt-terM INVESIMENTS.........ccuitiiriiirt ittt eb bbbt e se e b e nb e nenes $
[0 Tao = gl (= oA ES ST 1 o TS 1
TOLA FUNOING SOUICES..... ettt sttt sttt b et bt b et b e s e b e s e e bt s e e bt s e ekt s e e bt sben e e b e st e b et e b et et e neebese et e nnebeneas $—9

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

We will continue to sell a portion of new mortgage loan originations, largely to PHH Mortgage.

HSBC Finance ceased issuing under its commercial paper program in the second quarter of 2012 and instead is relying on its
affiliates, including HSBC USA, to satisfy its funding needs.
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HSBC Bank USA issubject to significant restrictionsimposed by federal law on extensions of credit to, and certain other "covered
transactions' with HSBC USA and other affiliates. Covered transactionsinclude |oans and other extensions of credit, investments
and asset purchases, and certain other transactions involving the transfer of value from a subsidiary bank to an affiliate or for the
benefit of an affiliate. Beginning in July 2012, abank's credit exposure to an affiliate as aresult of aderivative, securitieslending/
borrowing or repurchase transaction is also subject to these restrictions. A bank's transactions with its non-bank affiliates are also
required to be on arm's length terms.

For further discussion relating to our sources of liquidity and contingency funding plan, see the caption "Risk Management" in
thisMD&A.

Capital Expenditures Wemade capital expendituresof $59 million and $33 million during 2013 and 2012, respectively. Inaddition
totheseamounts, during 2013 and 2012, we capitalized $30 million and $27 million, respectively, relating to the building of several
new retail banking platforms as part of an initiative to build common platforms across HSBC.

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

Contractual Cash Obligations Thefollowing table summarizes our long-term contractual cash obligations at December 31, 2013
by period due.

2014 2015 2016 2017 2018 Thereafter Total
(in millions)

Subordinated long-term debt and

perpetual capital notes” $ 1152 $ — 3 — $ 513 % 92 $ 5576 $ 7,333
Other long-term debt, including capital

lease obligati ons® 2,774 4,332 1,462 1,347 2,975 2,624 15,514
Other postretirement benefit obligations® 6 6 6 6 6 28 58
Obligation to the HSBC North America

Pension Plan® 28 23 16 11 6 2 86
Minimum future rental commitments on

operating leases' 144 134 113 100 88 173 752
Purchase obligations®® 77 80 74 68 31 — 330
Total $ 4181 4,575 1671 $ 2045 $ 3198 $ 8403 $ 24,073

@ Represents future principal payments related to debt instruments included in Note 14, "Long-Term Debt," of the accompanying consolidated financial

Statements.

Represents estimated future employee benefits expected to be paid over the next ten years based on assumptions used to measure our allocated portion of
benefit obligation at December 31, 2013. SeeNote 21, "Pension and Other Postretirement Benefits," in the accompanying consolidated financia statements.
@ our contractual cash obligation to the HSBC North America Pension Plan included in the table above is based on the Pension Funding Policy which
establishesrequired annual contributions by HSBC North Americathrough 2019. The amountsincluded in the table above reflect an estimate of our portion
of those annual contributions based on plan participants at December 31, 2013. See Note 21, "Pension and Other Postretirement Benefits,” in the
accompanying consolidated financial statements for further information about the HSBC North America Pension Plan.

Represents expected minimum | ease payments, net of minimum subleaseincome under noncancellabl e operating | easesfor premisesand equipment included
in Note 26, "Guarantees Arrangements and Pledged Assets," in the accompanying consolidated financial statements.

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

@

@
®)
These cash obligations could be funded primarily through cash collections on receivables and from the i ssuance of new unsecured

debt or receipt of deposits.
Our purchase obligations for goods and services at December 31, 2013 were not significant.
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Off-Balance Sheet Arrangements, Credit Derivatives and Other Contractual Obligations

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

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

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

Balance at December, 31

2014 2015 2016 2017 2018 Thereafter 2013 2012
(in billions)

Standby letters of credit, net of

participations™®...................... $ 57 % 11 $ 9 $ 3 $ 2 $ 2$ 84 $ 84
Commercial letters of credit ..... 5 — — — — — 5 1.0
Credit derivatives?................... 51.7 27.7 32.6 40.8 15.4 12.3 180.5 2375
Other commitments to extend
credit:

commercid® ..., 15.4 45 12.1 11.9 20.1 23 66.3 57.7

CONSUMES ..veeeeeecrireiee e, 6.7 — — — — — 6.7 7.0
TOtal e $ 800 % 333 $ 456 $ 530 % 37 $ 148 $ 2624 $ 3116

@ Includes $865 million and $808 million issued for the benefit of HSBC affiliates at December 31, 2013 and 2012, respectively.
@ Includes $34.9 billion and $44.2 billion issued for the benefit of HSBC affiliates at December 31, 2013 and 2012, respectively.
®  Includes $3.8 hillion and $1.9 hillion issued for the benefit of HSBC affiliates at December 31, 2013 and 2012, respectively.

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

« Acommercial letter of credit is drawn down on the occurrence of an expected underlying transaction, such asthe delivery
of goods. Upon the occurrence of the transaction, the amount drawn under the commercial letter of credit isrecorded as a
receivable from the customer in other assets and as a liability to the vendor in other liabilities until settled.

« A standby letter of credit is issued to third parties for the benefit of a customer and is essentially a guarantee that the
customer will perform, or satisfy someobligation, under acontract. It irrevocably obligatesusto pay athird party beneficiary
when a customer either: (1) in the case of a performance standby letter of credit, fails to perform some contractual non-
financial obligation, or (2) in the case of a financial standby letter of credit, fails to repay an outstanding loan or debt
instrument.

Fees are charged for issuing letters of credit commensurate with the customer’s credit evaluation and the nature of any collateral.
Included in other liabilities are deferred fees on standby letters of credit amounting to $46 million and $46 million at December 31,
2013 and 2012, respectively. Fees are recognized ratably over the term of the standby letter of credit. Also included in other
liabilitiesis a credit loss reserve on unfunded standby letters of credit of $18 million and $19 million at December 31, 2013 and
2012, respectively. See Note 26, "Guarantee Arrangements, Pledged Assets and Collateral,” in the accompanying consolidated
financial statements for further discussion on off-balance sheet guarantee arrangements.

Credit Derivatives Credit derivative contracts are entered into both for our own benefit and to satisfy the needs of our customers.
Credit derivatives are arrangements where one party (the "beneficiary") transfers the credit risk of a reference asset to another
party (the "guarantor"). Under this arrangement the guarantor assumes the credit risk associated with the reference asset without
directly owning it. The beneficiary agrees to pay to the guarantor a specified fee. In return, the guarantor agrees to reimburse the
beneficiary an agreed amount if there is a default to the reference asset during the term of the contract.
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We offset most of the market risk by entering into a buy protection credit derivative contract with another counterparty. Credit
derivatives, although having characteristics of aguarantee, are accounted for asderivativeinstrumentsand are carried at fair value.
Thecommitment amount includedinthetabl e aboveisthe maximum amount that we coul d berequired to pay, without consideration
of the approximately equal amount receivable from third parties and any associated collateral. See Note 26, "Guarantee
Arrangements, Pledged Assets and Collateral," in the accompanying consolidated financial statements for further discussion on
off-balance sheet guarantee arrangements.

Other Commitments to Extend Credit Other commitments to extend credit include arrangements whereby we are contractually
obligated to extend credit intheform of loans, participationsinloans, leasefinancing receivables, or similar transactions. Consumer
commitments are comprised of certain unused MasterCard/Visa credit card lines and commitments to extend credit secured by
residential properties. We have the right to change or terminate any terms or conditions of a customer’s credit card or home equity
line of credit account, for cause, upon notification to the customer. Commercial commitments comprise primarily those related to
secured and unsecured loans and lines of credit and certain asset purchase commitments. In connection with our commercial
lending activities, we provideliquidity support to anumber of multi-seller and single-sell er asset backed commercial paper conduits
("ABCP conduits") sponsored by affiliates and third parties. See Note 25, "Variable Interest Entities," in the accompanying
consolidated financial statements for additional information regarding these ABCP conduits and our variable interests in them.

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

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

The following tables present information on our liquidity facilities with ABCP conduits at December 31, 2013. The maximum
exposure to loss presented in the first table represents the maximum contractual amount of loans and asset purchases we could be
required to make under the liquidity agreements. Thisamount does not reflect the funding limits discussed above and al so assumes
that we suffer atotal loss on all amounts advanced and all assets purchased from the ABCP conduits. As such, we believethat this
measure significantly overstates our expected l0ss exposure.

Conduit Assets®) Conduit Funding®
Maximum Weighted Weighted
Exposure Total Average Life Commercial  Average Life
Conduit Type to Loss Assets (Months) Paper (Days)
(dollars are in millions)
HSBC dffiliate sponsored (multi-seller).......ccceeeeeievcvennnnee. $ 1751 $ 1154 12 $ 1,154 12
Third-party sponsored:
SINGIE-SEIEN .. 299 3,583 37 3,363 60
1o = PSRRI $ 2050 $ 4,737 $ 4517

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

conduits, the amounts presented represent the total assets and funding of the conduit.
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Average Credit Quality(l)

Average
Asset Class Asset Mix AAA AA+AA A A- BB/BB-
Multi-seller conduits
Debt securities backed by:
Auto loansand 1€aSes.........cccoveeveieececieseceeiens 29% 53% —% —% —% —%
Trade recalVables........cocveeveeeevee e 42 — 100 65 — —
Credit card recelvables.........ccccocvvvevevecce e, 3 — — 35 — —
EqQuipment 10aNS..........coverereneneneenee e 26 47 — — — —
100% 100% 100% 100% —% —%

@ Credit quality is based on Standard and Poor’s ratings at December 31, 2013 except for |oans and trade receivables held by single-seller conduits, which
are based on our internal ratings. For the single-seller conduits, external ratings are not available; however, our internal credit ratings were developed using
similar methodologies and rating scales equivalent to the external credit ratings.

Wereceivefeesfor providing theseliquidity facilities. Credit risk on these obligationsis managed by subjecting themto our normal
underwriting and risk management processes.

During 2013, U.S. asset-backed commercial paper volumes continued to be stable as most major bank conduit sponsors continue
to extend new financing to clients. Credit spreadsin the multi-seller conduit market generally trended lower in 2013 following a
pattern that was prevalent across the U.S. credit markets.

The preceding tables do not include information on liquidity facilitiesthat we previously provided to certain Canadian multi-seller
ABCP conduitsthat have been subject to restructuring agreementsas part of the M ontreal Accord. Aspart of theenhanced collateral
pool established for the restructuring, we have provided a$307 million Margin Funding Facility to a Master Asset Vehicle, which
expiresin July 2017 and is currently undrawn.

We have established and manage a number of constant net asset value ("CNAV") money market fundsthat invest in shorter-dated
highly-rated money market securitiesto provideinvestorswith ahighly liquid and secure investment. These funds price the assets
in their portfolio on an amortized cost basis, which enables them to create and liquidate shares at a constant price. The funds,
however, are not permitted to price their portfolios at amortized cost if that amount varies by more than 50 basis points from the
portfolio's market value. In that case, the fund would be required to price its portfolio at market value and consequently would no
longer be able to create or liquidate shares at a constant price. We do not consolidate the CNAV funds because we do not absorb
the mgjority of the expected future risk associated with the fund's assets, including interest rate, liquidity, credit and other relevant
risks that are expected to affect the value of the assets.

Fair Value

Fair value measurement accounting principlesrequire areporting entity to takeinto considerationitsown credit risk in determining
the fair value of financial liabilities. The incorporation of our own credit risk accounted for an increase of $40 million in the fair
vaue of financial liabilities during 2013, compared with an increase of $436 million during 2012.

Net income volatility arising from changes in either interest rate or credit components of the mark-to-market on debt designated
at fair value and related derivatives affects the comparability of reported results between periods. Accordingly, the gain (loss) on
debt designated at fair value and related derivatives during 2013 should not be considered indicative of the results for any future
period.

Control Over Valuation Process and Procedures We have established a control framework which is designed to ensure that fair
values are either determined or validated by afunction independent of the risk-taker. See Note 27, "Fair Value Measurements” in
the accompanying consolidated financial statements for further details on our valuation control framework.

Fair Value Hierarchy Fair value measurement accounting principles establish afair value hierarchy structurethat prioritizesthe
inputs to determine the fair value of an asset or liahility (the "Fair Value Framework"). The Fair Value Framework distinguishes
between inputs that are based on observed market data and unobservable inputs that reflect market participants assumptions. It
emphasizes the use of valuation methodol ogies that maximize observable market inputs. For financial instruments carried at fair
value, the best evidence of fair value is a quoted price in an actively traded market (Level 1). Where the market for a financial
instrument is not active, valuation techniques are used. The mgjority of our valuation techniques use market inputs that are either
observable or indirectly derived from and corroborated by observable market data for substantially the full term of the financial
instrument (Level 2). Because Level 1 and Level 2 instruments are determined by observable inputs, less judgment is applied in
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determining their fair values. In the absence of observable market inputs, the financial instrument is valued based on valuation
techniquesthat feature one or more significant unobservableinputs (Level 3). The determination of thelevel of fair valuehierarchy
within which the fair value measurement of an asset or aliability is classified often requires judgment and may change over time
as market conditions evolve. We consider the following factors in developing the fair value hierarchy:

. whether the asset or liability istransacted in an active market with a quoted market price;

. the level of bid-ask spreads;

. alack of pricing transparency due to, among other things, complexity of the product and market liquidity;

. whether only afew transactions are observed over asignificant period of time;

. whether the pricing quotations differ substantially among independent pricing services,

. whether inputs to the valuation techniques can be derived from or corroborated with market data; and

. whether significant adjustments are made to the observed pricing information or model output to determine the fair
value.

Level 1inputsare unadjusted quoted pricesin active markets that the reporting entity has the ability to access for identical assets
or liabilities. A financial instrument is classified asalLevel 1 measurement if it islisted on an exchange or isan instrument actively
traded inthe over-the-counter ("OTC") market where transactions occur with sufficient frequency and volume. Weregard financial
instruments such as equity securities and derivative contracts listed on the primary exchanges of a country to be actively traded.
Non-exchange-traded instruments classified as Level 1 assets include securities issued by the U.S. Treasury or by other foreign
governments, to-be-announced ("TBA") securities and non-callable securities issued by U.S. government sponsored entities.

Level 2 inputs are those that are observable either directly or indirectly but do not qualify asLevel 1 inputs. We classify mortgage
pass-through securities, agency and certain non-agency mortgage collateralized obligations, certain derivative contracts, asset-
backed securities, corporate debt, preferred securities and leveraged loans as Level 2 measurements. Where possible, at least two
guotations from independent sources are obtained based on transactions involving comparabl e assets and liabilitiesto validate the
fair value of these instruments. We have established a process to understand the methodol ogies and inputs used by the third party
pricing services to ensure that pricing information met the fair value objective. Where significant differences arise among the
independent pricing quotesand theinternally determinedfair value, weinvestigate and reconcilethedifferences. If theinvestigation
resultsin a significant adjustment to the fair value, the instrument will be classified as Level 3 within the fair value hierarchy. In
general, we have observed that there is a correlation between the credit standing and the market liquidity of a non-derivative
instrument.

Level 2 derivative instruments are generally valued based on discounted future cash flows or an option pricing model adjusted for
counterparty credit risk and market liquidity. The fair value of certain structured derivative productsis determined using valuation
techniques based on inputs derived from observable benchmark index tranches traded in the OTC market. Appropriate control
processes and procedures have been applied to ensure that the derived inputs are applied to value only those instrumentsthat share
similar risks to the relevant benchmark indices and therefore demonstrate a similar response to market factors. In addition, a
validation process has been established, which includes participation in peer group consensus pricing surveys, to ensure that
valuation inputs incorporate market participants risk expectations and risk premium.

Level 3inputs are unobservable estimates that management expects market participants would use to determine the fair value of
the asset or liability. That is, Level 3 inputsincorporate market participants assumptions about risk and the risk premium required
by market participants in order to bear that risk. We develop Level 3 inputs based on the best information available in the
circumstances. Asof December 31, 2013 and 2012, our Level 3instrumentsincluded thefollowing: collateralized debt obligations
("CDOs") for which thereis alack of pricing transparency due to market illiquidity, certain structured deposits as well as certain
structured credit and structured equity derivativeswheresignificant inputs(e.g., volatility or default correl ations) arenot observabl e,
credit default swapswith certain monolineinsurerswhere the deterioration in the creditworthiness of the counterparty has resulted
in significant adjustments to fair value, U.S. subprime mortgage loans and subprime related asset-backed securities, mortgage
servicing rights, and derivativesreferenced toilliquid assetsof lessdesirable credit quality. SeeNote 27, " Fair Value M easurements”
in the accompanying consolidated financial statements for additional information on Level 3 inputs.

Transfers between leveling categories are recognized at the end of each reporting period.

Transfers Between Level 1 and Level 2 Measurements During 2013 and 2012, there were no transfers between Level 1 and
Level 2 measurements.
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Level 3 Measurements Thefollowingtableprovidesinformationabout Level 3assets/liabilitiesinrelationtototal assetg/liabilities
measured at fair value as of December 31, 2013 and 2012.

December 31, December 31,

2013 2012

(dollars are in millions)
LEVEl BASSEISVD ...ttt $ 3831 $ 4701
Total assets measured at fair VAIUEY .............oovrvieeieciesee s 158,834 185,040
LEVE! B LIADIITTIES. ....cecviectececte ettt sttt ettt e et e se et e seebesaebeseebesaenesraneas 3,751 3,854
Total liabilities measured at fair VAIUE™ ............co.oovvvervveeceeeceeeeesess s ssesssn 97,540 111,607
Level 3 assets as a percent of total assets measured at fair Value..........ooeeeeeeieieeinncnc e 2.4% 2.5%
Level 3 liahilities as a percent of total liabilities measured at fair value..........coeeveeviievccnccnnene 3.8% 3.5%

@ Presented without netting which allows the offsetting of amounts relating to certain contracts if certain conditions are met.

@ Includes $3.7 hillion of recurring Level 3 assets and $164 million of non-recurring Level 3 assets at December 31, 2013. Includes $4.5 billion of recurring
Level 3 assets and $222 million of non-recurring Level 3 assets at December 31, 2012.

®  Includes $158.1 billion of assets measured on arecurring basis and $740 million of assets measured on a non-recurring basis at December 31, 2013. Includes
$184.1 hillion of assets measured on arecurring basis and $968 million of assets measured on a non-recurring basis at December 31, 2012.

Significant Changes in Fair Value for Level 3 Assets and Liabilities

Derivative Assets and Counterparty Credit Risk We have entered into credit default swaps with monoline insurers to hedge our
credit exposure in certain asset-backed securities and synthetic CDOs. We made $54 million positive and $21 million positive
credit risk adjustmentsto the fair value of our credit default swap contracts during 2013 and 2012, respectively, which isreflected
intrading revenue. We have recorded acumulative credit adjustment reserve of $64 million and $136 million against our monoline
exposureat December 31, 2013 and 2012, respectively. Thefair value of our monolineexposure net of cumulative credit adjustment
reserves equaled $273 million and $534 million at December 31, 2013 and 2012, respectively. The decrease since December 31,
2012 reflects both reductions in our outstanding positions and improvements in exposure estimates.

Loans As of December 31, 2013 and 2012, we have classified $46 million and $52 million, respectively, of subprime residential
mortgage loans held for sale as a non-recurring Level 3 financial asset. These mortgage |oans are accounted for on a lower of
amortized cost or fair value basis. Based on our assessment, we recorded gains of $3 million and losses of $13 million during 2013
and 2012, respectively. The changesin fair value are recorded as other revenues in the consolidated statement of income (10ss).

Significant Transfers Into and Out of Level 3 Measurements During 2013, we transferred $45 million of credit derivativesfrom
Level 2to Level 3 asresult of including specific fair value adjustments related to certain credit default swaps. During 2013, we
transferred $516 million of depositsin domestic offices and $226 million of long-term debt, which we have elected to carry at fair
value, from Level 3 to Level 2 as aresult of the embedded derivative no longer being unobservable as the derivative option is
closer to maturity and there is more observability in short term volatility. Additionally, during 2013, we transferred $305 million
of deposits in domestic offices and $38 million of long-term debt, which we have elected to carry at fair value, from Level 2 to
Level 3 as aresult of a change in the observability of underlying instruments that resulted in the embedded derivative being
unobservable.

During 2012, wetransferred $848 million of deposits in domestic offices, which we have elected to carry at fair value, from Level
3to Level 2 asaresult of the embedded derivative no longer being unobservable as the derivative option is closer in maturity and
there is more observability in short term volatility.

See Note 27, "Fair Value Measurements,” in the accompanying consolidated financial statements for information on additions to
and transfers into (out of) Level 3 measurements during 2013 and 2012 as well as for further details including the classification
hierarchy associated with assets and liabilities measured at fair value.
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Assets Underlying Asset-backed Securities The following tables summarize the types of assets underlying our asset-backed
securities as well as certain collateralized debt obligations held as of December 31, 2013:

Total

Rating of securities:™” Collateral type: (in millions)
AAA ComMErCial MOMGAGES.......vvrererererererereresesesesesesesesesesesesese e e sesesesesesesesesens $ 126
Residential mortgages - At A. ..ot 91
Residential mortgages - SUDPIIME.........coeiieieienerenere e 1
R Y IT)
A Residential mortgages - AL Ao T 11
Residential mortgages - SUDPIME..........cccveeve e 62
HOME EQUILY - ATL Ao e 98
SHUAENE TOANS ...ttt sre e 68
L= 1 N T 239
2127 Residential mortgages - At A. ..o -8
OLNEr = AL A ottt 94
Collateralized debt Obligations..........cccceeveievesereseseeee e 254
L =1 1= T T 36
CCC e Residential mortgages - SUBPIME..........cccvviveveseceseeeeeeee e - 5
HOME EQUILY - ATL Ao 129
LECLE [ L0 T 134
unrated .......coovereneneenecneenens Residential mortgages - AL A ..o 1
$ 948

@ We utilize Standard & Poor's (“S&P") as the primary source of credit ratings in the tables above. If S& P ratings are not available, ratings by Moody's and
Fitch are used, in that order. Ratings for collateralized debt obligations represent the ratings associated with the underlying collateral.

Effect of Changes in Significant Unobservable Inputs Thefair value of certain financial instrumentsis measured using valuation
techniques that incorporate pricing assumptions not supported by, derived from or corroborated by observable market data. The
resultant fair value measurements are dependent on unobservabl einput parameterswhich can be selected from arange of estimates
and may be interdependent. Changes in one or more of the significant unobservable input parameters may change the fair value
measurements of these financial instruments. For the purpose of preparing the financial statements, the final valuation inputs
selected are based on management's best judgment that reflect the assumptions market participants would use in pricing similar
assetsor ligbilities.

The unobservable input parameters selected are subject to the internal valuation control processes and procedures. When we
perform atest of all the significant input parameters to the extreme values within the range at the same time, it could result in an
increase of the overall fair value measurement of approximately $48 million or a decrease of the overall fair value measurement
of approximately $59 million as of December 31, 2013. The effect of changes in significant unobservable input parameters are
primarily driven by mortgage servicing rights, certain asset-backed securitiesincluding CDOs, and the uncertainty in determining
the fair value of credit derivatives executed against monoline insurers.

Risk Management

Overview Some degree of risk isinherent in virtually all of our activities. Accordingly, we have comprehensive risk management
policies and practices in place to address potential risks, which include the following:

. Credit risk is the potential that a borrower or counterparty will default on a credit obligation, as well as the impact
on the value of credit instruments due to changes in the probability of borrower default; Credit risk includes risk
associated with cross-border exposures.

. Liquidity risk isthe potential that an institution will be unable to meet its obligations as they become due or fund its
customers because of inadequate cash flow or the inability to liquidate assets or obtain funding itself;
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Interest rate risk is the potential impairment of net interest income due to mismatched pricing between assets and
liabilities as well aslosses in value due to rate movements;

. Market risk isthe risk that movementsin market risk factors, including foreign exchange ratesand commaodity prices,
interest rates, credit spreads and equity prices, will reduce HSBC USA’s income or the value of its portfolios;

. Operational risk istherisk of lossresulting from inadequate or failed internal processes, people, or systems, or from
external events (including legal risk);

. Compliance risk isthe risk that we fail to observe the letter and spirit of all relevant laws, codes, rules, regulations
and standards of good market practice causing usto incur fines, penaltiesand damage to our business and reputation;

. Fiduciary risk is the risk of breaching fiduciary duties where we act in a fiduciary capacity as trustee, investment

manager or as mandated by law or regulation.

. Reputational risk is the risk arising from afailure to safeguard our reputation by maintaining the highest standards
of conduct at all timesand by being aware of i ssues, activitiesand associationsthat might poseathreat to thereputation
of HSBC locally, regionaly or internationally;

. Strategic risk is the risk that the business will fail to identify, execute, and react appropriately to opportunities and/
or threats arising from changes in the market, some of which may emerge over a number of years such as changing
economic and political circumstances, customer requirements, demographic trends, regulatory developments or
competitor action;

. Security and Fraud risk is the risk to the business from terrorism, crime, incidents/disasters, and groups hostile to
HSBC interests;

. Model risk is the risk of incorrect implementation or inappropriate application of models. Model risk occurs when
amodel does not properly capture risk(s) or perform functions as designed; and

. Pension risk is the risk that the cash flows associated with pension assets will not be enough to cover the pension

benefit obligations required to be paid.

The objective of our risk management system is to identify, measure, monitor and manage risks so that:
. potential costs can be weighed against the expected rewards from taking the risks;

. appropriate disclosures are made;
. adequate protections, capital and other resources can be put in place to weather all significant risks; and
. compliancewith all relevant laws, codes, rulesand regulationsis ensured through staff education, adequate processes

and controls, and ongoing monitoring efforts.

Our risk management policiesare designed to identify and analyze these risks, to set appropriate limitsand control s, and to monitor
therisksand limits continually by means of reliable and up-to-date administrative and information systems. We continually modify
and enhance our risk management policies and systems to reflect changesin markets and products and to better align overall risk
management processes. Training, individual responsibility and accountahility, together with a disciplined, conservative and
constructive culture of control, lie at the heart of our management of risk.

Senior managers within an independent, central risk organization under the leadership of the HSBC North America Chief Risk
Officer ensurethat risksareappropriately identified, measured, reported and managed. For all risk types, independent risk specialists
set standards, develop new risk methodologies, maintain central risk databases and conduct reviews and analysis. For instance,
market risk is managed by the HSBC North America Head of Market Risk. Credit Risk is managed by the Chief Credit Officer/
HSBC North America Head of Wholesale Credit and Market Risk and the HSBC North America Chief Retail Credit Officer.
Management of operational risk isthe responsibility of all businesses and corporate functions under the direction and framework
set by the HSBC North AmericaHead of Operational Risk and acentralized team. Fiduciary Risk isacomponent of the Operational
Risk framework and resources with expertise provide advice on Fiduciary Risk matters. Compliance risk is managed through an
enterprise-wide compliance risk management program made up of Regulatory Compliance and Financial Crime Compliance
designed to prevent, detect and deter compliance issues, including money laundering and terrorist financing activities. Our risk
management policies assign primary responsibility and accountability for the management of compliance risk in the lines of
business to business line management. Under the oversight of the Compliance Committee of the Board of Directors and senior
management, the HSBC North America Chief Risk Officer workswith the AML Director and the Head of Regulatory Compliance
to oversee the design, execution and administration of the enterprise-wide compliance program.

Historically, our approach toward risk management has emphasi zed a culture of businessline responsibility combined with central
requirementsfor diversification of customersand businesses. Our risk management policiesare primarily carried out in accordance
with practice and limits set by the HSBC North America Management Board and the HSBC Group Management Board, which
consistsof senior executivesthroughout HSBC. Assuch, extensive centrally determined requirementsfor controls, limits, reporting
and the escalation of issues have been detailed in our policies and procedures.
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A well-established and maintained internal control structure is vital to the success of all operations. All management within the
HSBC Group, including our management, is accountable for identifying, assessing and managing the broad spectrum of risks to
which the HSBC Group is subject and the related control sto mitigate therisk. HSBC has adopted a'Three Lines of Defense’ model
to ensure that the risks and controls are properly managed within Global Businesses, Global Functions and HSBC Technology &
Services (USA) Inc. on an on-going basis. The modd delineates management's accountabilities and responsibilities over risk
management and the control environment and includes mechanisms to assess the effectiveness of executing these responsibilities.

TheFirst Lineof Defense comprises predominantly management who areaccountable and responsiblefor their day to day activities,
processes and controls. The First Line of Defense must ensure all key risks within their activities and operations are identified,
mitigated and monitored by an appropriate control environment that is commensurate with risk appetite. It is the responsibility of
management to establish their own control teams, including Business Risk Control Managers, where required to discharge these
accountabilities.

The Second Line comprisespredominantly the Global Functions, such asFinance, Legal, Risk (including Compliance), and Human
Resources, whose roleis to ensure that HSBC's Risk Appetite Statement is observed. They are responsible for:

. providing assurance, oversight, and challenge over the effectiveness of the risk and control activities conducted by
the First Line;

. establishing frameworks to identify and measure the risks being taken by their respective parts of the business;
and

. monitoring the performance of the key risks, through the key indicators and oversight/assurance programs against

defined risk appetite and tolerance levels.
Global Functions must also maintain and monitor controls for which they are directly responsible.

The Third Line of Defense, Internal Audit, provides independent assurance as to the effectiveness of the design, implementation
and embedding of the risk management frameworks, as well as the management of the risks and controls by the First Line and
control oversight by the Second Line. Audit coverage is implemented through a combination of governance audits with sampled
assessment of the global and regional control frameworks, HSBC Group-wide themed audits of key existing and emerging risks
and project audits to assess major change initiatives.

In the course of our regular risk management activities, we use simulation models to help quantify the risk we are taking. The
output from some of these modelsisincluded inthis section of our filing. By their nature, models are based on various assumptions
and relationships. We believe that the assumptions used in these models are reasonable, but events may unfold differently than
what is assumed in the models. In actual stressed market conditions, these assumptions and relationships may no longer hold,
causing actual experience to differ significantly from the results predicted in the model. Consequently, model results may be
considered reasonable estimates, with the understanding that actual results may differ significantly from model projections. Risk
management oversight beginswith our Board of Directors and its various committees, principally the Audit, Risk and Compliance
Committees. Management oversight isprovided by corporate and business unit risk management committeeswith the participation
of the Chief Executive Officer or her staff. An HSBC USA Risk Management Committee, chaired by the Chief Risk Officer,
focuses on governance, emerging issues and risk management strategies.

The HSBC North America Chief Risk Officer also serves asthe HUSI Chief Risk Officer and leads a distinct, cross-disciplinary
risk organization and integrated risk function. Additionally, the HSBC North AmericaAnti-Money Laundering Director serves as
thedesignated Anti-Money Laundering Director and Bank Secrecy Act Compliance Officer for HUSI. Specific oversight of various
risk management processesis provided by the Risk Management Committee, with the assistance of the following principal HSBC
USA subcommittees:

. the Asset and Liability Management Committee ("ALCQO");
. the Fiduciary Risk Management Committee; and
. the Operational Risk and Internal Control Committee ("ORIC").
Risk oversight and governance is a so provided within a number of specialized cross-functional North Americarisk management

subcommittees, including the HSBC North America Model Oversight Committee, the HSBC North America Risk Executive
Committee and the Capital Management Review Meeting which includes risk appetite and stress testing management review.

Whilethe charters of the Risk Management Committee and each sub-committee are tailored to reflect the roles and responsibilities
of each committee, they all have the following common themes:

. defining and measuring risk and establishing policies, limits and thresholds;

. monitoring and assessing exposures, trends and the effectiveness of the risk management framework; and

. reporting through the Chief Risk Officer to the Board of Directors.
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HSBC North America's Risk Appetite framework describes through its Risk A ppetite Statement and its Risk Appetite Limits and
Thresholds the quantum and types of risk that it is prepared to take in executing its strategy. It devel ops and maintainsthe linkages
between strategy, capital, risk management processes and HSBC Group Strategy and directs HSBC North America’'s businesses
to be targeted along strategic and risk priorities and in line with the forward view of available capital under stress.

Oversight of al liquidity, interest rate and market risk is provided by ALCO which is chaired by the HUSI Chief Financial Officer.
Subject to the approval of our Board of Directors and HSBC, ALCO sets the limits of acceptable risk, monitors the adequacy of
the tools used to measure risk and assesses the adequacy of reporting. In managing these risks, we seek to protect both our income
stream and the value of our assets. ALCO also conducts contingency planning with regard to liquidity.

Credit Risk Credit risk is the potential that a borrower or counterparty will default on a credit obligation, as well as the impact
on the value of credit instruments due to changes in the probability of borrower default. Credit risk includes risk associated with
cross-border exposures.

Credit risk isinherent in various on- and off-balance sheet instruments and arrangements, such as:

. loan portfolios;

. investment portfolios;

. unfunded commitments such as letters of credit and lines of credit that customers can draw upon; and

. derivative financia instruments, such as interest rate swaps which, if more valuable today than when originaly

contracted, may represent an exposure to the counterparty to the contract.

While credit risk exists widely in our operations, diversification among various commercial and consumer portfolios helps to
lessenrisk exposure. Day-to-day management of credit and market risk isperformed by the Chief Credit Officer / Head of Wholesale
Credit and Market Risk North Americaand the HSBC North America Chief Retail Credit Officer, who report directly to the HSBC
North America Chief Risk Officer and maintain independent risk functions. The credit risk associated with commercia portfolios
is managed by the Chief Credit Officer, while credit risk associated with retail consumer loan portfolios, such as credit cards,
installment loansand residential mortgages, ismanaged by theHSBC North AmericaChief Retail Credit Officer. Further discussion
of credit risk can be found under the "Credit Quality" caption in thisMD&A.

Our credit risk management proceduresaredesigned for all stagesof economic and financial cycles, including thecurrent protracted
and challenging period of market volatility and economic uncertainty. The credit risk function continuesto refine "early warning”
indicators and reporting, including stress testing scenarios on the basis of current experience. These risk management tools are
embedded within our businessplanning process. A ction hasbeentaken, wherenecessary, toimproveour resiliencetorisksassoci ated
with the current market conditions by selectively discontinuing business lines or products, tightening underwriting criteria and
investing in improved fraud prevention technologies.

The responsihilities of the credit risk function include:

. Formulating credit risk policies — Our policies are designed to ensure that al of our various retail and commercial
business units operate within clear standards of acceptable credit risk. Our policies ensure that the HSBC standards
are consistently implemented across all businesses and that all regulatory requirements are also considered. Credit
policies are reviewed and approved annually by the Risk Management Committee.

. Approving new credit exposures and independently assessing large exposures annually — The Chief Credit Officer
delegateslimited credit authority to our variouslending units. However, most large creditsarereviewed and approved
centrally through a dedicated Credit Approval Unit that reports directly to the Chief Credit Officer. In addition, the
Chief Credit Officer coordinates the approval of material credits with the HSBC Group Credit Risk which, subject
to certain agreed-upon limits, will review and concur on material new and renewal transactions.

. Overseeing retail credit risk—TheHSBC North AmericaChief Retail Credit Officer managesthecredit risk associated
with retail portfolios and is supported by expertise from a dedicated advanced risk analytics unit.

. Maintaining and developing the governance and operation of the commercial risk rating system —A two-dimensional
credit risk rating system is utilized in order to categorize exposures meaningfully and enable focused management
of therisksinvolved. Thisratings system is comprised of a 23 category Customer Risk Rating, which considersthe
probability of default of an obligor and a separate assessment of a transaction’s potential loss given default. Each
credit grade has a probability of default estimate. Rating methodologies are based upon a wide range of analytics
and market data-based tools, which are core inputs to the assessment of counterparty risk. Although automated risk
rating processes are increasingly used, for larger facilities the ultimate responsibility for setting risk gradesrestsin
each casewith thefinal approving executive. Risk grades are reviewed frequently and amendments, where necessary,
are implemented promptly.

. Measuring portfolio credit risk — We continue to advance the measurement of the risk in our credit portfolios using
techniques such as stresstesting, economic capital and correlation analysisin certain internal and Board of Directors
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reporting. Efforts continue to refine both theinputs and assumptions used to increase the usefulnessin theevaluation
of large and small commercia and retail customer portfolio products and business unit return on risk.

. Monitoring portfolio performance — Credit data warehouses have been implemented to centralize the reporting of
credit risk, support the analysis of risk using tools such as Economic Capital, and to calculate credit |0ss reserves.
This data warehouse al so supports HSBC's wider effort to meet the requirements of Basel 11 and to generate credit
reports for management and the Board of Directors.

. Establishing counterparty and portfolio limits —We monitor and limit our exposure to individual counterparties and
to the combined exposure of related counterparties. In addition, selected industry portfolios, such asreal estate, are
subject to caps that are established by the Chief Credit Officer and reviewed where appropriate by management
committees and the Board of Directors. Counterparty credit exposure related to derivative activitiesis also managed
under approved limits. Since the exposure related to derivativesis variable and uncertain, internal risk management
methodologies are used to calculate the 95 percent worst-case potential future exposure for each customer. These
methodol ogiestakeinto consideration, among other factors, cross-product close-out netting, collateral received from
customers under Collateral Support Annexes (CSAS), termination clauses, and off-setting positions within the
portfolio.

. Managing problem commercial loans — Special attention ispaid to problem loans. When appropriate, our commercial
Special Credits Unit and retail Default Services teams provide customers with intensive management and control
support in order to help them avoid default wherever possible and maximize recoveries.

. Establishing allowances for credit losses — The Chief Credit Officer and the HSBC North America Chief Retail
Credit Officer share responsihbility with the Chief Financial Officer for establishing appropriate levels of allowances
for credit losses inherent in various loan portfolios.

Credit Review is an independent and critical second line of defense function. Itsmission isto identify and evaluate areas of credit
risk within our business. Credit Review will focus on the review and evaluation of Wholesale and Retail lending activities and
will identify risks and provide an ongoing assessment as to the effectiveness of the risk management framework and the related
portfolios. Credit Review will independently assess the business units and Risk Management functions to ensure the portfolios
are managed and operating in a manner that is consistent with HSBC Group strategy, risk appetite, appropriate local and HSBC
Group credit policies and procedures and applicable regulatory requirements. For example, this includes the unilateral authority
to independently assess and revise customer risk ratings, facility grades and |oss given default estimates. To ensure itsindependent
stature, the Credit Reviews Charter is endorsed by the Risk Committee of our Board of Directors which grants the Head of Credit
Review unhindered accesstothe Risk Committeeand executive sessionsat thedi scretion of theHead of Credit Review. Accordingly,
our Board of Directors has oversight of the Credit Review annual and ongoing plan, quarterly plan updates and results of reviews.

Liquidity Risk Liquidity risk isthe risk that an institution will be unable to meet its obligations as they become due or fund its
customers because of an inability to liquidate assets or obtain adequate funding. We continuously monitor the impact of market
events on our liquidity positions. Historically, we have seen the greatest strain in the wholesale market as opposed to the retail
market (the latter being the market from which we source core demand and time deposit accounts). Core deposits, as cal cul ated
in accordancewith FFIEC guidelines, comprise 76 percent of our total deposit base, providing more stable balances, less sensitivity
to market eventsor changesin interest rates. Our limited dependence upon the whol esale marketsfor funding has been asignificant
competitive advantage through the recent period of financial market turmoil. We will continue to adapt the liquidity framework
described below to reflect market events and the evolving regulatory landscape and view as to best practices.

Liquidity is managed to provide the ability to generate cash to meet lending, deposit withdrawal and other commitments at a
reasonable cost in a reasonable amount of time while maintaining routine operations and market confidence. Market funding is
plannedin conjunction with HSBC, asthe marketsincreasingly view debt i ssuancesfrom the separate companieswithin the context
of their common parent company. Liquidity management is performed at both HSBC USA and HSBC Bank USA. Each entity is
required to have sufficient liquidity for acrisis situation. ALCO isresponsible for the devel opment and implementation of related
policies and procedures to ensure that the minimum liquidity ratios and a strong overall liquidity position are maintained.

In carrying out this responsibility, ALCO projects cash flow regquirements and determines the level of liquid assets and available
funding sources to have at our disposal, with consideration given to anticipated deposit and balance sheet growth, contingent
liahilities, and the ahility to access wholesale funding markets. In addition to base case projections, multiple stress scenarios are
generated to simulate crisis conditions, including:

. run-off of non-core deposits;
. inability to renew maturing interbank fundings;
. draw downs of committed loan facilities;

. four-notch rating downgrade of HSBC Bank USA; and
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. increased discount on security values for repos or disposals.

Stressed coverageratios arederived from stressed cash flow scenario analyses and expressthe stressed cash inflowsasapercentage
of stressed cash outflows over one-month and three-month time horizons. At December 31, 2013, our one-month and three-month
stressed coverage ratios were 114 percent and 110 percent, respectively. A stressed coverageratio of 100 percent or higher reflects
a positive cumulative cash flow under the stress scenario being monitored. HSBC operating entities are required to maintain a
ratio of 100 percent or greater out to three months under the combined market-wide and HSBC-specific stress scenario defined
by the inherent liquidity risk categorization of the operating entity concerned.

ALCO monitors the overall mix of deposit and funding concentrationsto avoid undue reliance on individua funding sources and
large deposit relationships. In addition, AL CO analyzes changes in the uses of liquidity, establishes policy on balance sheet usage,
and setslimits on and monitorstheratio of Advancesto Core Funding ("ACF"). Thisratio measures what percentage of our stable
sources of long-term funding (generally customer deposits deemed to be "core" in accordance with HSBC policy and debt with
at least 12 months until maturity), are utilized in providing loans to customers. We are required to maintain an ACF ratio below
105 percent. Currently our ACF ratio stands at 85 percent.

ALCO must also maintain aliquidity management and contingency funding plan, whichidentifies certain potential early indicators
of liquidity problems, and actions that can be taken both initially and in the event of aliquidity crisis, to minimize the long-term
impact on our businesses and customer relationships. The liquidity contingency funding plan is reviewed annually and approved
by the Risk Committee of our Board of Directors. We recognize aliquidity crisis can either be specific to us, relating to our ability
to meet our obligationsin atimely manner, or market-wide, caused by amacro risk event in the broader financial system. A range
of indicators are monitored to attain an early warning of any liquidity issues. These include widening of key spreads or indicies
used to track market volatility, material reductionsor extremevolatility in customer deposit balances, increased utilization of credit
lines, widening of our credit spreads and higher borrowing costs. In the event of a cash flow crisis, our objectiveisto fund cash
requirements without access to the wholesale unsecured funding market for at least one year. Contingency funding needs will be
satisfied primarily through sales of securities from the investment portfolio and secured borrowing using the mortgage portfolio
as collateral. Securities may be sold or used as collatera in a repurchase agreement depending on the scenario. Portions of the
mortgage portfolio may be used as collateral at the FHLB to increase borrowings. We maintain a Liquid Asset Buffer consisting
of cash, short-term liquid assets and unencumbered government and other highly rated investment securitiesasasource of funding.
Further, collateral is maintained at the Federal Reserve Bank discount window and the FHLB, providing additional secured
borrowing capacity in aliquidity crisis.

A key assumption of our internal liquidity risk framework isthe categorization of customer depositsinto core and non-core based
on our expectation of the behavior of these deposits during liquidity stress. This characterization takes into account the inherent
liquidity risk categorization of the operating entity originating the deposit, the nature of the customer and the size and pricing of
the deposit. The core deposit base is considered to be along-term source of funding and therefore is assumed not to be withdrawn
in the liquidity stress scenario that we use to calculate our principal liquidity risk metrics. Deposits from affiliates and banks are
treated entirely as non-core.

The threefilters considered in assessing whether a deposit is core are;
* price: any deposit priced significantly above market or benchmark ratesis generally treated as entirely non-core;

* size: for depositors with total funds above certain monetary thresholds, amounts over the thresholds are excluded.
Thresholds are established by considering the business line; and

* lineof business: the element of any deposit remaining after the application of the price and size filtersis assessed on the
basis of the line of business to which the deposit is associated. The proportion of any customer deposit that can be
considered core under thisfilter is between 35 percent and 90 percent.

Given our overall liquidity position, during 2013, we have continued to manage down low-margin commercial and institutional
depositsin order to maximize profitability.

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 assetsto cover net stressed cash outflows
over the next 30 days, and the net stable funding ratio ("NSFR"), which is alonger term measure with a 12-month time horizon
to ensure a sustainable maturity structure of assets and liabilities. The ratios are subject to an observation period and are expected
to become established standards, subject to phase-in periods, by 2015 and 2018, respectively.

In October 2013, the FRB, the OCC and the FDIC issued for public comment arule to implement the LCR in the United States,
applicable to certain large banking institutions, including HSBC North America and HSBC Bank USA. The LCR proposal 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 proposal, U.S.
institutions would begin the LCR transition period on January 1, 2015 and would be required to be fully compliant by January 1,
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2017, as opposed to the Basel Committee's requirement to be fully compliant by January 1, 2019. The LCR proposa does not
address the NSFR requirement, which is currently in an international observation period. Based on the results of the observation
periods, the Basel Committee and U.S. banking regulators may make further changesto the LCR and the NSFR. U.S. regulators
are expected to issue a proposed rulemaking implementing the NSFR in advance of its scheduled global implementation in 2018.

Webelievethat HSBC North Americaand HSBC Bank USA will meet theseliquidity requirementsprior totheir formal introduction.
The actual impact will be dependent on the specific final regulationsissued by the U.S. regulators to implement these standards.
HSBC North America and HSBC Bank USA may need to change their liquidity profile to support compliance with any future
final rules. We are unabl e at thistime, however, to determine the extent of changes we will need to make to our liquidity position,
if any.

Our ability to regularly attract wholesale funds at a competitive cost is enhanced by strong ratings from the major credit ratings
agencies. The following table reflects the long and short-term debt ratings we and HSBC Bank USA maintained at 2013:

Moody’s S&P Fitch pBrsY
HSBC USA Inc.:
Short-term BOrroWINgS. ........coveveeeerrecer e P-1 A-1 F1+ R-1 (middle)
Long-term/senior debt..........coooeiereneieieeeeereeee e A2 A+ AA- AA (low)
HSBC Bank USA:
Short-term BOrrOWINGS. ......cvorverererirereeees e P-1 A-1+ Fl+ R-1 (middle)
Long-term/senior debt...........cooieiiincienincee e Al AA- AA- AA (low)

(1) Dominion Bond Rating Service.

On February 8, 2013, DBRS downgraded the HSBC USA and HSBC Bank USA senior debt ratings to AA (low) from AA, and
corresponding short-term instrument rating to R-1 (middle) from R-1 (high), and removed these ratings from "rating under review
with negativeimplications'. DBRS cited concernswith recent regulatory and compliance remediation costs, which despite HSBC's
ongoing reforms and organizational changes till represent a significant challenge to implement in such alarge, complex banking
organization.

On February 6, 2014, Standard and Poor's published a request for comment regarding proposed revisions to their treatment of
Bank and Prudentially Regulated Finance Company Hybrid Capital Instruments. The adoption of any such revisions may
unfavorably impact the ratings of our preferred stock, trust preferred securities and subordinated debt.

As of 2013, 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.

Numerousfactors, internal and external, may impact accessto and costs associated with issuing debt in the global capital markets.
These factorsinclude our debt ratings, overall economic conditions, overall capital markets volatility and the effectiveness of the
management of credit risksinherent in our customer base.

Cashresources, short-terminvestmentsand atrading asset portfolio areavailableto provide highly liquid funding for us. Additional
liquidity is provided by available for sale debt securities. Approximately $1.4 hillion of debt securities in this portfolio at
December 31, 2013 are expected to mature in 2014. The remaining $53.4 billion of debt securities not expected to maturein 2014
are available to provide liquidity by serving as collateral for secured borrowings, or if needed, by being sold. Further liquidity is
available through our ability to sell or securitize loans in secondary markets through loan sales and securitizations. In 2013, we
did not sell any residential mortgage loan portfolios other than normal loan sales to PHH Mortgage and, prior to May 2013
applications, government sponsored enterprises.

Itisthe policy of HSBC Bank USA to maintain both primary and secondary collateral in order to ensure precautionary borrowing
availability from the Federal Reserve. Primary collateral is collateral that is physically maintained at the Federal Reserve, and
serves as a safety net against any unexpected funding shortfallsthat may occur. Secondary collateral iscollateral that isacceptable
to the FRB, but is not maintained there. If unutilized borrowing capacity were to be low, secondary collateral would be identified
and maintained as necessary. Further liquidity is available from the Federal Home Loan Bank of New York. As of December 31,
2013, we had outstanding advances of $1.0 hillion. The facility also allows accessto further borrowings of up to $5.3 billion based
upon the amount pledged as collateral with the FHLB.

Asof December 31, 2013, any significant dividend from HSBC Bank USA to uswould require the approval of the OCC. See Note
24, "Retained Earnings and Regulatory Capital Requirements,” in the accompanying consolidated financial statementsfor further
details. In determining the extent of dividends to pay, HSBC Bank USA must also consider the effect of dividend payments on
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applicable risk-based capital and leverage ratio requirements, as well as policy statements of federal regulatory agencies that
indicate that banking organizations should generally pay dividends out of current operating earnings.

Under a shelf registration statement filed with the SEC, we may issue debt securities or preferred stock, either separately or
represented by depositary shares, warrants, purchase contracts and units. We satisfy the eligibility requirementsfor designation as
a "well-known seasoned issuer," which allows us to file aregistration statement that does not have a limit on issuance capacity.
The ability to issue debt under the registration statement is limited by the debt issuance authority granted by the Board. We are
currently authorized to issue up to $21 billion, of which $7.7 billion isavailable. During 2013, weissued $4.4 billion of long-term
debt from this shelf.

HSBC Bank USA has a $40 billion Global Bank Note Program, which provides for issuance of subordinated and senior notes.
Incremental borrowings from the Global Bank Note Program totaled $1.1 billion in 2013. There is approximately $15.8 billion of
borrowing availability.

Interest Rate Risk Interest rate risk isthe potential impairment of net interest income due to mismatched pricing between assets
and liabilities. We are subject to interest rate risk associated with the repricing characteristics of our balance sheet assets and
liahilities. Specifically, as interest rates change, amounts of interest earning assets and liabilities fluctuate, and interest earning
assetsreprice at intervalsthat do not correspond to the maturities or repricing patterns of interest bearing liabilities. This mismatch
between assets and liabilitiesin repricing sensitivity resultsin shiftsin net interest income asinterest rates move. To help manage
the risks associated with changes in interest rates, and to manage net interest income within ranges of interest rate risk that
management considers acceptable, we use derivative instruments such as interest rate swaps, options, futures and forwards as
hedges to modify the repricing characteristics of specific assets, liabilities, forecasted transactions or firm commitments. Day-to-
day management of interest rate risk is centralized principally under the Treasurer.

Wehavesubstantial, but historically well controlled, interest raterisk in large part asaresult of our portfolio of residential mortgages
and mortgage backed securities, which consumers can prepay without penalty, and our large base of demand and savings deposits.
These deposits can be withdrawn by consumers at will, but historically they have been a stable source of relatively low cost funds.
Market risk exists principally in treasury businesses and to a lesser extent in the residential mortgage business where mortgage
servicing rights and the pipeline of forward mortgage sales are hedged. We have little foreign currency exposure from investments
in overseas operations, which are limited in scope. Total equity investments, excluding stock owned in the Federal Reserve Bank
and New York Federal Home Loan Bank, represent less than one percent of total available-for-sale securities.

Thefollowing table showsthe repricing structure of assetsand liabilities as of December 31, 2013. For assetsand liabilitieswhose
cash flows are subject to change due to movementsin interest rates, such as the sensitivity of mortgage loansto prepayments, data
is reported based on the earlier of expected repricing or maturity and reflects anticipated prepayments based on the current rate
environment. Theresulting "gaps" arereviewed to assessthe potential sensitivity to earningswith respect to thedirection, magnitude
and timing of changes in market interest rates. Data shown is as of year-end, and one-day figures can be distorted by temporary
swingsin assets or liabilities.
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After One After Five After
Within But Within But Within Ten
December 31, 2013 One Year Five Years Ten Years Years Total
(in millions)

ComMENGIal 10ANS .......ccveveeeeeeeeeeeeeeee e $ 43185 $ 4824 $ 324 $ 237 $ 48,570
Residential MOrtgages..........coeereerieeneinensessesee e 7,385 5,699 3,194 1,650 17,928
Credit card recalVables...........oovvviieiicese e 854 — — — 854
Other conSUMEr 10aNS .........ccouvieeiiiee e 464 80 25 4 573

TOtal 10ANSY ... 51,888 10,603 3,543 1,891 67,925
Securities available-for-sale and securities held-to-maturity. 7,828 30,428 10,808 7,200 56,264
Other @SSELS....ccvecieciecece et 57,331 3,627 340 — 61,298

TOtAl @SSELS.....ceeeeeereee et ene 117,047 44,658 14,691 9,091 185,487
Domestic deposits®:

Savings and demand...........ccoceverienenenenie e 58,768 14,989 9,430 — 83,187

Certificates of depPOSit.......ccvvvvivrivrievirese e 9,217 204 2 — 9,423
Long-term debt.........cooeii e 12,947 5,000 2,200 2,700 22,847
Other [iabilitieS/EQUILY ....cvvevereeeeere e 58,163 11,343 — 524 70,030

Total liagbilitiesand eqUItY .........cccceveverevereeceeeeeeeseeeeas 139,095 31,536 11,632 3,224 185,487

Total balance sheet gap........cooveierenenereceeeeeee (22,048) 13,122 3,059 5,867 —
Effect of derivative CONtracts..........coecveevennensenscseeee 10,195 (3,906) (3,900) (2,389) —

Total gap POSItION......c.cueeececececeee et $ (11,853) $ 9216 $ (841) $ 3478 $ —

@ Includesloans held for sale.
@ Does not include purchased or wholesale deposits. For purposes of this table purchased and wholesale deposits are reflected in "Other liabilities/equity".

Various techniques are utilized to quantify and monitor risks associated with the repricing characteristics of our assets, liabilities
and derivative contracts.

In the course of managing interest rate risk, a present value of abasis point ("PVBP") analysisis utilized in conjunction with a
combination of other risk assessment techniques, including economic value of equity, net interest income simulation modeling,
capital risk and Value at Risk ("VAR") analyses. The combination of these tools enables management to identify and assess the
potential impact of interest rate movements and take appropriate action. This combination of techniques, with some focusing on
theimpact of interest rate movements on the value of the balance sheet (PVBP, economic value of equity, VAR) and othersfocusing
on theimpact of interest rate movements on earnings (net interest income simulation modeling) allowsfor comprehensive analyses
from different perspectives. Discussion of the use of VAR analyses to monitor and manage interest rate and other market risksis
included in the discussion of market risk management below.

A key element of managing interest rate risk is the management of the convexity of the balance sheet, largely resulting from the
mortgage related products on the balance sheet. Convexity risk arises as mortgage loan consumers change their behavior
significantly in responseto large movementsin market rates, but do not change behavior appreciably for smaller changesin market
rates. Certain interest rate management tools, such as net interest income simulation modeling described below, better capture the
embedded convexity in the balance sheet, while measures such as PVBP are designed to capture the risk of smaller changesin
rates.

Refer to "Market Risk Management" for discussion regarding the use of VAR analyses to monitor and manage interest rate risk.

Theassessment techniques discussed bel ow act asaguide for managing interest rate risk associated with balance sheet composition
and off-balance sheet hedging strategy (therisk position). Calculated values within limit ranges reflect an acceptabl e risk position,
although possibl e future unfavorabl etrends may prompt adjustmentsto on or off-bal ance sheet exposure. Calculated values outside
of limit ranges will result in consideration of adjustment of the risk position, or consideration of temporary dispensation from
making adjustments.

Present value of a basis point isthe change in value of the balance sheet for a one basis point upward movement in al interest
rates. The following table reflects the PVBP position at December 31, 2013 and 2012.
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At December 31, 2013 2012

(in millions)
Institutional PVBP MOVEMENE [IMIt..........ccciieieieeiieeee et se s s s seens $ 80 % 8.0
PVBP POSItioN @ PEHOC BNG........couiiieiiiiieiirieee sttt 6.8 1.7

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

At December 31, 2013 Amount %
(dollars are in millions)

Projected change in net interest income (reflects projected rate movements on
January 1, 2014):

Change resulting from a gradual 100 basis point increase in theyield curve............ccccceeeeee. $ (5) —
Change resulting from a gradual 100 basis point decreasein theyield curve..........ccccveeeee. (68) 3
Change resulting from a gradual 200 basis point increase in theyield curve............cccccveeeeee. (43) 2
Change resulting from a gradual 200 basis point decreasein theyield curve..........ccccveeeee. (137) (6)

Other significant scenarios monitored (reflects projected rate movements on January 1, 2014):

Change resulting from an immediate 100 basis point increase in theyield curve..................... (7 —
Change resulting from an immediate 100 basis point decrease in theyield curve..................... (109) (5)
Change resulting from an immediate 200 basis point increase in theyield curve..................... (39) (2)
Change resulting from an immediate 200 basis point decrease in theyield curve..................... (257) (12)

The projections do not take into consideration possible complicating factors such as the effect of changes in interest rates on the
credit quality, size and composition of the balance sheet. Therefore, although this provides a reasonabl e estimate of interest rate
sensitivity, actual results will differ from these estimates, possibly by significant amounts.

Capital Risk/Sensitivity of Other Comprehensive Income Large movements of interest rates could directly affect some reported
capital balances and ratios. The mark-to-market valuation of available-for-sale securities is credited on a tax effective basis to
accumulated other comprehensive income. Although this valuation mark is currently excluded from Tier 1 capital, it isincluded
in two important accounting based capital ratios: tangible common equity to tangible assets and tangible common equity to risk
weighted assets. Under thefinal rule adopting theBasel 111 regulatory capital reforms, theval uation mark will nolonger be excluded
from Tier 1 capital and the impact of this change for HSBC USA will be assessed along with the other Basel 111 changes being
introduced. As of December 31, 2013, we had an available-for-sale securities portfolio of approximately $54.9 billion with a
negative mark-to-market of $29 million included in tangible common equity of $13.4 billion. An increase of 25 basis pointsin
interest rates of all maturities would lower the mark-to-market by approximately $284 million to a net loss of $313 million with
the following results on our tangible capital ratios.

At December 31, 2013 Actual Proforma®
Tangible common equity t0 tangible 8SSELS........c.covvireierrcerr e 7.28% 7.20%
Tangible common equity tO risk Weighted 8SSELS...........cvreireiicree e 10.85 10.72

@ Proforma percentages reflect a 25 basis point increase in interest rates.”

Market Risk Market risk istherisk that movementsin market risk factors, including forei gn exchange ratesand commaodity prices,
interest rates, credit spreads and equity prices, will reduce HSBC USA'sincomeor theval ueof its portfolios. We separate exposures
to market risk into trading and non-trading portfolios. Trading portfolios include those positions arising from market-making and
other mark-to-market positions so designated. Non-trading portfolios primarily arise from the interest rate management of our
retail and commercia banking assets and liabilities, financial investments classified as available-for-sale and held-to-maturity.
Our objective is to manage and control market risk exposures in order to optimize returns on risk while maintaining positions
within management identified risk appetite defined in sensitivity, VAR and RWA term.
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We haveincorporated the qualitative and quantitative requirements of Basel 2.5, including stressed VAR, Incremental Risk Charge
and Comprehensive Risk Measure into our process and received regulatory approval to initiate these enhancements effective
January 1, 2013.

We use arange of tools to monitor and limit market risk exposures, including:

Sensitivity measures Sensitivity measures are used to monitor the market risk positionswithin each risk type, for example, PVBP
movement in interest ratesfor interest rate risk. Sensitivity limits are set for portfolios, products and risk types, with the depth and
the volatility of the market being one of the principal factors in determining the level of limits set.

Value at Risk VAR analysis is a technique that estimates the potential losses that could occur on risk positions as a result of
movements in market rates and prices over a specified time horizon and to a given level of confidence. VAR calculations are
performed for al material trading activities and as a tool for managing risk inherent in non-trading activities. VAR is calculated
daily for a one-day holding period to a 99 percent confidence level.

The VAR modelsare based predominantly on historical simulation. These models derive plausiblefuture scenariosfrom past series
of recorded market rate and price changes, and appliestheseto their current rates and prices. The model also incorporatesthe effect
of option features on the underlying exposures. The historical simulation models used by us incorporate the following features:

. market movement scenarios are derived with reference to data from the past two years;

. scenario profit and | osses are cal cul ated with the derived market scenariosfor foreign exchange rates and commodity
prices, interest rates, credit spreads equity prices, volatilities; and

. VAR is calculated to a 99 percent confidence level for a one-day holding period.

We routinely validate the accuracy of our VAR models by back-testing the actual daily profit and loss results, adjusted to remove
non-modeled items such as fees and commissions and intraday trading, against the corresponding VAR numbers. Statistically, we
would expect to see lossesin excess of VAR only one percent of the time. The number of backtesting breachesin aperiod isused
to assess how well the model isperforming and, occasionally, new parameters are evaluated and introduced to improvethe models
fit. Although a valuable guide to risk, VAR must always be viewed in the context of itslimitations, that is:

. the use of historical dataasaproxy for estimating future events may not encompass all potential events, particularly
those which are extreme in nature;

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

. the use of a99 percent confidence level, by definition, does not take into account losses that might occur beyond this
level of confidence;

. VAR is calculated on the basis of exposures outstanding at the close of business and therefore does not necessarily
reflect intraday exposures; and

. VAR isunlikely to reflect loss potential on exposures that only arise under significant market moves.

Stress testing In recognition of the limitations of VAR, we complement VAR with stress testing to evaluate the potential impact
on portfolio values of more extreme, although plausible, events or movements in a set of financial variables. Stress testing is
performed at a portfolio level, as well as on the consolidated positions of the HSBC Group, and covers the following scenarios:

. Sensitivity scenarios, which consider the impact of market moves to any single risk factor or a set of factors. For
example the impact resulting from a break of a currency peg that will not be captured within the VAR models;

. Technical scenarios, which consider the largest move in each risk factor, without consideration of any underlying
market correlation;

. Hypothetical scenarios, which consider potential macro economic events; and

. Historical scenarios, which incorporate historical observations of market moves during previous periods of stress

which would not be captured within VAR.

Stress testing is governed by the Stress Testing Review Group forum that coordinates the HSBC Group stress testing scenariosin
conjunction with the regional risk managers. Consideration is given to the actual market risk exposures, along with market events
in determining the stress scenarios.

Stress testing results are reported to senior management and provide them with an assessment of the financial impact such events
would have on our profits and capitalization.

Market risk wasrelatively stable during 2013 asthe Global Markets businessin the US continued to focus on customer facilitation
and simplifying itstrading products. Overnight risk taking waslimited against the backdrop of concernsaround the FRB's proposed
guantitative easing tapering policy and its related impact on emerging market capital flows as well as political issues such as the
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U.S. debt ceiling negotiations. Non-trading VAR varied considerably during the year given the relatively increased volatility in
interest rates and mortgage spreads.

The major contributor to the trading and non-trading VAR for usis our GB&M business.

Trading Activities Our management of market risk is based on a policy of restricting individual operations to trading within an
authorized list of permissibleinstruments, enforcing new product approval procedures and restricting trading in the more complex
derivative products to offices with appropriate levels of product expertise and robust control systems. Market making trading is
undertaken within GB& M.

Inaddition, at both portfolio and position levels, market risk intrading portfoliosismonitored and managed using acomplementary
set of techniques, including VAR and a variety of interest rate risk monitoring techniques as discussed above. These techniques
quantify the impact on capital of defined market movements.

Trading portfoliosreside primarily within the Markets unit of the GB& M business segment, which include warehoused residential
mortgage loans purchased with the intent of selling them, and within mortgage banking which is included within the RBWM
business segment. Portfoliosinclude foreign exchange, interest rate swaps and credit derivatives, precious metals(i.e. gold, silver,
platinum), equitiesand money market instrumentsincluding " repos’ and securities. Trading occursasaresult of customer facilitation
and economic hedging. I nthiscontext, economic hedging may includeforward contractsto sell residential mortgagesand derivative
contracts which, while economically viable, may not satisfy the hedge accounting requirements.

Thetrading portfolios have defined limits pertaining to items such as permissible investments, risk exposures, loss review, balance
sheet size and product concentrations. "Loss review" refers to the maximum amount of loss that may be incurred before senior
management intervention is required.

The following table summarizes trading VAR for 2013:

Full Year 2013

December 31, December 31,
2013 Minimum Maximum Average 2012
(in millions)
Total trading......cccccoveveveeeieieeceeeeeeeeee e $ 9 % 6 % 19 $ 9 % 8
Foreign eXchange........cccooevereerieniereeeeeeee e 7 4 12 7 5
Interest rate directional and credit spread.................... 10 5 11 8 6

Thefollowing table summarizesthe frequency distribution of daily market risk-related revenuesfor trading activities during 2013.
Market risk-related trading revenues include realized and unrealized gains (losses) related to trading activities, but exclude the
related net interest income. Analysis of the gain (loss) datafor 2013 showsthat the largest daily gain was $8 million and the largest
daily loss was $13 million.

Below $(5) $0 $5 Over
Ranges of daily trading revenue earned from market risk-related activities $(5) to $0 to $5 to $10 $10

(dollars are in millions)

Number of trading days market risk-related revenue was within
the Stated raNQe......c.oceeeee e e 3 117 123 7 —

The risk associated with movements in credit spreadsis primarily managed through sensitivity limits, stress testing and VAR on
those portfolios where it is calculated. Credit spread, which is calculated for credit derivatives portfolios, is a separate risk type
within our VAR models and isincluded in total VAR for trading activities in the table above.

The sensitivity of trading mark to market to the effect of one basis point movement in credit spreads on the total trading activities
waslessthan one million for both December 31, 2013 and 2012. The combination of directional interest rate risk and credit spread
were the largest contributors to VAR in both 2013 and 2012.

Certain transactions are structured such that the risk is negligible under awide range of market conditions or events, but in which
there exists a remote possibility that a significant gap event could lead to loss. A gap event could be seen as a change in market
pricefrom onelevel to another with no trading opportunity in between, and where the price change breaches the threshold beyond
which therisk profile changes from having no open risk to having full exposure to the underlying structure. Such movements may
occur, for example, when there are adverse news announcements and the market for aspecific investment becomesilliquid, making
hedging impossible. Given the characteristics of these transactions, they will make little or no contributionto VAR or to traditional
market risk sensitivity measures. We capture the risks for such transactions within our stress testing scenarios. Gap risk arising is
monitored on an ongoing basis, and we incurred no gap losses on such transactions in 2013.
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The ABS/MBS exposures within the trading portfolios are managed within sensitivity and VAR limits and are included within the
stress testing scenarios described above.

At December 31, 2013 2012

(in millions)

Stressed Value at Risk (1-day eqUIVAIENL).........c.c.oueieieiiieriecececteeee ettt $ 28 $ 13

Stressed VAR is calculated based on a 99 percent confidence level utilizing asignificant period of stressin financial markets. The
stressed VAR figure at December 31, 2013 reflects exposure to extreme movementsin both interest ratesand credit spreads. During
2013, this sensitivity increased based on the positions in the trading book.

VAR - Non-trading Activities Interest rate risk in non-trading portfolios arises principally from mismatches between the future
yield on assets and their funding cost as a result of interest rate changes. Analysis of thisrisk is complicated by having to make
assumptions on embedded optionality within certain product areas such as the incidence of mortgage repayments, and from
behavioral assumptions regarding the economic duration of liabilitieswhich are contractual ly repayable on demand such as current
accounts. The prospective changein future net interest income from non-trading portfolioswill bereflected inthe current realizable
value of these positionsif they were to be sold or closed prior to maturity. In order to manage this risk optimally, market risk in
non-trading portfolios is transferred to Global Markets or to separate books managed under the supervision of the local ALCO.
Once market risk hasbeen consolidated in Global Marketsor AL CO-managed books, the net exposureistypically managed through
the use of interest rate swaps within agreed upon limits.

Non-trading VAR also includes the impact of asset market volatility on the current investment portfolio of financial investments
including assets held on an available for sale (AFS) and held to maturity (HTM) basis. The main holdings of AFS securities are
held by Balance Sheet Management within GB& M. These positions which are originated in order to manage structural interest
rate and liquidity risk aretreated as non-trading risk for the purpose of market risk management. The main holdings of AFS assets
include U.S. Treasuries and Government backed GNMA securities.

The following table summarizes non-trading VAR for 2013, assuming a 99 percent confidence level for a two-year observation
period and a one-day "holding period.”

Full Year 2013

December 31, December 31,
2013 Minimum Maximum Average 2012
(in millions)
Total Accrual VAR.......ooceieeeeeeeeeeeeee e $ 104 $ 78 $ 145 $ 9 $ 92

The sensitivity of equity to the effect of aone basis point movement in credit spreads on our investment securities was $4 million
and $5 million at December 31, 2013 and 2012, respectively. The sensitivity was calculated on the same basis as that applied to
the trading portfolio.

Market risk also arises on fixed-rate securities we issue. These securities are issued to support long-term capital investmentsin
subsidiaries andinclude non-cumulative preferred shares, noncumul ative perpetual preferred securitiesand fixed rate subordinated
debt.

Market risk arises on debt securitiesheld as available-for-sale. Thefair value of these securitieswas $54.9 billion and $67.7 billion
at December 31, 2013 and 2012, respectively.

A principa part of our management of market risk in non-trading portfolios isto monitor the sensitivity of projected net interest
income under varying interest rate scenarios (simulation modeling). We aim, through our management of market risk in non-
trading portfolios, to mitigate the effect of prospective interest rate movements which could reduce future net interest income,
while balancing the cost of such hedging activities on the current net revenue stream. See "Interest Rate Risk Management” above
for further discussion.

Trading Activities MSRs — Trading occurs in mortgage banking operations as a result of an economic hedging program intended
to offset changes in the value of mortgage servicing rights. Economic hedging may include, for example, forward contractsto sell
residential mortgages and derivative instruments used to protect the value of MSRs.

MSRs are assets that represent the present value of net servicing income (servicing fees, ancillary income, escrow and deposit
float, net of servicing costs). MSRs are separately recognized upon the sale of the underlying loans or at the time that servicing
rights are purchased. MSRs are subject to interest rate risk, in that their value will decline as a result of actual and expected
acceleration of prepayment of the underlying loansin afalling interest rate environment.
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Interest rate risk is mitigated through an active hedging program that uses trading securities and derivative instruments to offset
changes in value of MSRs. Since the hedging program involves trading activity, risk is quantified and managed using a number
of risk assessment techniques.

Thefollowing table reflects the modeling techniques, primarily rate shock analyses, used to monitor certain interest rate scenarios
for their impact on the economic value of net hedged MSRs.

At December 31, 2013 Value

(in millions)
Projected change in net market value of hedged M SRs portfolio (reflects projected rate movements on
January 1, 2014):

Value of hedged M SRS POItOlI0........c ittt ae bbb b b e b b es $ 227
Change resulting from an immediate 50 basis point decrease in the yield curve:
Change limit (N0 WOFSE TNEN) .......ccoiuiiiie et et s b e b bbb e e eneas (20)
Calculated change in net Market VAIUE...........cccucviiiiiciciiicc s )
Change resulting from an immediate 50 basis point increase in the yield curve:
Change limit (NOWOFSEThaN) .........cciiiiiire e et ae s resne e e teneeneenen (8)
Calculated change in NEt MArKet VBIUE...........couoiiiieeeee ettt b 3
Change resulting from an immediate 100 basis point increase in the yield curve;
Change limit (N0 WOFSE TNEN) .......ccoiuiiiiie ettt e b e sae bt sae e eneas (12)
Calculated change in NEt MArKEt VBIUE...........ccuerieieececece et r e sne et saennenen 6

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

The following table summarized the frequency distribution of the weekly economic value of the MSR asset during 2013. This
includes the change in the market value of the M SR asset net of changes in the market value of the underlying hedging positions
used to hedge the asset. The changes in economic value are adjusted for changesin M SR valuation assumptions that were made
during the course of the year.

Below $(2) $0 $2 Over
Ranges of mortgage economic value from market risk-related activities $(2) to $0 to $2 to $4 $4

(dollars are in millions)

Number of trading weeks market risk-related revenue was within
the StAEE FANJE.......vecee e 3 15 30 4

Operational Risk Operational risk resultsfrominadequateor failed internal processes, peopleand systemsor from external events,
including legal risk. Operational risk isrelevant to every aspect of our business and covers awide spectrum of risks. Our strategy
isto manage operational risksin acost effective manner, within targeted levels consistent with the risk appetite. Our Operational
Risk and Internal Control ("ORIC") management framework ensures minimum standards of governance and organization over
operational risk and internal control throughout HSBC USA and covers all our businesses and operations (including all entities,
activities, processes, systems and products). During 2013, our risk profile was dominated by compliance and legal risks and the
incidenceof and responsetoregulatory proceedingsand other adversarial proceedingsagainst financial servicesfirmsissignificant.
We haveprioritized resourcesto devel op and executeremedial actionsto regulatory matters, including enhancing or addinginternal
controls and we closely monitor the possible impacts of litigation on our operational risk profile. We are operating under a U.S.
Deferred Prosecution Agreement ("U.S. DPA") 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. We have a so been served with
cease and desist orders from the U.S. FRB and the OCC. These orders cite substantial actions needed to correct deficienciesin
Compliance, Risk Management and AML programs. A breach of the U.S. DPA would have a significant impact on us as awhole
and could result in parties to the DPA reinstituting civil or criminal proceedings against us. Failure to close the various cease and
desist and/or the consent orders would result in our inability to operate in a compliant manner. We have committed to take or
continue to adhere to a number of remedial measures related to the U.S. DPA and regulatory orders.

The security of our information and technology infrastructure is crucial for maintaining our applications and processes while
protecting our customers and the HSBC brand. In common with other financial institutions and multinational organizations, HSBC
faces a growing threat of cyber-attacks that continue to increase in sophistication. A failure of our defenses against such attacks
could result in financial loss, loss of customer data and other sensitive information which could undermine both our reputation
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and our ability to attract and retain our customers. We experienced cyberattacksin 2013, none of whichresulted in material financial
loss or the loss of customer data. We continue to enhance our cyber-threat intelligence capability and detection and response
capabilities to minimize the impacts of cyber-attacks. Thisareawill continue to be afocus of ongoing initiatives to strengthen the
control environment and our readiness to respond in the event of an attack.

We have established an independent Operational Risk and Internal Control management discipline in North Americawhichisled
by the HSBC North America Head of Operational Risk and Internal Control, reporting to the HSBC North America Chief Risk
Officer. The mission of the Operational Risk and Internal Control Committee, chaired by the HSBC North America Chief Risk
Officer, istoprovidegovernanceand strategic oversight of theoperational risk management framework, includingtheidentification,
assessment, monitoring and appetite for operational risk. Selected results and reports from this committee are communicated to
the Risk Management Committee and subsequently to the Risk Committee of the Board of Directors. While management in the
First Line of Defenseisresponsiblefor managing and controlling operational risk, thecentral Operational Risk and Internal Control
function provides functional oversight by coordinating the following activities:

. developing Operational Risk and Internal Control policies and procedures;

. developing and managing methodologies and tools to support the identification, assessment, and monitoring of
operational risks;

. providing firm-wide operational risk and control reporting and facilitating the development of action plans;

. identifying emerging risks and monitoring operational risks and internal controls to reduce foreseeable, future loss
exposure;

. analyze root-cause of large operational risk losses;

. providing operational risk training and awareness programs for employees throughout the firm;

. communicating with Business Risk Control Managers to ensure the operational risk management framework is
executed within their respective business or function;

. independently reviewingtheoperational risk and control assessments, communi cating resul tsto busi nessmanagement
and monitoring remedial actionsthat may be necessary to improve the assessments; and

. modeling operational risk losses and scenarios for capital management purposes.

Management of operational risk includes identification, assessment, monitoring, mitigation, rectification, and reporting of the
resultsof risk events, including lossesand compliancewith local regulatory requirements. These key components of the operational
risk management framework have been communi cated by i ssuance of HSBC standards. Detailsandlocal application of thestandards
have been documented and communicated by issuance of a HSBC North America Operational Risk and Internal Control policy.
Key elements of the policy and our operational risk management framework include:

. business and function management is responsible for the assessment, identification, management, and reporting of
their operational risks and monitoring the ongoing effectiveness of key controls;
. material risks are assigned an overall risk prioritization / rating based on the typical and extreme assessments and

considersthedirect financial costsandtheindirect financial impactstothebusiness. An assessment of theeffectiveness
of key controlsthat mitigatetheserisksismade. An operational risk database recordstherisk and control assessments
and tracksrisk mitigation action plans. Therisk assessments are reviewed at least annually, or as business conditions

change;
. key risk indicators are established and monitored where appropriate; and
. the database is also used to track operational losses for analysis of root causes, comparison with risk assessments,

lessons learned and capital modeling.

M anagement practicesinclude standard reporting to senior management and the Operational Risk and Internal Control Committee
of highrisks, significant control deficiencies, risk mitigation action plans, losses and key risk indicators. We al so monitor external
operational risk events to ensure that we remain in line with best practice and take into account lessons learned from publicized
operational failures within the financial services industry. Operational risk management is an integral part of the new product
development and approval process and the employee performance management process, as applicable.

Internal audits provide an important independent check on controls and test institutional compliance with the operational risk
management framework. Internal audit utilizes a risk-based approach to determine its audit coverage in order to provide an
independent assessment of the design and effectiveness of key controls over our operations, regulatory compliance and reporting.
This includes reviews of the operational risk framework, the effectiveness and accuracy of the risk assessment process, and the
loss data collection and reporting activities.

113



HSBC USA Inc.

Compliance Risk Compliancerisk istherisk that wefail to observetheletter and spirit of all relevant laws, codes, rules, regul ations
and standards of good market practice. It is a composite risk that can result in regulatory sanctions, financial penalties, litigation
exposure and loss of reputation. Compliance risk is inherent throughout our organization.

All HSBC companies are required to observe the letter and spirit of al relevant laws, codes, rules, regulations and standards of
good market practice. In 2013, we experienced increasing levels of compliance risk as regulators and other agencies pursued
investigationsinto historical activitiesand aswe continued towork with theminrelation to already identified i ssues. Theseincluded
an appearance beforethe U.S. Senate Permanent Subcommittee on | nvestigationsand the Deferred Prosecution Agreement reached
with U.S. authorities in relation to investigations regarding inadequate compliance with anti-money laundering, the U.S. Bank
Secrecy Act and sanctions laws, plus arelated undertaking with the U.K.'s PRA;

HSBC hasalready taken specific stepsto address these i ssuesincluding making significant changesto strengthen compliance, risk
management and culture. These steps, which should al so serve over timeto enhance our compliance risk management capabilities,
include the following:

» thecreation of anew global structure, which will make the HSBC Group easier to manage and control;

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

* implementing a sixth global risk filter which will standardize the way HSBC does businessin high risk countries;

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

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

« adopting and enforcing the most effective standards globally, including a globally consistent approach to knowing and
retaining our customers.

Additionally, HSBC hassubstantially reviseditsgovernanceframework in thisarea, appointing aChief Legal Officer with particular
expertise and experiencein U.S. law and regulation, and creating and appointing experienced individual sto the new roles of Head
of Group Financial Crime Compliance and Global Head of Regulatory Compliance.

Itis clear from both our own and wider industry experience that there is asignificantly increased level of activity from regulators
and law enforcement agencies in pursuing investigations in relation to possible breaches of regulation and that the direct and
indirect costs of such breaches can be significant. Coupled with a substantial increase in the volume of new regulation, much of
which has somelevel of extra-territorial effect, and the geographical spread of our businesses, we believe that the level of inherent
compliance risk that we face will continue to remain high for the foreseeable future.

Withinthe U.S., the Compliance Committee of the Board of Directors overseesthe remediation of the compliance risk management
program. The compliance functionisled by the Chief Risk Officer ("CRO") for HSBC North America, who reports directly to the
HSBC North America Chief Executive Officer, and the HSBC Head of Group Risk. Further, the senior compliance personnel
functionally report to the CRO for HSBC North America. This reporting relationship enables the CRO to have direct access to
HSBC Group Compliance, HSBC Group Risk and the HSBC North America Chief Executive Officer, aswell asallowing for line
of business personnel to be independent. The CRO for HSBC North America has broad authority from the Board of Directors and
senior management to devel op the enterprise-wide compliance program and oversee the compliance activities across all business
units, jurisdictions and legal entities. This broad authority enables the CRO for HSBC North America to identify and resolve
complianceissuesin atimely and effective manner, and to escal ate i ssues promptly to senior management, the Board of Directors,
and HSBC as appropriate.

We are committed to delivering the highest quality financial products and services to our customers. Critical to our relationship
with our customers is their trust in us, as fiduciary, advisor and service provider. That trust is earned not only through superior
service, but aso through the maintenance of the highest standards of integrity and conduct. We must, at all times, comply with
high ethical standards, treat customersfairly, and comply with boththeletter and spirit of all applicablelaws, codes, rules, regul ations
and standards of good market practice, and HSBC policies and standards. It is a so our responsibility to foster good relations with
regulators, recognizing and respecting their role in ensuring adherence with laws and regulations. An important element of this
commitment to our customers and shareholdersis our compliance risk management program, which is applied enterprise-wide.

Our enterprise-wide program in HSBC North Americais designed in accordance with HSBC policy and the principles established
by the FRB in Supervision and Regulation L etter 08-8 (SR 08-8) dated October 16, 2008. By leveraging industry-leading practices
and taking an enterprise-wide, integrated approach to managing our compliance risks, we can better identify and understand our
compliance requirements, monitor our compliance risk profile, and assess and report our compliance performance across the
organization. Consistent with the expectations of HSBC North America's regulators, our enterprise-wide compliance risk
management program is designed to promote a consistent understanding of roles and responsihilities, as well as consistency in
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compliance program activities. The program is structured to pro-actively identify aswell as quickly react to emerging issues and
to, assess, control, measure, monitor and report compliancerisksacrossthe company, both within and acrossbusinesslines, support
units, jurisdictions and legal entities.

Asaresult of the Servicing Consent Orders, we have submitted plansand continueto review rel ated areasto addressthe deficiencies
noted in the joint examination and described in the Servicing Consent Orders.

Fiduciary Risk Fiduciary risk istherisk of breaching fiduciary dutieswherewe act in afiduciary capacity. It istherisk associated
with failing to offer services honestly and properly to clients in that capacity. We define a fiduciary duty as any duty where we
hold, manage, oversee or have responsihilities for assets of a third party that involves alegal and/or regulatory duty to act with
the highest standard of care and with utmost good faith. A fiduciary must make decisions and act in the best interests of the third
parties and must place the wants and needs of the client first, above the needs of the organization. Fiduciary duties can also be
established by case law, statue or regulation. Fiduciary capacity is primarily defined in banking regulation as:

serving traditional fiduciary duties such as trustee, executor, administrator, registrar of stocks and bonds, transfer agent,

guardian, receiver or assigns,

providing investment advice for afee; or
possessing investment discretion on behalf of another.

Fiduciary risks, asdefined above, residein our PB businesses (such as | nvestment M anagement, Personal Trust, Security Operation
Services) and other business lines outside of PB (such as Corporate Trust) and ruled/guided primarily (but, not exclusively) by
OCC Fiduciary-targeted Regulations (i.e. Regulation 12 CFR 9, Regulation 12 CFR 12). Additionally, Fiduciary Risk alsoincludes
risk associated with certain SEC regulated Registered Investment Advisers ("RIA"), which lie outside of the traditional banking
regulatory fiduciary risk definitions as described above. Asset Management ("AMUS") would fall into that category aswould HSI/
Private Client Services. The RIA definition of fiduciary capacity primarily applies in the following circumstances and is ruled/
guided primarily (but, not exclusively) by SEC Fiduciary-targeted Regulations(i.e. Investment AdvisersAct of 1940 and I nvestment
Company Act of 1940):

receiving fees for advising people, pension funds and institutions on investment matters;
managing assets on behalf of another; or

organizing organizations that engage in investing, reinvesting and trading securities (such as mutual funds) and whose
own securities are offered to the investing public.

The fiduciary risks present in both the standard banking and RIA business lines amost always occur where we are entrusted to
handle and execute client business affairs and transactions in afiduciary capacity.

As discussed above, we have established an independent Operational Risk and Internal Control management discipline in North
America. Included in the management of Operational Risk, as discussed above, the Operational Risk and Internal Control function
hasincluded in the risk management framework a Fiduciary Risk Stream, as specifically defined, and is managed, monitored, and
controlled with acceptable risk appetite levels, and to report and escalate elevated risks to senior management and the Fiduciary
Committee of the Board of Directors. Fiduciary Risk management isincluded in the formal Risk and Control Assessment process
(along with other primary Operational Risks), Key Risk Indicator monitoring, management of self-identified issues reporting and
agovernance framework.

Fiduciary Risk is governed by the Fiduciary Committee of the Board of Directors. The Fiduciary Committee has established the
Fiduciary Risk Management Committee ("FRMC") to carry out the day-to-day activities of managing Fiduciary Risk. The FRMC
ischaired by the HSBC North AmericaOperational Risk Head and includes Fiduciary businessline heads aswell asrepresentatives
fromlegal, compliance and audit and other fiduciary support functions. The FRMC also includes a Fiduciary Risk Specialist who
has the requisite expertise to oversee and provide governance and advice on Fiduciary Risk matters. The Fiduciary Risk Specialist
partnerswiththelinesof businessand other functional areas performing thesefiduciary activitiesaswell asinteractswith regulators
on fiduciary matters.

Reputational Risk The safeguarding of our reputation is of paramount importance to our continued prosperity and is the
responsibility of every member of our staff. Reputational risk can arise from social, ethical or environmental issues, or as a
consequence of operational and other risk events. Our good reputation depends upon the way in which we conduct our business,
but can also be affected by the way in which customers to whom we provide financial services conduct themselves.

Reputational risk is considered and assessed by the HSBC Group Management Board, our HSBC Group and local Board of
Directors and senior management during the establishment of standards for all major aspects of business and the formulation of
policy and products. These policies, which are an integral part of theinternal control systems, are communicated through manuals
and statementsof policy, internal communi cation and training. The policiesset out operational proceduresinall areasof reputati onal
risk, including money laundering deterrence, economic sanctions, environmental impact, anti-corruption measures and employee
relations.
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We have taken steps over the past several years to de-risk our businesses and product offering to reduce reputational risk. In
addition, we continue to strengthen our internal control structure to minimize the risk of operational and financial failure and to
ensure that afull appraisal of reputational risk is made before strategic decisions are taken.

The HSBC North America Risk Management Committee provides governance and oversight of reputational risk. The monthly
Risk Map process assesses our level and direction of reputational risk and helps ensure appropriate management action is taken
when necessary. The Risk Map is a reporting tool where management assesses the overall level and direction of severa distinct
risk categories, including management action necessary to control or address risks outside of an acceptable level or risk appetite.
Each wholesale business (GB& M, CMB, PB) reviewstransactions viathe Reputational Risk Committee that may adversely affect
our public perception. The Committee is chaired by a Managing Director from Wholesale Credit Risk and is comprised of senior
members from the business, legal, compliance, credit risk and other invited parties. The Committee is responsible for reviewing
theindividual merits and involved partiesin high-risk transactions, and approving or declining transactions based on the potential
reputational risksto us. Separately, a Client Sel ection Committee exists within theindividual Wholesale Businesseswhich reviews
incoming and current relationships to ensure that we are not dealing with clients whose controls and standards do not match those
of ours. In addition to the committees, the responsibility of the practical implementation of such policies and the compliance with
the letter and spirit of them rests with our Chief Executive Officer and senior management of our businesses.

Strategic Risk Strategic risk istherisk that the businesswill fail to identify, execute, and react appropriately to opportunitiesand /
or threats arising from changes in the market, some of which may emerge over anumber of years such as changing economic and
political circumstances, customer requirements, demographic trends, regulatory devel opments or competitor action. Risk may be
mitigated by consideration of the potential opportunities and challenges through the strategic planning process.

Thisrisk isalso afunction of the compatibility of our strategic goals, the business strategies devel oped to achieve those goal s, the
resources deployed against those goals and the quality of implementation.

We have established a strong internal control structure to minimize the impact of strategic risk to our earnings and capital. All
changesin strategy as well as the process in which new strategies are implemented are subject to detailed reviews and approvals
at business line, functional, regional, board and HSBC levels. This process is monitored by the Strategy and Planning Group to
ensure compliance with our policies and standards.

Security and Fraud Risk We are committed to the protection of employees, customers and shareholders by a quick response to
all threats to the organization, whether they are of a physical or financia nature. To that end we ensure that al physical security,
fraud, business continuity, information and geopolitical risks are appropriately identified, measured, managed, controlled, and
reported in atimely and consistent manner. The Security and Fraud Risk function (" S& FR"), headed by an Executive Vice President
who reports directly to the HSBC North America Chief Risk Officer, provides assurance, oversight and challenge over the
effectiveness of the risk and control activities conducted by the businesses as the First Line of Defense, establishes frameworks
to identify and measure the risks being taken by their respective businesses, and monitorsthe performance of the key risksthrough
key indicators and the oversight and assurance programs against defined risk appetite and risk tolerance. S& FR is split into six
functions:

e Client Intelligence Group, whose purpose is to provide timely and reliable intelligence on the potential financial crime
risks posed by GB& M, CMB and PB clients and prospects to enable better risk management;

»  Business Continuity Management, isresponsiblefor ensuring that risk identification and incident handling, ranging from
natural disastersto terrorismand flu pandemics, together with businessrecovery standards, are appropriate and are planned
for, robust and tested. A major part of this responsibility is the identification of emerging risks to ensure they can be
mitigated as much as possible by the flexibility of our planning, both for current incidents but also on a strategic basisin
the years ahead;

e Fraud Risk is responsible for establishing and operating policies, standards, systems and other controls to prevent and
detect fraud against us or our customers. Where fraud occurs, the Fraud risk function isresponsible for investigating this,
identifying control weaknesses or failures, recovering stolen monies and forming evidential cases for law enforcement
prosecution;

» Information Security Risk (ISR) isresponsible for protecting HSBC's information from theft, corruption or loss, whether
caused deliberately or inadvertently by its staff or external parties. Its primary mechanisms for doing this are robust
assessments of evolving threats, layers of controls on what information staff have access to and how it is stored and
conveyed, and a series of technical defenses and monitoring operations to mitigate the risks of externaly instigated
breaches causing harm or corruption to data or systems integrity. The ISR function is also responsible for investigating
information breaches and taking remedial action;

» Physical Security Risk develops practical physical, electronic, and operational countermeasuresto ensure that the people,
property and assets managed by us are protected from crime, theft, attack and groups hostile to our interests. Security
travel controls and guidance are also maintained; and
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»  Geopoalitical Risk provides both regular and ad hoc reporting to business executives and senior S& FR management on
geopolitical risk profilesand evolving threatsin the U.S. and other countriesin which we operate. This enhances strategic
business planning and provides an early view into devel oping security risks.

There are severa Security and Fraud Risk related committeesthat aid and assist the S& FR function to identify, measure, monitor,
and manage the Security and Fraud risks across HSBC North America.

Model Risk In order to manage the risks arising out of the use of incorrect or misused model output or reports, acomprehensive
Model Governance framework has been established that provides oversight and challenge to all models across HSBC North
America. This framework includes a revamped HSBC North America Model Standards Palicy, the transformation of the HSBC
North AmericaCredit Risk Analytics Oversight Committeeinto aHSBC North AmericaM odel Oversight Committeethat ischaired
by the Chief Risk Officer and has broad representation from across HSBC North Americabusinesses and functions. The committee
provides broad oversight around model risk management including the review and approval of model governance sub-committees.
Materiality levels of models are approved by the HSBC North America Model Oversight Committee that is also notified of all
material model approval sor changesto existing material model sby therespectivebusinessor functional areas. A completeinventory
of all HSBC North Americamodels is maintained and reported to the HSBC North AmericaModel Oversight Committee at least
semi-annually.

An Independent Model Review ("IMR") function isresponsible for providing effective challenge of modelsand critical processes
implemented for use within HSBC North America. Reviews are conducted in-line with supervisory guidance on model risk
management issued by the OCC and FRB as well as other applicable internal and regulatory guidelines. Effective chalenge is
defined as a critical analysis by objective, informed parties who can identify model limitations and assumptions and produce
appropriate changes. IMR’s activities are segregated from the model development process to ensure that incentives are aligned
with the function’s role to challenge models and identify model limitations, and the authority and access provided by the Board
of Directors providesthe function with the necessary influence to ensure that its recommendations are acted upon. Theindependent
model review process assesses model development, implementation, use, validation, and governance. IMR’s scope covers models
reported on the HSBC North Americamodel inventory and critical non model processes. Examples of models and processes that
IMR currently reviewsinclude: Basel Il Credit and Operational Risk, CCAR, ICAAP, Allowance for Loan and Lease L osses, Loss
Forecasting, Retail Credit Risk Management, and AML.

Pension Risk Pension risk istherisk that the cash flows associated with pension assets will not be enough to cover the pension
benefit obligations. Effective January 1, 2005,our previously separate qualified defined benefit pension plan was combined with
that of HSBC Finance's into a single HSBC North America qualified defined benefit plan. At December 31, 2010, the defined
benefit plan wasfrozen, significantly reducing future benefit accruals. At December 31, 2013, plan assetswere 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 $457 million. Asthese obligationsrelate to the HSBC North America pension plan, only aportion of this deficit
could be considered our responsibility. We and other HSBC North America affiliates with employees participating in this plan will
berequired to make up thisshortfall over anumber of yearsas specified under the Pension Protection Act. Thiscan be accomplished
through direct contributions, appreciation in plan assets and/or increases in interest rates resulting in lower liability valuations.
See Note 21, "Pension and Other Postretirement Benefits,” in the accompanying consolidated financial statements for further
information concerning the HSBC North America defined benefit plan.

New Accounting Pronouncements to be Adopted in Future Periods

Unrecognized Tax Benefits In July 2013, the Financial Accounting Standards Board ("FASB") issued an Accounting Standards
Updatethat providesguidanceonfinancial statement presentation of an unrecognized tax benefit when anet operatingloss(“NOL”)
carryforward, asimilar tax loss, or atax credit carryforward exists in the same tax jurisdiction. The standard requires an entity to
present the unrecognized tax benefit as a reduction of the deferred tax asset for an NOL or tax credit carryforward whenever the
NOL or tax credit carryforward would be avail ableto reducethe additional taxableincomeor tax dueif thetax positionisdisall owed.
However, the standard requiresan entity to present an unrecogni zed tax benefit onthebalance sheet asaliability if certain conditions
are met. The new guidance is effective for al annual and interim periods beginning January 1, 2014. The new guidance is not
expected to impact our unrecognized tax benefit liability upon adoption.

Accounting for Investments in Qualified Housing Projects In January 2014, the FASB issued an Accounting Standards Update
("ASU") which permits, but does not require, an investor to amortizeits Low Income Housing Tax Credit ("LIHTC") investments
inproportiontotheallocated L ow Income Housing Federal tax benefitsand present such tax benefits net of investment amortization
intheincometax line. The ASU is effective for fiscal years beginning after December 15, 2014 to be applied retrospectively with
early adoption permitted. Although we have not made afinal decision, we currently expect to early adopt the new standard in the
first quarter of 2014, effective January 1, 2014. The new standard will result in a change in the income statement presentation for
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the amortization expense of the LIHTC investments and will result in a reduction to operating expenses of approximately $85
million in each of the three years ended December 31, 2013, 2012 and 2011 with a corresponding increase to income tax expense
and is not expected to have any impact to net income.

GLOSSARY OF TERMS

Balance Sheet Management — Represents our activitiesto manage interest rate risk associated with the repricing characteristics of
balance sheet assets and liabilities.

Basis point —A unit that is commonly used to cal culate changesin interest rates. The rel ationship between percentage changes and
basis points can be summarized asa 1 percent change equals a 100 basis point change or .01 percent change equals 1 basis point.

CDS — Credit Default Swap.

Contractual Delinquency —A method of determining aging of past due accounts based on the past due status of payments under
theloan. Delinquency statusmay be affected by customer account management policiesand practices such asthere-age of accounts
or modification arrangements.

Delinquency Ratio — Two-months-and-over contractual delinquency expressed as a percentage of loans and loans held for sale at
agiven date.

Efficiency Ratio — Total operating expenses, reduced by minority interests, expressed as a percentage of the sum of net interest
income and other revenues (losses).

FRB — The Federal Reserve Board; our principa regulator.

Futures Contract — An exchange-traded contract to buy or sell a stated amount of a financial instrument or index at a specified
future date and price.

Global Bank Note Program — A $40 hillion note program, under which HSBC Bank USA issues senior and subordinated debt.

GM Portfolio — A portfolio of General Motors MasterCard receivables we purchased from HSBC Finance in January 2009. New
loan originations subsequent to the initial purchase were purchased daily by HSBC Bank USA. The GM portfolio was sold to
Capital Oneon May 1, 2012.

Goodwill — The excess of purchase price over the fair value of identifiable net assets acquired, reduced by liabilities assumed in
a business combination.

HELOC —A revolving line of credit with an adjustable interest rate secured by a lien on the borrower’s home which reduces the
borrower’s equity in the home. HEL OCs are classified as home equity mortgages.

IFRS Basis — A non-U.S. GAAP measure of reporting results in accordance with International Financial Reporting Standards.

Intangible Assets — Assets, excluding financial assets, that |ack physical substance. Our intangibl e assetsinclude mortgage servicing
rights and favorable lease arrangements.

Interest Rate Swap — Contract between two partiesto exchange interest payments on a stated principal amount (notional principal)
for aspecified period. Typically, one party makes fixed rate payments, whilethe other party makes paymentsusing avariablerate.

LIBOR — London Interbank Offered Rate; A widely quoted market rate which is frequently the index used to determine therate at
which we borrow funds.

Liquidity — A measure of how quickly we can convert assets to cash or raise additional cash by issuing debt.

Loan-to-Value ("LTV") Ratio — For first liens, the current loan balance expressed as a percentage of the current property value.
For second liens, the current |oan balance plusthe senior lien amount at originati on expressed asapercentage of the current property
value.

Mortgage Servicing Rights ("MSRs") — An intangible asset which represents the right to service mortgage loans. Theserights are
recoghized at the time the related loans are sold or the rights are acquired.

Net Charge-off Ratio — Net charge-offs of loans expressed as a percentage of average loans outstanding for a given period.
Net Interest Income — Interest income earned on interest-bearing assets less interest expense on deposits and borrowed funds.
Net Interest Margin — Net interest income expressed as a percentage of average interest earning assets for a given period.

Net Interest Income to Total Assets — Net interest income expressed as a percentage of average total assets for a given period.

Nonaccruing Loans — Loans on which we no longer accrue interest because ultimate collection is unlikely.
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OCC - The Office of the Comptroller of the Currency; the principal regulator for HSBC Bank USA.

Options —A contract giving the owner theright, but not the obligation, to buy or sell aspecified item at afixed pricefor aspecified
period.

Portfolio Seasoning — Relates to the aging of origination vintages. L oss patterns emerge slowly over time as new accounts are
booked.

Private Label Credit Card — A line of credit made available to customers of retail merchants evidenced by a credit card bearing
the merchant’s name. The private label credit card portfolio was sold to Capital One on May 1, 2012.

Private Label Card Receivable Portfolio — L oanand credit card receivabl e portfolio acquired from HSBC Finance on December 29,
2004. The private label card receivable portfolio was sold to Capital One on May 1, 2012.

Rate of Return on Common Shareholder’s Equity — Net income, reduced by preferred dividends, divided by average common
shareholder’s equity for a given period.

Rate of Return on Total Assets — Net income after taxes divided by average total assets for a given period.

Residential Mortgage Loan — Closed-end loans and revolving lines of credit secured by first or second liens on residential real
estate. Depending on the type of residential mortgage, interest can either be fixed or adjustable.

REO - Real Estate Owned
SEC — The Securities and Exchange Commission.

Secured Financing — A Collateralized Funding Transaction in which the interests in a dedicated pool of consumer receivables,
typically credit card, auto or personal non-credit card receivables, are sold to investors. Generaly, the pool of consumer receivables
is sold to a special purpose entity which then issues securities that are sold to investors. Secured Financings do not receive sale
treatment and, as a result, the receivables and related debt remain on our balance sheet.

Tangible Common Shareholder’s Equity to Total Tangible Assets — Common shareholder’s equity less goodwill, other intangibles,
unrealized gains and losses on cash flow hedging instruments, postretirement benefit plan adjustments, and unrealized gains and
losses on available-for-sale securities expressed as a percentage of total assets less goodwill and other intangibles.

TDR Loans — Troubled debt restructurings.

Total Average Shareholders’ Equity to Total Assets — Average total shareholders’ equity expressed as a percentage of average total
assets for agiven period.

Total Period End Shareholders’ Equity to Total Assets — Total shareholders’ equity expressed as a percentage of total assets as of
agiven date.

UP Portfolio —A portfolio of AFL-CIO Union PlusMasterCard/Visareceivabl esthat we purchased from HSBC Financein January
2009. New loan originations subsequent to theinitial purchase were purchased daily by HSBC Bank USA. The UP portfolio was
sold to Capital One on May 1, 2012.

U.S. GAAP — Generaly accepted accounting principles in the United States.
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CONSOLIDATED AVERAGE BALANCES AND INTEREST RATES

The following tables summarize the year-to-date average daily balances of the principal components of assets, liabilities and
shareholders' equity together with their respective interest amounts and rates earned or paid, presented on a taxable equivalent
basis. Net interest margin is calculated by dividing annualized net interest income by the average interest earning assets from
which interest income is earned. Loan interest for the years ended December 31, 2013, 2012 and 2011 included fees of $108
million, $85 million and $81 million, respectively. The calculation of net interest margin includes interest expense of $50 million
and $237 million for 2012 and 2011, respectively, which has been alocated to our discontinued operations. This allocation of
interest expense to our discontinued operations was in accordance with our existing internal transfer pricing policies as external
interest expense is unaffected by these transactions.
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2013 2012 2011
Average Average
Balance Interest Rate® Balance Interest Rate® Balance Interest Rate®
(dollars are in millions)
Assets
Interest bearing deposits with
DANKS ... $ 22555 $ 58 26% $ 20,381 $ 58 28% $ 25945 $ 76 .29%
Federal funds sold and securities
purchased under resale
AYFEEMENES ..vo.veoveeeeeereereeeeies 1,989 10 49 6,678 38 57 5,230 57 1.09
Trading assets.......cccvveeveerininerininenes 10,563 118 111 12,249 110 .90 13,423 197 1.47
SECUNMLIES ..t 56,105 897 1.60 61,184 1,111 1.82 49,802 1,263 254
Loans:
CommeErcial .....cceeeeeeeerenieirinieienes 45,922 1,142 2.49 39,272 1,052 2.68 31,971 903 2.83
Consumer:
Residential mortgages............ 15,928 559 351 15,510 595 3.84 14,877 637 4.28
Home equity mortgages.......... 2,160 71 3.28 2,802 95 3.38 3,547 118 3.33
Credit cards..........cooveneerrenenne 823 72 8.74 976 80 8.17 1,166 87 7.47
Other consUMEY ........cccevvenenee 619 32 5.14 784 45 5.76 1,022 67 6.57
Total CONSUMES ......ccevevreriecrrerenne 19,530 734 3.76 20,072 815 4.06 20,612 909 441
Total 10aNS......ccvvrriereireierrerenee 65,452 1,876 2.87 59,344 1,867 3.15 52,583 1,812 3.45
Other ..o 3,140 41 1.32 3,416 43 1.25 5,716 44 .76
Total interest earning assets............. 159,804 $ 3,000 1.88% 163252 $ 3227 1.98% 152699 $ 3,449 2.26%
Allowance for credit losses............. (601) (647) (767)
Cash and due from banks................ 1,099 1,486 1,617
Other aSSetS.......cveeurereeereereriiereerenes 22,591 25,053 25,621
Assets of discontinued operations... — 6,871 21,000
Total @SSetS.....cccvuverrrererieirieieireeiens m m m
Liabilities and Shareholders’ - - -
Equity
Depositsin domestic offices:
Savings deposits........cccverereernenes $ 43448 $ 65 15% $ 51,375 $ 178 3% $ 57979 $ 257 A44%
Other time deposits 20,110 107 .53 16,542 142 .85 16,085 143 .89
Depositsin foreign offices:
Foreign banks deposits................. 7,669 5 .06 8,443 6 .08 6,503 9 14
Other interest bearing deposits..... 6,314 6 .09 13,463 14 A1 19,119 18 .09
Depositsheld for sale.........cooeeenee — 1 — 6,335 17 27 6,366 16 .25
Total interest bearing deposits. 77,541 184 .24 96,158 357 37 106,052 443 42
Short-term borrowings ........c.c.eeveeeee 18,496 40 21 14,640 28 .19 18,876 44 .23
Long-term debt.........cooevevrireninirenne 21,938 661 3.01 19,761 680 3.44 18,459 645 3.49
Total interest bearing deposits and
debt 117,975 885 .75 130,559 1,065 .82 143,387 1,132 .79
Tax liabilities....ccovvieerenieirrinne 499 53 10.54 463 33 7.10 319 99 31.22
Total interest bearing liabilities....... 118,474 938 .79 131,022 1,098 .84 143,706 1,231 .86
Net interest income/Interest rate
spread $ 2,062 1.09% $ 2129 1.14% $ 2218 1.40%
Noninterest bearing deposits........... 31057 — 28387 — 248 —
Other liahilities........cccceeeeieeennnns 15,816 17,502 15,344
Liabilities of discontinued
OPErALiONS. ...cocevvrerceereererriereeenee — 785 1,022
Totd shareholders’ equity................ 17,546 18,319 17,680
Total liabilities and shareholders - - -
EQUILY..covcvr e $ 182,893 $ 196,015 $ 200,170
Net interest margin on average - - -
€arning aSSetS.........ccoveeiiiiiininnns 1.29% 1.30% 1.45%
Net interest income to average total - - -

BSSELS ... 1.13% 1.12% 1.24%

@ Rates are calculated on amounts that have not been rounded to the nearest million.
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Item 7A. Quantitative and Qualitative Disclosures about Market Risk

Information reguired by this Item is included within Item 7. Management’s Discussion and Analysis of Financial Condition and
Results of Operationsin the Risk Management section under the captions "Interest Rate Risk" and "Market Risk".

Item 8. Financial Statements and Supplementary Data

Our 2013 Financia Statements meet the requirements of Regulation S-X. The 2013 Financial Statements and supplementary
financial information specified by Item 302 of Regulation S-K are set forth below.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Shareholders of
HSBC USA Inc.:

We have audited the accompanying consolidated balance sheet of HSBC USA Inc. and subsidiaries (the Company),
an indirect wholly-owned subsidiary of HSBC Holdings plc, as of December 31, 2013 and 2012, and the related
consolidated statementsof income (loss), comprehensiveincome (loss), changesin sharehol ders' equity, and cash flows
for each of the years in the three-year period ended December 31, 2013, and the accompanying consolidated balance
sheet of HSBC Bank USA, National Association and subsidiaries (the Bank) as of December 31, 2013 and 2012. These
consolidated financia statementsaretheresponsibility of the Company's management. Our responsibility isto express
an opinion on these consolidated financial statements based on our audits.

We conducted our auditsin accordance with the standards of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform the audits to obtain reasonabl e assurance about whether the
financial statementsarefreeof material misstatement. An audit includesexamining, on atest basis, evidence supporting
theamountsand disclosuresin thefinancial statements. An audit a so includes assessing the accounting principlesused
and significant estimates made by management, aswell as evaluating the overall financial statement presentation. We
believe that our audits provide a reasonable basis for our opinion.

Inour opinion, theconsolidated financial statementsreferredto abovepresentfairly, inall material respects, thefinancial
position of the Company as of December 31, 2013 and 2012, and the results of its operations and its cash flows for
each of the years in the three-year period ended December 31, 2013, and the financial position of the Bank as of
December 31, 2013 and 2012, in conformity with U.S. generally accepted accounting principles.

/s KPMGLLP

New York, New York
February 24, 2014
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CONSOLIDATED STATEMENT OF INCOME (LOSS)
Year Ended December 31, 2013 2012 2011
(in millions)

Interest income:

[0z TR $ 1876 $ 187 $ 1812
0SS U ] 1= OSSOSO 876 1,000 1,242
LI o O I S5 = =T 118 110 197
ShOrt-tErM INVESIMENES. ......iii ittt 68 96 133
L@ 11 1= SO 41 43 44
LI r= U T (=] =T T aTodo] - 2,979 3,206 3,428
Interest expense:
=010 = SRS 184 316 251
ShOort-terM BOMTOWINGS. ....ccviiiiecceeeee e et reens 40 28 44
LONG-TEM AEDL ... e e 661 671 600
L@ 13 1= SO 53 33 99
TOtAl INTEFESt EXPENSE ...ttt ettt ettt ettt et eetesteebesbestesbasbesaesenseneenseseeseenis 938 1,048 994
LS T 10 == T 0) 1 = 2,041 2,158 2,434
Provision fOr Cradit [0SSES .........ciiiiieiresse ettt st et 193 293 258
Net interest income after provision for credit [0SSeS .........cccvviviiecicie s 1,848 1,865 2,176
Other revenues:
(O o ] oo [ 1= ST 43 87 129
Other fees and COMMISSIONS ........coeierieieieieeeeceeee et e e eseenes 706 766 832
QLI L0501 - 123 110 108
LI o 110 [ =YL= 10T 474 498 349
Other SECUNtIES QAINS, NEL......ccueiiiieieieeeie et st e e eneens 202 145 129
Servicing and other fees from HSBC affiliates...........ccocveviiini e 202 202 202
Residential mortgage banking reVENUE............coooririre et 80 16 37
Gain (loss) on instruments designated at fair value and related derivatives................. (32) (342) 471
Gain 0N SAle Of DIaNCNES........ccuvieicieeee e ene s — 433 —
OLNEN TNCOIME ...ttt ettt et sttt sttt bne 59 58 68
TOtal OTNEE FEVENUES ...ttt 1,857 1,973 2,325
Operating expenses:
Salaries and employee DENEFILS.........ccooeiiiii e 922 944 1,114
Support services from HSBC affilliates.......coveveieerirenere e 1,459 1,480 1,513
OCCUPANCY EXPENSE, NMEL.....viveeeeiteiese ettt sr bbb e s e se e e e enennis 230 241 280
Goodwill impairment (NOE L1) .....cccevveeeieeeeeeeese st e ene e 616 — —
Expense related to certain regulatory matters (NOt€ 28) ........cceeeveeveeeieiierecieeiieeeeenens — 1,381 —
OFhE EBXPENSES.....c.veetertertietirte sttt sttt aeea et bt b e b sae st et se e st et e e e e e s e e e e eneeneenis 745 702 912
Total OPErAtiNG EXPENSES .....ccvieveitecrieteeie et eee et et et ete et eeteereebesbesresbesbessesessensenseseeseenes 3,972 4,748 3,819
Income (loss) from continuing operations before income tax expense........c.ccoveeereeeen. (267) (910) 682
[NCOME TAX EXPENSE .....eviveeeieeeesee et s sn e s re e sre e nesre e nesre e rennn e 71 338 227
Income (10ss) from coNtinUING OPEratioNS ..........cccecvvceeeneresesese e (338) (1,248) 455
Discontinued Operations (Note 3):
Income from discontinued operations before income tax eXpense .........ccoeveeeeeereeceeenne. — 315 871
[NCOME tEX EXPENSE ...ttt st sr e r e e e — 112 308
Income from discontinued OPEratioNS ..........cccceveerieeseisee e e — 203 563
NEE INCOME (I0SS) ....vvveeiiectcteiee ettt sttt e st eb e se st et esese st et ese e st st ebeseseseeteneas $ (338) $ (1045 $ 1,018

The accompanying notes are an integral part of the consolidated financial statements.
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CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME (LOSS)

Year Ended December 31, 2013 2012 2011
(in millions)
NEE INCOME (I0SS) ....vveveeeecteteere ettt s ettt ettt sttt e s ss st et ese e st st eseaeseseebesesesentenens $ (338) $ (1,045 $ 1,018
Net change in unrealized gains (losses), net of tax:
Securities available-fOr-sale........ccouciiiieiiiice e (1,010) 109 786
Other-than-temporarily impaired debt securities available-for-sale...........c.cceeveuenens — — 1
Other-than-temporarily impaired debt securities held-to-maturity ..........ccccceeveennens 7 — 11
Adjustment to reverse other-than-temporary impairment on securities held-to-
maturity due to deconsolidation of avariable interest entity...........cccocveervereennen. — — 142
Derivatives designated as cash flow hedges ... 118 28 (142)
Pension and post-retirement benefit plan...........ccocccce 8 6 3
Total other comprehensive iINCOME (10SS).......cviueirieriierieeiee e (877) 143 795
Comprehensive INCOME (I0SS)......ccucirieririeiiieeieesee et neaes $ (1215 $ 902) $ 1,813

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

At December 31, 2013 2012
(in millions, except share data)

Assets®

Cash and due from banks.................... e $ %1 $ 1,359
Interest bearing deposits with banks..................... 19,614 13,279
Securities purchased under agreementsto resell...... 2,119 3,149
THAOING BSSELS. ....eeeuereeirte ettt b et he bt b e b b et e b e e e e b e e e bt b e se e b e e e bt e e et e b e s e bt nb et e b e neene s b e e ebeneenees 28,894 30,874
SECUNTIES AVAIHADIE-TOI=SAIE........c.eeie ettt ettt e s st e s s b b e s st e s sbesssbe e s sabessabessaneas 54,906 67,716
Securities held-to-maturity (fair value of $1.5 billion and $1.8 billion at December 31, 2013 and 2012,

TESPECTIVEIY) .ttt ettt b e e bbb bbbt e bt e b bt e bbbt 1,358 1,620
[0 7= 1RSSR 67,695 63,258
Less— allowanCe for Cradit [OSSES........uiiiiiiiririci ettt e e b besesbensetenreneas 606 647

(0720 S o SRS 67,089 62,611

Loans held for sale (includes $3 million and $465 million designated under fair value option at December

31, 2013 and 2012, respectively) .... 230 1,018
Properties and EQUIPMENT, NEL.........oc ittt b et e bbbt re bt 269 276
INEANQIDIE ASSELS, NEL .....eieeiiceee ettt sttt b et e et e e esesbe e e be s e se st eseese s eseebeneesensaneas 295 247
(70700 111/ || TSP 1,612 2,228
(@101 =1 TR 8,140 7,069
T OTAl B SBES. .. vt eee et et et e e et et et et et et e s eeseeseeseeseeneeeeeaeeee et e e e s eeeeeeeeeeeneeneent et et easearearenrenaeneeeneeneeeeeanenneanens $ 185,487 $ 191,446
Liabilities®
Debt:

Deposits in domestic offices:
NONINEEIESE DEAMNG ....cuvvcteeiiietee ettt s b e s et be et bebens et ese e asens $ 29,707 $ 31,315
Interest bearing (includes $7.7 billion and $8.7 billion designated under fair value option at
December 31, 2013 and 2012, rESPECHVEIY) ....cu.vcueeeeeeeeeeeeeeseeeeteeeeteecteesaenseesaeesae s s ensesensensneans 62,903 66,520
Depositsin foreign offices:
N ol a T a1 g== R 1= oo [OOSR 1,364 1,813
gL =Sl o= ] oo OSSR 18,634 18,023
QI o 1= o0 LS ) =TSSR 112,608 117,671
ShOrt-tEI N DOMTOWINGS. ...ttt ae et be st e aesee e e ae st eneebe e eneseeneeae e enas 19,135 14,933
Long-term debt (includes $7.6 billion and $7.3 billion designated under fair value option at December
31, 2013 and 2012, respectively) 22,847 21,745
Total debt 154,590 154,349
Trading liabilities.... 10,875 14,699
Interest, taxes and other liabilities....... 3,558 4,562
TOLAD THADIIITIES ...ttt bbbt se bbb 169,023 173,610
Shareholders' equity
PrEFEITEA SEOCK ......evieiicece bbbttt bbbttt 1,565 1,565
Common shareholder’ s equity:
Common stock ($5 par; 150,000,000 shares authorized; 713 shares issued and outstanding at
December 31, 2013 @Nd 2002)......cc.cueueeirereeeeerererereseseerenesesesenesesessesesessesenesessesesesessesenssesseseessesensnes — —
Additional Paid-iN CAPITAL ........coeoreeee ettt bbb e s a e eae e eneas 14,106 14,123
RELAINEA EAIMINGS ... ...eeeeeeieieieeier ettt sttt ae e e e be e eaesse e ebeseeseebeseeae s esesbeneeseasenessaneeseasenens 952 1,363
Accumulated other COMPrehENSIVE INCOME........ccovueuiiririeieererie et es (159) 785
Total commOon SAreNOIAEr' S BQUILY .......coueieeeeeieeeeee ettt e et e e seeaeseene s 14,899 16,271
Total SHArENOIAEIS” EOUILY......ceiuiieeeicieece ettt sttt st et et be b e s besaeaeebe e enesrennans 16,464 17,836
Total liabilities and shareholders” EQUILY..........cciceiiiuiiceceeeee ettt st er e $ 185,487 $ 191,446

@ Thefollowing table summarizes assets and liabilities rel ated to our consolidated variableinterest entities ("VIEs") as of December 31, 2013 and 2012 which
are consolidated on our balance sheet. Assets and liabilities exclude intercompany balances that eliminate in consolidation. See Note 25, "Variable Interest
Entities," for additional information.
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At December 31,

2013 2012

Assets

Liabilities
LONG-EEIMI GEDL. ...t
Interest, taxes and Other HBDITTIES ........c.c.iueueiiieieirieicieee ettt
TOEl 1TADIITIES ...ttt bbb bbbt bbb bbb bbbttt en et ene

The accompanying notes are an integral part of the consolidated financial statements.
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CONSOLIDATED STATEMENT OF CHANGES IN SHAREHOLDERS' EQUITY

At December 31, 2013 2012 2011
(dollars are in millions)
Preferred stock
Balance at beginning and end of PEFO.............cciviiieeiieeeeec e $ 1565 $ 1565 $ 1,565
Common stock
Balance at beginning and end Of PEMOQ..........ccerririrreneree e — — —
Additional paid-in capital
Balance at beginning Of PEMOA ..........cviriieirrietr e 14,123 13,814 13,785
Capital contributions from PArENt .........cccceeieiriieecre s — 312 21
Employee benefit plans and OthEr ..o @17 (©)] 8
Balance af €nd Of PEFIO0 ......cviveuiiriiceri et 14,106 14,123 13,814
Retained earnings
Balance at beginning Of PO .........cocoiiiiiieee et 1,363 2,481 1,536
NELINCOME (0SS) ...ttt ettt eer e e nn et nen e (338) (1,045) 1,018
Cash dividends declared on preferred StOCK ..o (73) (73) (73)
Balance at €nd Of PO ......ovcuiieiieieec ettt sa et saene st e ene s 952 1,363 2,481
Accumulated other comprehensive income
Balance at beginning Of PEITOQ ... ..ot 785 642 (153)
Other-than-temporary impairment on securities held-to-maturity due to the consolidation of
avariable iNterest ENtitY ..........cccovveveciiiciicse e (67) — —

Other comprehensive income (10SS), NEE Of 18X ...covvveriererieeireeeeere s (877) 143 795
(272 T o T =0T o 0 4 oo [ T (159) 785 642
Total common ShAreNOIAEr'S EQUILY.........c.ccoveveverieeeeeee et ee e es s enees $ 14,899 $ 16,271 $16,937
Total ShAreNOIdErs” BQUILY........c.cvoiiieiiiiiciceeete ettt $ 16,464 $ 17836 $ 18,502
Preferred stock

Number of shares at beginning and end of PEriod..........c.ccceoerreeiinnneenn e 25,947,500 25,947,500 25,947,500
Common stock

Issued

Number of shares at beginning Of PO ..o 713 712 712

Number of shares of common stock issued t0 Parent..........ccoveeeerreeenneeesreeeseseeeees — 1 —

Number of shares at end Of PEFTOU..........ccocveiiiriiiiccee e 713 713 712

The accompanying notes are an integral part of the consolidated financial statements.
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CONSOLIDATED STATEMENT OF CASH FLOWS

Year Ended December 31, 2013 2012 2011
(in millions)
Cash flows from operating activities
INEE INCOME (IOSS) ....vveviiteteisie ettt sttt ettt st ae e b b et e s ssebese s s s e s easse s ebese s esebesesnsbesenssnesennns $ (338) $ (1,045) $ 1,018
Income from di SCONtINUEd OPEIEHIONS .......cueuerireeieirisieieeririeie e ettt b et aene s — 203 563
Income (10ss) from CONtINUING OPEIaLiONS........oueueiierieeeererereeerieeeene e eene e essesesessesesesessesenesessesnnes (338) (1,248) 455
Adjustments to reconcile net income (10ss) to net cash provided by operating activities:
Depreciation and aMOITIZALION ..........ccovueeeririeire e 286 321 268
Gain 0N SAlE Of BIrANCNES ... — (433) —
Impairment of internally developed SOfTWaIre ...........cccciviciiiiececesees e — — 110
GOOAWI Il TMIPEITMEN ...ttt ettt b et a bt be e 616 — —
Provision for credit losses 193 293 258
Deferred income tax provision (DENEFIL) ... ..o 2 40 (289)
Realized gains on securities available-for-Sale..........cvoviernicie e (194) (245) (129)
Realized gains on securities helA-to-MELUIILY .........cciiirieerireee e (8) — —
Net change in other assets and [1aDIlITIES..........covveiiieiiircesee e (481) 36 108
Net changein loans held for sale:
OrigiNatioNS Of 10BNS.......couiuiirieeeieirieeenes ettt sese e e sese e saesenesessesenesenens (2,078) (3,566) (3,248)
Sales and collection of 08NS hEld fOr SAIE.........ccovieiii e 2,446 3,755 3,319
Net changein trading assets and [1ahilItIES .........ccovvveiirrcerrer e (1,844) 8,900 (2,712)
Lower of amortized cost or fair value adjustments on loans held for sale..........ccccovveeeniciicninnen 9 38 51
Loss (gain) on instruments designated at fair value and related derivatives............cccooeeeieveciiiniennns 32 342 (471)
Cash provided by (used in) operating activities — continuing OPErations............cocoeeereeereierierenesenenees (1,359) 8,333 (2,280)
Cash provided by operating activities — discontinued Operations ............ccooeeeereienerseserere e — 34 2,642
Net cash provided by (used in) Operating aCtIVItIES...........vcerirrreirreeeer s (1,359) 8,367 362
Cash flows from investing activities
Net change in interest bearing deposits With Danks.............ccccciieiiiiicieieiscsee e (6,316) 12,175 (17,252)
Net change in securities purchased under agreementsto reSell.........ovevrvreennecenseeee s 1,030 (40) 5,127
Securities available-for-sale:
Purchases of securities available-fOr-Sal..........ccovieiirrrerreee e (32,824) (37,003) (30,153)
Proceeds from sales of securities available-for-SAle..........c.oooveee e iie e 35,211 10,547 21,468
Proceeds from maturities of securities available-for-sale...........ccocvveveeiieieeieccecceece e 7,954 12,022 3,686
Securities held-to-maturity:
Purchases of seCurities hela-tO-MELUNILY .........ccooveiiieiiiieceseese e — — (11)
Proceeds from sales of securities held-t0-MatUFILY ..........ccooeiiirrienee e 79 — —
Proceeds from maturities of securities held-to-Maturity ..........c.ccocoeieirinnineneee e 433 424 568
Changeinloans:
Originations, NEt OF COHECLIONS .......curuiveiiirieiecreee e (4,765) (11,603) (6,034)
L0ans SOIA tO thirt PArti€S.......cccciiueuiiiiieicicis ettt a e b et e s ae e nteeesen 499 186 975
Net cash used for acquisitions of properties and EQUIPMENE ..o (52) ()] (33)
Net outflows related to the sale Of DranChes.... ..o — (10,137) —
(@191 0 0= SRS (16) (48) (77)
Cash provided by (used in) investing activities — continuing OPErationsS..........ccccovereerreeencnenereiereneene 1,233 (23,494) (21,736)
Cash provided by (used in) investing activities — discontinued Operations............cocveerveeencnneenereneens — 20,746 (606)
Net cash provided by (used in) iINVEStiNG aCtiVItIES........ccccvrieiiieiiiceseesee e 1,233 (2,748) (22,342)
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CONSOLIDATED STATEMENT OF CASH FLOWS (Continued)

Year Ended December 31, 2013 2012 2011
(in millions)
Cash flows from financing activities
NEL ChANGE IN HEPOSITS. .....cveuieieiiiie ettt ettt et b et b et b ettt enens (5,146) (9,174) 18,693
Debt:
Net change in Short-term DOrTOWINGS. ..........oiiieeireere e ene 3,787 (1,076) 3,449
IssuaNCe Of [ONG-TENM AEDL ...ttt ene 5,547 7,626 6,271
Repayment of 10NG-tErM AEDL ..ot (4,370) (3,445) (6,274)
Repayment of debt related to the sale and leaseback of 452 Fifth Avenue property.........cccccevveeienene — (8) (23)
Capital CONtribULION FrOM PAIENT ......cc.oueirireiieirie bbbt — 312 —
Other increases (decreases) in Capital SUMPIUS.........ccovueeiiririeiiirreeer e 7) 3) 8
DiIVIAENGAS PAI ... ...cveveiieteieieieieteieie ettt bbb bbb bbb bbb bbb bbb bbb e bbb e b e bt eb e bt eb et ebeb et et e b et ebebebenas (73) (73) (73)
Cash provided by (used in) financing activities — continuing OPErations...........cccovereerreeencneneeeiereneene (272) (5,841) 22,051
Cash used in financing activities — diSCoNtiNUEd OPEraliONS..........ccvrreeieireririeere e — (35) (248)
Net cash provided by (used in) finaNCING aCLIVILIES........cccciviiiiicecee e (272) (5,876) 21,903
Net change in cash and due from DaNKS............ccveeiiiiiciieeesees e s ae e (398) (257) (77)
Cash and due from banks at beginning of PEOAYW ..o 1,359 1,616 1,693
Cash and due from banks at end Of PEriOQ.........c.coouciiiiiciice e %1 $ 1359 $ 1616
Supplemental disclosure of cash flow information -
Interest paid dUriNg thE PEFTOU.......c..eviiririeieer bbbt 921 $ 108 $ 1231
Net income taxes paid during the PEITOA ...........ciiiiiiicececee e ene e 64 578 498
Supplemental disclosure of non-cash investing activities
Transfer Of 10aNSTO NEIA FOr SAIE........oii i st ste s s re e s sabe s saessrae e 79 42 23,755
Fair value of properties added to real eState OWNEd .........c.ooeeiiiieiirrerecreee e 51 60 107

@ Cash at beginning of period includes $117 million for discontinued operations as of January 1, 2011.

The accompanying notes are an integral part of the consolidated financial statements.
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HSBC Bank USA, National Association

CONSOLIDATED BALANCE SHEET

At December 31, 2013 2012
(in millions)

Assets®
Cash aNd dUE fTOM DANKS........cuiurieiiirieieisieie sttt sttt $ 953 % 1,356
Interest bearing depoSitS With DANKS ..ot 19,062 12,718
Securities purchased under agreemMeNntST0 FESElL.........cv i 2,119 3,149
I o Lo =SS (PSSR 29,172 31,964
Securities available-for-sale 54,402 67,101
Securities held-to-maturity (fair value of $1.5 billion and $1.8 billion at December 31, 2013 and 2012,
= 0= w1117 1) IO U TR 1,354 1,612
[0 7= 10T 63,387 59,511
Less—alowance for credit losses 606 647
Loans, net 62,781 58,864
Loans held for sale (includes $3 million and $465 million designated under fair value option at
December 31, 2013 and 2012, FESPECHIVEIY).....vuevrreeurreeirrieieeeissssssssssesssse st ssssesssssssssessssessssssnsns 230 1,018
Properties and EQUIPMENT, NEL.........o.ciieier ettt b ettt b b na bt 268 276
INEANQIDIE ASSELS, NEL ...ttt sttt b et e e b e e ese st e e be e e se st eseese s esessenensensenens 295 247
(€700 0 111/ TSP RSOSSN 1,612 1,718
(0101 =15 TSR 7,492 6,736
T OTAl DS SBES. .. vt eet et ettt e e e e e e et et et et et e s e e s eeseeseeseeneeeeeaeeae e e e e e s eeeeeeeeeeeneene et et et eesearearentenaeneenneeeeeneenenneanens $ 179,740 $ 186,759
Liabilities®
Debt:
Deposits in domestic offices:
NONINEEIESE DEAMNG.....cucuiivetiicieteeeee ettt ettt ettt et e et b e e s b ebe s snebese s sebene s $ 36,283 $ 37,315
Interest bearing (includes $7.7 billion and $8.7 billion designated under fair value option at
December 31, 2013 and 2012, FESPECHVEIY).....vururerrureerireererserersesesseseseeseseesesesssseesssessssssssssssssssssssnsssanens 66,718 70,680
Deposits in foreign offices:
o gl g1 == B 1= oo OSSR 1,364 1,813
R L= =Sl o= T oo ST 18,634 18,023
QI 1= o0 LS ) =TSSR 122,999 127,831
Short-term borrowings 15,756 9,916
Long-term debt (includes $2.2 billion and $2.6 billion designated under fair value option at
December 31, 2013 and 2012, rESPECHIVEIY ......cu.cvrveireieereerese sttt seseesens 7,698 8,279
QL0 = 10 L= o OO 146,453 146,026
TradiNG lADHITIES ......veeeceeeee ettt st b et et e et e b e se et e s et e s e eae et e s enenreneens 11,713 16,625
Interest, taxes and OthEr [TADITTIES. ........cocuiii ittt sttt e et e aesaeesreesreeers 3,365 5,286
0] e I T Lo T1 LR TR 161,531 167,937
Shareholders’ equity
PrEFEITEA SEOCK ...ttt ettt et b ettt bbbttt — —
Common shareholder’s equity:
Common stock ($100 par; 50,000 shares authorized; 20,016 shares issued and outstanding at
December 31, 2013 and 2012, FESPECHVEIY).....vururerureerireerereerersereseseseeseseesesesssseesssssssssssesssssssssesnsssanens 2 2
Additional Paid-iN CAPITEAL ........ccvreireeiireeereer e 16,045 16,061
RELGINEA EBIMINGS ...ttt ettt sttt e et te e eaesee st ebe st eseseeneebe e esesbeseabe s esebaneesensesessaneesessnsens 2,311 1,987
Accumulated other COMPreENENSIVE I0SS.......ccouiiiiieiei ettt se e (149) 772
Total commOoN SharehOldEr’ S UITY ........cveuiireereireri et 18,209 18,822
JLIC0] £= LS = =] T o T (=T U U 18,209 18,822
Total liabilities and shareholders” EQUILY..........ccicueiiuiice ettt ere e $ 179,740 $ 186,759

@ Thefollowing table summarizes assets and liabilities rel ated to our consolidated variable interest entities ("VIES") as of December 31, 2013 and 2012 which
are consolidated on our balance sheet. Assets and liabilities exclude intercompany balances that eliminate in consolidation.
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At December 31, 2013 2012
(in millions)
Assets
Interest bearing depoSitS With DANKS............coiiiirireee st $ 5 $ —
Securities held-to-maturity... 200 —
(@131 = S OO 502 533
B0 = = 55T OSSR $ 707 $ 533
Liabilities
Long-term debt $ 92 % 92
Interest, taxes and Other lHADITTIES ........ccciveuiiieeieeire ettt 93 152
TOEl TADIITIES ...ttt b bbbttt b bbb $ 185 $ 244

The accompanying notes are an integral part of the consolidated financial statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note Page Note Page
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2 and New Accounting Pronouncements............ 134 17 INCOME TAXES.....cceeueeeereriierire e 180
3 Discontinued Operations...........ccoccveeereereeneenenne. 143 18 Preferred StOCK......ccooveeeeeereceeee e 184
4 Trading Assetsand Liabilities. ......cccovvrrroe... 144 19 A‘Eiumli'ated Other Comprehensive Income  1g5
(0155 SO OTUUTTPPPTTPRTN
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B LOANS...ciiiirererreniee e 152 21 Pension and Other Postretirement Benefits........ 187
7 Allowancefor Credit LOSSES........cccoeiviiieierinnnnne. 163 22 Related Party Transactions............cccceevvvieienenninn. 195
8 LoansHeld for Sale......ccoovveiiiiiiniicinicieica, 165 23 BUSINEss SegmeNts.......cccoevveieveiiniiienneniseees 199
; - Retained Earnings and Regulatory Capital
9 Properties and EQUIPMENL, NELvvvvrsvvsscvsscnns 166 24 REQUITEMENES. ...ecvveee s 205
10 Intangible ASSELS......covvvviiiciriiiiciec e 166 25 Variable Interest Entities.........ccooeviiiiiciinnnnnn. 206
; Guarantee Arrangements, Pledged Assets and
11 GOOOWIll ..ot 168 26 COUBEIA o 208
12 DEPOSIES. v 168 27 Fair Value Measurements.........ocoveeeeveneccceinenns 214
13 Short-Term BOrrowings.......cccoeveveenesierenieninienns 169 28 Litigation and Regulatory Matters........ccovevenene. 231
14 Long-Term Debt 170 29 Financial Statements of HSBC USA Inc. 239
""""""""""""""""""""""""""" (R 11
15 Derivative Financial Instruments..........ccccceevevees 171

1. Organization

HSBC USA Inc. ("HSBC USA"), incorporated under the laws of Maryland, isaNew York State based bank holding company and
anindirect wholly-owned subsidiary of HSBC North AmericaHoldingsInc. ("HSBC North America'), whichisanindirect wholly-
owned subsidiary of HSBC Holdingsplc ("HSBC" and, together withitssubsidiaries, "HSBC Group"). HSBC USA (together with

its subsidiaries, "HUSI") may also be referred to in these notes to the consolidated financial statements as "we", "us" or "our".

Through our subsidiaries, we offer a comprehensive range of consumer and commercial banking products and related financial
services. HSBC Bank USA, National Association ("HSBC Bank USA"), our principal U.S. banking subsidiary, isanational banking
association with banking branch offices and/or representative officesin 16 states and the District of Columbia. In addition to our
domestic offices, we maintain foreign branch offices, subsidiaries and/or representative offices in Europe, Asia, Latin America,
and Canada. Our customersinclude individuals, including high net worth individuals, small businesses, corporations, institutions
and governments. We also engage in mortgage banking and serve as an international deal er in derivative instruments denominated
in U.S. dollars and other currencies, focusing on structuring transactions to meet clients' needs.
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2. Summary of Significant Accounting Policies and New Accounting Pronouncements

Significant Accounting Policies

Basis of Presentation The consolidated financial statementsinclude the accounts of HSBC USA and all subsidiariesin which we
hold, directly or indirectly, more than 50 percent of the voting rights, or where we exercise control, including al variable interest
entities ("VIES") in which we are the primary beneficiary. Investments in companies where we have significant influence over
operating and financing decisions, which primarily are those where the percentage of ownershipisat least 20 percent but not more
than 50 percent, are accounted for under the equity method and reported as equity method investmentsin other assets. All significant
intercompany accounts and transactions have been eliminated.

We assess whether an entity isaVIE and, if so, whether we areits primary beneficiary at the time of initial involvement with the
entity and on an ongoing basis. A VIE is an entity in which the equity investment at risk is not sufficient to finance the entity's
activities, the equity investors lack certain characteristics of a controlling financial interest, or voting rights are not proportionate
to the economic interests of equity investors and the entity's activities are conducted primarily on behalf of investors having few
voting rights. A VIE must be consolidated by its primary beneficiary, which is the entity with the power to direct the activities of
aVIE that most significantly impact its economic performance and the obligation to absorb losses of, or theright to receive benefits
from, the VIE that could potentialy be significant to the VIE.

Thepreparation of financial statementsin conformity with accounting principlesgenerally accepted inthe United States of America
requires management to make estimates and assumptions that affect the amounts reported in the financial statements and
accompanying notes. Actual results could differ from those estimates. Areas which we consider to be critical accounting estimates
and require a high degree of judgment and complexity include allowance for credit losses, goodwill impairment, valuation of
financial instruments, derivatives held for hedging, mortgage servicing rights, deferred tax asset valuation allowances and
contingent liabilities.

Certain reclassifications have been made to prior period amounts to conform to the current period presentation. In addition, a
reduction in trading assets and trading liabilities of $5.1 billion at December 31, 2012 was made to properly reflect the elimination
of certain affiliate inter-company balances relating to trading derivatives. We have determined that this correction had no impact
to any other consolidated financial information presented for 2012.

In May 2013, we consolidated our commercial paper conduit variable interest entity, otherwise known as Bryant Park Funding
LLC ("Bryant Park") upon the completion of a restructuring of that entity. See Note 25, "Variable Interest Entities" for further
details. The consolidation of Bryant park did not have a significant impact to our consolidated assets or liabilities.

Unless otherwise indicated, information included in these notes to the consolidated financial statements relates to continuing
operations for all periods presented. In 2012, we completed the sale of all of our private label cards and substantially all of our
credit card receivablesto Capital One Financia Corporation. In 2011, we completed the exit of the wholesal e banknotes business
operated through our U.S. and Asian entities. As aresult, these asset groups are reported as discontinued operations. See Note 3,
"Discontinued Operations,” for further details.

Cash and Cash Equivalents For the purpose of reporting cash flows, cash and cash equivalentsinclude cash on hand and amounts
due from banks.

Resale and Repurchase Agreements We enter into purchases and borrowings of securities under agreements to resell (resale
agreements) and sales of securities under agreements to repurchase (repurchase agreements) substantially identical securities.
Resale and repurchase agreements are accounted for as secured lending and secured borrowing transactions, respectively.

The amounts advanced under resale agreements and the amounts borrowed under repurchase agreements are carried on the
consolidated bal ance sheets at the amount advanced or borrowed, plusaccrued interest to date. Interest earned on resal e agreements
isreported asinterestincome. Interest paid on repurchase agreementsisreported asinterest expense. We offset resal eand repurchase
agreements executed with the same counterparty under legally enforceable netting agreements that meet the applicable netting
criteria as permitted by generally accepted accounting principles.

Repurchase agreements may require us to deposit cash or other collateral with the lender. In connection with resale agreements,
itisour policy to obtain possession of collateral, which may include the securities purchased, with market value in excess of the
principal amount loaned. The market value of the collateral subject to the resale and repurchase agreementsisregularly monitored,
and additional collateral is obtained or provided when appropriate, to ensure appropriate collateral coverage of these secured
financing transactions.

Trading Assets and Liabilities Financial instruments utilized in trading activities are stated at fair value. Fair value is generally
based on quoted market prices. If quoted market prices are not available, fair values are estimated based on dealer quotes, pricing
models, using observable inputs where available or quoted prices for instruments with similar characteristics. The validity of
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internal pricing models is regularly substantiated by reference to actual market prices realized upon sale or liquidation of these
instruments and such models are periodically validated by a group independent of the front office. Realized and unrealized gains
and losses are recognized in trading revenues.

Trading assetsand liabilitiesinclude precious metal s deposited by customerswith usin exchangefor general claimson our physical
unallocated precious metals inventory. We measure this inventory and related claims at fair value using the spot prices of the
respective underlying metals and recognize changes in spot pricesin trading revenue.

Securities Debt securities that we have the ability and intent to hold to maturity are reported at cost, adjusted for amortization of
premiumsand accretion of discounts, which arerecognized asadjustmentstoyield over thecontractual livesof therelated securities.
Securities acquired principally for the purpose of selling them in the near term are classified as trading assets and reported at fair
value. Fair value adjustments to trading securities and gains and losses on the sale of such securities are reported in other revenues
(losses) as trading revenues.

Equity securities that are not quoted on a recognized exchange are not considered to have a readily determinable fair value, and
are recorded at cost, less any provisions for impairment. Unquoted equity securities, which include Federa Home Loan Bank
stock, Federal Reserve Bank stock and Visa Class B securities, are recorded in other assets.

All other securities are classified as available-for-sale and carried at fair value, with unrealized gains and losses, net of related
income taxes, recorded as adjustments to common shareholder's equity as a component of accumulated other comprehensive
income.

Realized gains and | osses on sales of securities not classified as trading assets are computed on a specific identified cost basis and
are reported in other revenues (losses) as security gains, net. When the fair value of a security has declined below its amortized
cost basis, we evaluate the decline to assess if it is considered other-than-temporary. For debt securities that we intend to sell or
for which it is more likely than not that we will be required to sell before the recovery of its amortized cost basis, the declinein
fair value below the security's amortized cost is deemed to be other than temporary and we recognize an other-than-temporary
impairment lossin earnings equal to the difference between the security'samortized cost and itsfair value. We measureimpairment
loss for equity securities that are deemed other-than-temporarily impaired in the same manner. For a debt security that we do not
intend to sell and for which it is not more likely than not that we will be required to sell prior to recovery of its amortized cost
basis, but for which we nonethel ess do not expect to recover the entire amortized cost basis of the security, we recognize the portion
of thedeclineinthesecurity'sfair value below itsamortized cost that representsacredit |ossas an other-than-temporary impai rment
in earnings and the remaining portion of the decline as an other-than-temporary impairment in other comprehensive income. For
these debt securities, a new cost basis is established, which reflects the amount of the other-than-temporary impairment loss
recognized in earnings.

Loans Loans are stated at amortized cost, which represents the principal amount outstanding, net of unearned income, charge offs,
unamortized purchase premium or discount, unamortized nonrefundabl e fees and rel ated direct |oan origination costs and purchase
accounting fair value adjustments. The carrying amount of loans represents their amortized cost reduced by the allowance for
credit losses.

Premiums and discounts and purchase accounting fair val ue adjustments are recogni zed as adjustmentsto yield over the expected
lives of the related loans. Interest income is recorded based on the interest method.

Troubled debt restructurings are loans for which the origina contractual terms have been modified to provide for terms that are
less than we would be willing to accept for new |oans with comparable risk because of deterioration in the borrower's financial
condition. Interest on these loans is recognized when collection is reasonably assured. For commercia loans, the resumption of
interest accrual generally occurswhen the borrower has complied with the new payment terms and conditionsfor six monthswhile
maintaining adebt service coverage ratio greater than one with the loan balancesfully collateralized. For consumer loans, interest
accruals are resumed when the loan becomes current or becomes less than 90 days delinquent and six months of consecutive
payments have been made. Modifications resulting in troubled debt restructurings may include changes to one or more terms of
the loan, including but not limited to, a change in interest rate, an extension of the amortization period, a reduction in payment
amount and partial forgiveness or deferment of principal or accrued interest.

Nonrefundable fees and related direct costs associated with the origination of 1oans are deferred and netted against outstanding
loan balances. The amortization of net deferred fees, which include points on real estate secured loans and costs, is recognized in
interest income, generally by the interest method, based on the estimated or contractual lives of the related loans. Amortization
periods are periodically adjusted for [oan prepayments and changesin other market assumptions. Annual feeson MasterCard/Visa
credit card and home equity lines of credit ("HELOC"), net of direct lending costs, are deferred and amortized on a straight-line
basis over one year.

Nonrefundable fees related to lending activities other than direct loan origination are recognized as other revenues over the period
inwhich therelated serviceis provided. Thisincludes fees associated with theissuance of loan commitmentswherethelikelihood
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of the commitment being exercised isconsidered remote. | nthe event of the exercise of the commitment, theremaining unamortized
feeisrecognized in interest income over the loan term using the interest method. Other credit-related fees, such as standby letter
of credit fees, loan syndication and agency fees are recognized as other operating income over the period the related service is
performed.

Allowance for Credit Losses We maintain an allowance for credit losses that is, in the judgment of management, adequate to
absorb estimated probable incurred losses in our commercia and consumer loan portfolios. The adequacy of the allowance for
credit losses is assessed in accordance with generally accepted accounting principles and is based, in part, upon an evaluation of
various factors including:

. an analysis of individual exposures where applicable;

. current and historical oss experience;

. changes in the overall size and composition of the portfolio; and
. specific adverse situations and general economic conditions.

We also assess the overall adeguacy of the allowance for credit losses by considering key ratios such as reserves to nonperforming
loans and reserves as a percentage of net charge offs in developing our loss reserve estimates. Loss estimates are reviewed
periodically and adjustments are reported in earnings when they become known. As these estimates are influenced by factors
outsideof our control, such asconsumer payment patternsand economic conditions, thereisuncertainty inherent in these estimates,
making it reasonably possible they could change.

For individually assessed commercial loans, we conduct a periodic assessment on aloan-by-loan basis of losses we believeto be
inherent intheloan portfolio. Whenit is deemed probabl e, based upon known facts and circumstances, that full contractual interest
and principal on an individual loan will not be collected in accordance with its contractual terms, the loan is considered impaired.
An impairment reserve is established based on the present value of expected future cash flows, discounted at the loan's original
effective interest rate, or as a practical expedient, the loan's observable market price or the fair value of the collateral if the loan
iscollateral dependent. Generaly, impaired loansinclude loansin nonaccruing status, loans which have been assigned a specific
allowance for credit losses, loans which have been partially charged off, and loans designated as troubled debt restructurings.
Problem commercial loans are assigned various obligor grades under the allowance for credit losses methodology. In assigning
the obligor ratings to a particular loan, among the risk factors considered are the obligor's debt capacity and financial position, the
level of earnings, the amount and sources for repayment, the level of contingencies, management strength and the industry or
geography in which the abligor operates.

Formul a-based reserves are al so established against commercial loanswhen, based upon an analysis of relevant data, it is probable
that a loss has been incurred and the amount of that loss can be reasonably estimated, even though an actual loss has yet to be
identified. This methodol ogy usesthe probability of default from the customer risk rating assigned to each counterparty. The"Loss
Given Default" rating assigned to each transaction or facility is based on the collateral securing the transaction and the measure
of exposure based on the transaction. Specifically, the presence of collateral (secured vs. unsecured), the loan-to-value ratio and
the quality of the collateral are the primary drivers of Loss Given Default. A separate reserve for credit |osses associated with off-
bal ance sheet exposuresincluding unfunded |ending commitments such aslettersof credit, guaranteesto extend credit and financial
guarantees is also maintained and included in other liabilities, which incorporates estimates of the probability that customers will
actually draw upon off-balance sheet obligations. These reserves are determined by reference to continuously monitored and
updated historical loss rates or factors, derived from a migration analysis which considers net charge off experience by loan and
industry typein relation to internal customer credit grading.

Probableincurred losses for pools of homogeneous consumer loans other than troubled debt restructurings are generally estimated
using aroll rate migration analysisthat estimatesthe likelihood that aloan will progressthrough the various stages of delinquency,
or buckets, and ultimately charge off. Thisanalysisconsidersdelinquency status, loss experienceand severity and takesinto account
whether loansarein bankruptcy or have been subject to account management actions, such asthere-age of accountsor modification
arrangements. The allowance for credit losses on consumer receivables also takes into consideration the loss severity expected
based on the underlying collateral, if any, for the loan in the event of default based on historical and recent trends. In addition, loss
reserves are maintained on consumer and commercial receivables to reflect our judgment of portfolio risk factors which may not
be fully reflected in the statistical roll rate calculation or when historical trends are not reflective of current inherent lossesin the
loan portfolio. Risk factorsconsidered in establishing the allowancefor credit losses on receivablesinclude, asappropriate, growth,
including expansion into new lending markets, geographic and customer concentrations, product mix and risk selection,
unemployment rates, loan product features such as adjustable rate loans, economic conditions such as industry and business
performance and trends in housing markets and interest rates, portfolio seasoning, account management policies and procedures,
model imprecision, changesin laws and regulations, and other items which can affect payment patterns on outstanding loans such
as natural disasters.
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Provisions for credit losses on commercial and consumer loans for which we have modified the loan terms as part of a troubled
debt restructuring ("TDR Loans") are determined using a discounted cash flow impairment analysis or in the case of certain loans
which are solely dependent on the collateral for repayment, the estimated fair value of the collateral less coststo sell. During the
third quarter of 2011, we adopted anew Accounting Standards Update which provided additional guidancefor determining whether
arestructuring of areceivable meets the criteria to be considered a troubled debt restructuring for purposes of the identification
and reporting of TDR Loans as well as for recording impairment. Under this new guidance, we determined that substantially all
consumer loans modified as aresult of financial difficulty, including all modificationswith trial periods regardless of whether the
modification was permanent or temporary, should bereported as TDR L oans. For residential mortgage|oans purchased fromHSBC
Finance Corporation ("HSBC Finance"), we determined that all re-ages, except first time early stage delinquency re-ages where
the customer has not been granted a prior re-age or modification since thefirst quarter of 2007, should be considered aTDR Loan.
We believe that multiple or later stage delinquency re-ages or a need for a modification to any of the loan terms other than to
provideamarket rate of interest providesevidencethat the borrower isexperiencing financial difficulty. Prior to 2011, substantially
all consumer loans that had been granted a modification greater than twelve months were considered TDR Loans. Modifications
may include changes to one or more terms of the loan, including, but not limited to, a change in interest rate, extension of the
amortization period, reduction in payment amount and partial forgiveness or deferment of principal or accrued interest. Asaresult
of regulatory guidance adopted in thefourth quarter of 2012, TDR Loansal so includeloans discharged under Chapter 7 bankruptcy
and not re-affirmed.

TDR Loans are considered to be impaired loans. Interest income on TDR Loans is recognized when collection is reasonably
assured. For consumer loans, once aloan is classified as a TDR Loan, it continues to be reported as such until it is paid off or
charged-off. For commercial loans, if aTDR loan subsequently performsin accordance with the new termsand such termsrepresent
current market rates at the time of restructure, such loan will be no longer be reported as a TDR beginning in the year after
restructure.

Charge-Off and Nonaccrual Policies and Practices Our charge-off and nonaccrual policiesdiffer by product and are summarized
below:
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Product

Charge-off Policies and Practices

Nonaccrual Policies and Practices

Commercia Loans
Construction and other real estate
Business and corporate banking
Global banking
Other commercial

Residential Mortgage Loans

Credit Cards

Other Consumer Loans

Commercial loan balances are charged
off at thetime al or a portion of the
balance is deemed uncollectible.

Carrying amounts in excess of fair
value less coststo sell are generally
charged off at or before the time
foreclosure is completed or when
settlement is reached with the borrower,
but not to exceed the end of the month
in which the account becomes six
months contractually delinquent. If
foreclosureis not pursued and there is
no reasonabl e expectation for recovery,
theaccount is generally charged off no
later than the end of the month in which
the account becomes six months
contractually delinquent.®

Loan balances are generally charged off
by the end of the month in which the
account becomes six months
contractually delinquent.

Loan balances are generally charged off
by the end of the month in which the
account becomes four months
contractually delinquent.

Loans are generally categorized as
nonaccruing when contractually
delinquent for more than 90 daysand in
the opinion of management, reasonable
doubt exists with respect to the ultimate
collectibility of interest or principal
based on certain factors including the
period of time past due and adequacy of
collateral. When classified as
nonaccruing, any accrued interest
recorded on the loan is generally
deemed uncollectible and reversed
against income. Interest incomeis
subsequently recognized only to the
extent of cash received until theloan is
placed on accrua status. In instances
where there is doubt as to collectibility
of principal, interest payments received
are applied to principal. Loans are not
reclassified as accruing until interest
and principal payments are current and
future payments are reasonably assured.

Loans are generally designated as
nonaccruing when contractually
delinquent for more than three months.
When classified as nonaccruing, any
accrued interest on the loan is generally
deemed uncollectible and reversed
against income. Interest accruals are
resumed when the loan either becomes
current or becomes less than 90 days
delinquent and six months of
consecutive payments have been made.

Interest generally accrues until charge-
off.

Interest generally accrues until charge-
off.

@ valuesare determined based upon broker price opinionsor appraisalswhich are updated at |east every 180 days. During the quarterly period between updates,
real estate pricetrendsarereviewed on ageographic basisand additional downward adjustmentsarerecorded asnecessary. Fair values of foreclosed properties
at thetimeof acquisition areinitially determined based upon broker price opinions. Subsequent to acquisition, amore detailed property valuationisperformed,
reflecting information obtained from awalk-through of the property in theform of alisting agent broker price opinion aswell as an independent broker price
opinion or appraisal. A valuation is determined from this information within 90 days and any additional write-downs required are recorded through charge-
off at that time. In determining the appropriate amounts to charge-off when a property is acquired in exchange for aloan, we do not consider losses on sales
of foreclosed properties resulting from deterioration in value during the period the collateral is held because these losses result from future loss events which
cannot be considered in determining the fair value of the collateral at the acquisition date in accordance with generally accepted accounting principles.

Charge-offs involving a bankruptcy for credit card receivables occurs by the end of the month, 60 days after notification or 180
days contractually delinquent, whichever comesfirst.

Delinguency status for loans is determined using the contractual method which is based on the status of payments under the loan.
An account isgenerally considered to be contractually delinquent when payments have not been made in accordance with the loan
terms. Delinquency status may be affected by customer account management policies and practices such asthe restructure, re-age

or modification of accounts.

Payments received on nonaccrua |oans are generally applied to reduce the carrying amount of such loans.

Loans Held for Sale With the exception of leveraged |oans and commercial loans for which thefair value option has been elected,
certain residential mortgage whole loans, consumer receivables and commercial loans are classified as held for sale and are
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accounted for at the lower of cost or fair value. Where available, we measure hel d-for-sal e residential mortgage whol e loans based
on transaction prices of similar loan portfolios observed in the whole loan market with adjustments made to reflect differencesin
collateral location, loan-to-value ratio, FICO scores, vintage year, default rates, the completeness of the |loan documentation and
other risk characteristics. The fair value estimates of consumer receivables and commercial |oans are determined primarily using
the discounted cash flow method with estimated inputsin prepayment rates, default rates, loss severity, and market rate of return.
Increasesinthevaluation allowance utilized to adjust held-for-salel oanstofair val ue, and subsequent recoveriesof prior allowances
recorded, are recorded in other income in the consolidated statement of income (loss). Receivables are classified as held for sale
when management no longer intends, or no longer hasthe ability, to hold the receivablesfor the foreseeable future or until maturity
or payoff. While receivables are held for sale, the carrying amounts of any unearned income, unamortized deferred fees or costs
(on originated receivables), or discounts and premiums (on purchased receivables) are not amortized into earnings.

Transfers of Financial Assets and Securitizations Transfers of financia assets in which we have surrendered control over the
transferred assets are accounted for as sales. | n assessing whether control has been surrendered, we consider whether thetransferee
would be a consolidated affiliate, the existence and extent of any continuing involvement in the transferred financial assets and
theimpact of al arrangements or agreements made contemporaneously with, or in contemplation of, the transfer, evenif they were
not entered into at the time of transfer. Control is generally considered to have been surrendered when (i) the transferred assets
have been legally isolated from us and our consolidated affiliates, even in bankruptcy or other receivership, (ii) the transferee (or,
if the transferee is an entity whose sole purpose is to engage in securitization or asset-backed financing that is constrained from
pledging or exchanging the assetsit receives, each third-party holder of itsbeneficial interests) hasthe right to pledge or exchange
the assets (or beneficial interests) it received without any constraints that provide more than atrivial benefit to us, and (iii) neither
we nhor our consolidated affiliates and agents have (@) both the right and obligation under any agreement to repurchase or redeem
the transferred assets before their maturity, (b) the unilateral ability to cause the holder to return specific financial assetsthat also
provides us with amore-than-trivial benefit (other than through a cleanup call) and (c) an agreement that permits the transferee to
reguire usto repurchase the transferred assets at a price so favorable that it is probable that it will require us to repurchase them.

If thesalecriteriaaremet, thetransferred financial assetsareremoved from our balance sheet and again or losson saleisrecognized.
If the sale criteriaare not met, the transfer is recorded as a secured borrowing in which the assets remain on our balance sheet and
the proceeds from the transaction are recognized as a liability. For the majority of financial asset transfers, it is clear whether or
not we have surrendered control. For other transfers, such asin connection with complex transactions or where we have continuing
involvement such as servicing responsihilities, we generally obtain alegal opinion asto whether the transfer resultsin atrue sale
by law.

Properties and Equipment, Net Properties and equipment are recorded at cost, net of accumulated depreciation. Depreciation is
recorded on a straight-line basis over the estimated useful lives of the related assets, which generally range from 3 to 40 years.
Leasehold improvements are depreciated over the shorter of the useful life of the improvement or the term of the lease. The costs
of maintenance and repairs are expensed asincurred. | mpairment testing is performed whenever events or changesin circumstances
indicate that the carrying amount of the asset may not be recoverable.

Mortgage Servicing Rights Residential mortgage servicing rights ("MSRs") are initially measured at fair value at the time that
therelated loansaresold and areperiodically re-measured using thefair valuemeasurement method. Residential M SRsaremeasured
at fair value at each reporting date with changesin fair value reflected in earnings in the period that the changes occur.

MSRs are subject primarily to interest rate risk, in that their fair value will fluctuate as a result of changes in the interest rate
environment. Fair value is determined based upon the application of valuation models and other inputs. The valuation models
incorporate assumptions market participants would use in estimating future cash flows. These assumptions include expected
prepayments, default rates and market based option adjusted spreads.

We use certain derivative financial instruments, including Treasury and Eurodollar futures, options and interest rate swaps, to
protect against a decline in the economic value of MSRs. These instruments have not been designated as qualifying hedges and
are therefore recorded as trading assets that are marked-to-market through earnings.

Goodwill Goodwill, representing the excess of purchase price over the fair value of identifiable net assets acquired, results from
business combinations. Goodwill isnot amortized, but isreviewed for impairment at aminimum on an annual basisat the reporting
unit level using discounted cash flow and market approaches. The market approach focuses on valuation multiples for reasonably
similar publicly traded companies and also considers recent market transactions, while the discounted cash flows method utilizes
cash flow estimates based on internal forecasts updated to reflect current economic conditions and discount rates that we believe
adequately reflect therisk and uncertainty in our internal forecasts and are appropriate based on theimplicit market ratesin current
comparable transactions. Impairment isreviewed as of an interim date if circumstancesindicate that it ismore likely than not that
the carrying amount of areporting unit is above fair value. The carrying amount of areporting unit is determined on the basis of
capital invested in the unit including attributable goodwill. We determine the invested capital of a reporting unit by applying to
the reporting unit's risk-weighted assets a capital charge that, prior to the fourth quarter of 2013, was consistent with Basel 2.5
requirements, and additionally, allocating to that unit the remaining carrying amount of HUSI's net assets that is attributable to
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that unit. Accordingly, the entire carrying amount of HUSI's net assetsis allocated to our reporting units. During the fourth quarter
of 2013, in conjunctionwith the preparation of HSBC North America'sfirst Comprehensive Capital Analysisand Review ("CCAR")
submission and HSBC Bank USA's first Dodd-Frank Act Stress Testing ("DFAST") submission along with the finalization of
Basel 111 rules, we made the decision to manage our businesses to a higher common equity Tier 1 ratio and, for years beginning
with 2015, that we would calculate risk-weighted assets in our projections for goodwill impairment testing purposes based on
Basel 111 advanced requirements (asopposed to Basel 2.5). We consider significant and long-term changesinindustry and economic
conditions to be examples of primary indicators of potential impairment.

Repossessed Collateral Collateral acquired in satisfaction of aloan isinitialy recognized at the lower of amortized cost or the
collateral's fair value less estimated costs to sell and is reported in other assets. Once a property is classified asreal estate owned
("REQ"), we do not consider the losses on past sales of foreclosed properties when determining the fair value of any collateral
duringtheperioditisheldin REO. Any subsequent declinesinfair valueless estimated coststo sell arerecorded through avaluation
allowance. Recoveriesin fair value less estimated costs to sell are recognized as a reduction of the valuation allowance but not in
excess of cumulative losses previously recognized subsequent to the date of repossession. Adjustmentsto the val uation allowance,
costs of holding repossessed collateral, and any gain or loss on disposition are credited or charged to operating expense.

Collateral We pledge assets as collateral as required for various transactions involving security repurchase agreements, public
deposits, Treasury tax and loan notes, derivative financial instruments, short-term borrowings and long-term borrowings. Non-
cash assets that have been pledged as collateral, including those that can be sold or repledged by the secured party, continue to be
reported on our consolidated balance shest.

We aso accept collateral, primarily as part of various transactions involving security resale agreements. Non-cash collateral
accepted by us, including collateral that we can sell or repledge, is excluded from our consolidated balance sheet. If we resell the
collateral, we recognize the proceeds and a liability to return the collateral.

Themarket value of collateral we have accepted or pledgedisregularly monitored and additional collateral isobtained or provided
as necessary to ensure appropriate collateral coverage in these transactions.

Derivative Financial Instruments Derivative financial instruments are recognized on the consolidated balance sheet at fair value.
On the date a derivative contract is entered into, we designate it as either:

» agqualifying hedge of the fair value of arecognized asset or liability or of an unrecognized firm commitment (fair value
hedge);

« aquaifying hedgeof thevariahility of cash flowsto bereceived or paid related to arecognized asset, liability or forecasted
transaction (cash flow hedge); or

» atrading instrument or a non-qualifying (economic) hedge.

Changesin the fair value of a derivative designated as a fair value hedge, along with the changes in the fair value of the hedged
asset or liahility that is attributable to the hedged risk (including losses or gains on firm commitments), are recorded in current
period earnings. Changes in the fair value of a derivative that has been designated as a cash flow hedge, to the extent effective as
ahedge, arerecorded in accumulated other comprehensiveincome, net of incometaxes, and reclassified into earningsin the period
during which the hedged item affects earnings. Ineffectiveness in the hedging relationship is reflected in current period earnings.
Changes in the fair value of derivatives held for trading purposes or which do not qualify for hedge accounting are reported in
current period earnings.

At the inception of each designated qualifying hedge, we formally document all relationships between hedging instruments and
hedged items, as well asits risk management objective and strategy for undertaking various hedge transactions, the nature of the
hedged risk, and how hedge effectivenesswill be assessed and how ineffectivenesswill be measured. This processincludeslinking
all derivatives that are designated as fair value or cash flow hedges to specific assets and liabilities on the balance shest or to
specific firm commitments or forecasted transactions. We also formally assess both at inception and on a quarterly basis, whether
the derivativesthat are used in hedging transactions are highly effectivein offsetting changesinfair values or cash flows of hedged
items and whether they are expected to continue to be highly effective in future periods. This assessment is conducted using
statistical regression analysis.

Earnings volatility may result from the on-going mark to market of certain economically viable derivative contracts that do not
satisfy the hedging requirementsunder U.S. GAAP, aswell asfrom the hedgeineffectiveness associated with the qualifying hedges.

Embedded Derivatives Wemay acquireor originateafinancial instrument that containsaderivativeinstrument "embedded" within
it. Upon origination or acquisition of any such instrument, we assess whether the economic characteristics of the embedded
derivative are clearly and closely related to the economic characteristics of the principal component of the financial instrument
(i.e., thehost contract) and whether aseparate instrument with the sametermsasthe embedded i nstrument would meet thedefinition
of aderivative instrument.
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When we determine that: (1) the embedded derivative possesses economic characteristics that are not clearly and closely related
to the economic characteristics of the host contract; and (2) aseparateinstrument with the sametermswould qualify asaderivative
instrument, the embedded derivative is either separated from the host contract (bifurcated), carried at fair value, and designated
as atrading instrument or the entire financial instrument is carried at fair value with all changesin fair value recorded to current
period earnings. If bifurcation is elected, the consideration for the hybrid financial instrument that is allocated to the bifurcated
derivative reduces the consideration that is allocated to the host contract with the difference being recognized over the life of the
financia instrument.

Hedge Discontinuation We discontinue hedge accounting prospectively when:

« thederivativeis no longer effective or expected to be effective in offsetting changes in the fair value or cash flows of a
hedged item (including firm commitments or forecasted transactions) related to the designated risk;

» thederivative expires or is sold, terminated, or exercised;

e itisunlikely that aforecasted transaction will occur;

» the hedged firm commitment no longer meets the definition of afirm commitment; or
» thedesignation of the derivative as a hedging instrument is no longer appropriate.

When hedge accounting is discontinued because it is determined that the derivative no longer qualifies as an effective fair value
or cash flow hedge, the hedging relationship will cease. The hedging instrument will continue to be carried on the balance sheet
at fair value.

In the case of a discontinued fair value hedge of a recognized asset or liability, as long as the hedged item continues to exist on
the balance sheet, the hedged item will no longer be adjusted for changes in fair value attributable to the hedged risk. The basis
adjustment that had previously been recorded to the hedged item during the period from the hedge designation date to the hedge
discontinuation date is recognized as an adjustment to the yield of the hedged item over the remaining life of the hedged item.

In the case of a discontinued cash flow hedge of a recognized asset or liability, aslong as the hedged item continues to exist on
the balance sheet, further changesin fair value of the hedging derivativewill nolonger berecorded in other comprehensiveincome.
Thebalance applicableto the discontinued hedging rel ationship will berecognized in earningsover theremaining life of the hedged
item as an adjustment to yield. If the discontinued hedged item was a forecasted transaction where it is probable the forecasted
transaction will not occur at the end of the original specified time period or within an additional two-month period thereafter, any
amounts recorded in accumulated other comprehensive income are immediately reclassified to current period earnings.

In the case of acash flow hedge, if the previously hedged item is sold or extinguished, the basis adjustment to the underlying asset
or liability or any remaining unamortized other comprehensive income balance will be reclassified to current period earnings.

In al other situations in which hedge accounting is discontinued, the derivative will be carried at fair value on the consolidated
balance sheet, with changesin its fair value recognized in current period earnings unless redesignated in a qualifying cash flow
hedge.

Interest Rate Lock Commitments We enter into commitmentsto originate residential mortgage |oans whereby the interest rate on
theloan isset prior to funding (rate lock commitments). Theinterest rate lock commitments on residential mortgage loansthat are
classified as held for sale are considered to be derivatives and are recorded at fair value in other assets or other liabilitiesin the
consolidated balance sheet. Changesin fair value are recorded in other income in the consolidated statement of income (loss).

Share-Based Compensation We use the fair value based method of accounting for awards of HSBC stock granted to employees
under various stock options, restricted share and employee stock purchase plans. Stock compensation costs are recognized
prospectively for al new awards granted under these plans. Compensation expense relating to restricted share rights, restricted
shares and restricted share units is based upon the fair value on the date of grant and is charged to earnings over the requisite
service period (e.g., vesting period). Compensation expense relating to share options is calculated using a methodology that is
based on the underlying assumptions of the Black-Scholes option pricing model and ischarged to expense over therequisite service
period (e.g., vesting period), generally one to five years. When modeling awards with vesting that is dependent on performance
targets, these performancetargets areincorporated into the model using Monte Carlo simulation. The expected life of these awards
depends on the behavior of the award holders, which isincorporated into the model consistent with historical observable data.

Pension and Other Postretirement Benefits We recognize the funded status of the postretirement benefit plans on the consolidated
balance sheet. Net postretirement benefit cost charged to current earnings related to these plans is based on various actuarial
assumptions regarding expected future experience.

Certain employees are participantsin various defined contribution, defined benefit or other non-qualified supplemental retirement
plans sponsored by HSBC North America. Our contributions to these plans are charged to current earnings.

We maintain various 401(k) plans covering substantially al employees. Employer contributions to the plan, which are charged to
current earnings, are based on employee contributions.
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Income Taxes HSBC USA isincluded in HSBC North Americas consolidated federal income tax return and in various combined
state income tax returns. As such, we have entered into a tax allocation agreement with HSBC North America and its subsidiary
entities ("the HNAH Group") included in the consolidated return which governs the current amount of taxesto be paid or received
by the various entities included in the consolidated return filings. Generally, such agreements allocate taxes to members of the
HNAH Group based on the calculation of tax on a separate return basis, adjusted for the utilization or limitation of credits of the
consolidated group. To the extent all the tax attributes available cannot be currently utilized by the consolidated group, the
proportionate share of the utilized attribute is allocated based on each affiliate's percentage of the available attribute computed in
amanner that is consistent with the taxing jurisdiction's laws and regul ations regarding the ordering of utilization. In addition, we
file some unconsolidated state tax returns.

Werecognizedeferred tax assetsand liabilitiesfor thefuturetax consequencesrel ated to differencesbetween thefinancial statement
carrying amounts of existing assets and liabilities and their respective tax bases, and for tax credits and state net operating losses.
Deferred tax assets and liabilities are measured using the enacted tax rates and laws that will be in effect when the deferred tax
items are expected to be realized. If applicable, valuation allowances are recorded to reduce deferred tax assets to the amounts we
conclude are more likely than not to be realized. Since we are included in HSBC North America's consolidated federal tax return
and various combined state tax returns, the related evaluation of the recoverability of the deferred tax assets is performed at the
HSBC North America consolidated level. We consider the HNAH Group's consolidated deferred tax assets and various sources
of taxable income, including the impact of HSBC and HNAH Group tax planning strategies, in reaching conclusions on
recoverability of deferred tax assets. The HNAH Group evaluates deferred tax assetsfor recoverability using a consistent approach
which considers the relative impact of negative and positive evidence, including historical financial performance, projections of
futuretaxableincome, futurereversal sof existing taxabletemporary differences, tax planning strategiesand any avail ablecarryback
capacity. In evaluating the need for aval uation allowance, the HNAH Group estimatesfuture taxabl eincome based on management
approved business plans, future capital requirements and ongoing tax planning strategies, including capital support from HSBC
necessary as part of such plans and strategies. This process involves significant management judgment about assumptionsthat are
subject to change from period to period. Only those tax planning strategies that are both prudent and feasible, and for which
management has the ability and intent to implement, are incorporated into our analysis and assessment.

Where a valuation allowance is determined to be necessary at the HSBC North America consolidated level, such allowance is
allocated to principal subsidiaries within the HNAH Group in a manner that is systematic, rational and consistent with the broad
principles of accounting for income taxes. The methodology allocates the valuation allowance to the principal subsidiaries based
primarily onthe entity'srelative contribution to the growth of theHNAH consolidated deferred tax asset agai nst which thevaluation
alowanceis being recorded.

Further evaluation is performed at the HSBC USA legal entity level to evaluate the need for a valuation allowance where wefile
separate company state income tax returns. Foreign taxes paid are applied as credits to reduce federal income taxes payable, to
the extent that such credits can be utilized.

Transactions with Related Parties In the normal course of business, we enter into transactions with HSBC and its subsidiaries.
Thesetransactionsoccur at prevailing market ratesand termsand includefunding arrangements, derivative, servicing arrangements,
information technology, centralized support services, banking and other miscellaneous services. Prior to 2013, we also purchased
loans from related parties.

New Accounting Pronouncements Adopted
The following new accounting pronouncements were adopted in 2013:

« Disclosures About Offsetting Assets and Liabilities In December 2011, the FASB issued an Accounting Standards Update
("ASU") that required entities to disclose information about offsetting and related arrangements to enable users of its
financial statementsto understand the effect of those arrangementsonitsfinancial position. Entitiesarerequired to disclose
both grossinformation and net informati on about i nstrumentsand transactionseligiblefor offset inthe statement of financial
position and those which are subject to an agreement similar to master netting arrangement. The new guidance became
effective for al annual and interim periods beginning January 1, 2013. Additionally, entities are required to provide the
disclosures required by the new guidance retrospectively for all comparative periods. In January 2013, the FASB issued
another ASU toclarify theinstrumentsand transacti onsto which theguidancein thepreviously issued Accounting Standards
Update would apply. The adoption of the guidancein these ASUs did not have an impact on our financial position or results
of operations. See Note 15, "Derivative Financial Instruments.”

e Accumulated Other Comprehensive Income In February 2013, the FASB issued an ASU that adds new disclosure
reguirements for items reclassified out of accumulated other comprehensive income. The new guidance became effective
for all annual and interim periods beginning January 1, 2013 and was applied prospectively. The adoption of this guidance
did not have animpact on our financial position or results of operations. See Note 19, "Accumulated Other Comprehensive
Income.”
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«  Additional Benchmark Interest Rate for Hedge Accounting Purposes In July 2013, the FASB issued an ASU that amends
existing U.S. GAAPto recognize, in addition to U.S. Treasury and LIBOR swap rates, the Federal Funds Effective Swap
Rate (alsoreferred to asthe Overnight Index Swap rate) asan acceptable U.S. benchmark interest rate for hedge accounting
purposes. The amendment became effective prospectively for qualifying new or redesignated hedging rel ationshi ps entered
into on or after July 17, 2013. In light of the prospective transition, the amendment did not affect the accounting for our
existing hedges and thus did not have an impact on our financial position or results of operations.

3. Discontinued Operations

Sale of Certain Credit Card Operationsto Capital One OnAugust 10, 2011, HSBC, through itswholly-owned subsidiariesHSBC
Finance, HSBC USA and other wholly-owned affiliates, entered into an agreement to sell its Card and Retail Services businessto
Capital OneFinancial Corporation ("Capital One"). Thistransaction wascompleted on May 1, 2012. The saleincluded our General
Motors ("GM™) and Union Plus ("UP") credit card receivables aswell as our private label credit card and closed-end receivables,
all of which were purchased from HSBC Finance. Prior to completing the transaction, we recorded lower of amortized cost or fair
value adjustments on these receivabl es, which prior to the sale were classified asheld for sale on our balance sheet as acomponent
of assets of discontinued operations, which totaled $1.0 billion, of which $440 million was recorded in 2012 and $604 million was
recorded in 2011, and is reflected in net interest income and other revenues in the table below. These fair value adjustments were
largely offset by held for sale accounting adjustmentsin which loan impairment charges and premium amortization were no longer
recorded. Thetotal final cash consideration allocated to uswas approximately $19.2 billion, which did not result in the recognition
of again or loss upon completion of the sale as the receivableswere recorded at fair value. The saleto Capital One did not include
credit card receivables associated with HSBC Bank USA'slegacy credit card program and, therefore, are excluded from the table
below. However a portion of these receivables were included as part of the branch sale to First Niagara Bank, N.A. in 2012 and
HSBC Bank USA continues to offer credit cards to its customers. No significant one-time closure costs were incurred as a result
of exiting these portfolios. In connection with the sale of our credit card portfolio to Capital One, we entered into an outsourcing
arrangement with Capital Onewithrespect totheservicing of our remaining credit card portfolio. In September 2013, theoutsourcing
arrangement with Capital One ended and we resumed the servicing of our remaining credit card portfolio.

Because the credit card and private label receivables sold were classified as held for sale prior to disposition and the operations
and cash flows from these receivables were eliminated from our ongoing operations post-disposition without any significant
continuing involvement, we determined we had met the requirements to report the results of these credit card and private 1abel
card receivables sold as discontinued operations for all periods presented.

Following the completion of the sale in May of 2012, there was no remaining impact on our results related to the discontinued
credit cards operations. The following table summarizes the results of our discontinued credit card operations for the periods
presented:

Year Ended December 31, 2013 2012 2011

(in millions)
Net interest income and Other FVENUES @) ...........veeeeeeeeeeeeeeee et ee e $ — $ 541 $ 1936
Income from discontinued operations before INCOME taX ..........cvovvrvirnieneiese e — 315 871

@ Interest expense was allocated to discontinued operations in accordance with our existing internal transfer pricing policy. This policy uses match funding

based on the expected lives of the assets and liabilities of the business at the time of origination, subject to periodic review, as demonstrated by the expected
cash flows and re-pricing characteristics of the underlying assets.

At December 31, 2013 and 2012 there were no remaining assets and liabilities of our discontinued credit cards operations reported
on our consolidated balance sheet.

Banknotes Business In June 2010, we decided that the wholesal e banknotes business (" Banknotes Business") within our Global
Banking and Markets ("GB&M™") segment did not fit with our core strategy in the U.S. and, therefore, made the decision to exit
this business. This business, which was managed out of the United States with operations in key locations worldwide, arranged
for the physical distribution of banknotes globally to central banks, large commercial banks and currency exchanges. As aresult
of this decision, we recorded closure costs of $14 million during 2010, primarily relating to termination and other employee
benefits.

As part of the decision to exit the Banknotes Business, in October 2010 we sold the assets of our Asian banknotes operations
("Asian Banknotes Operations') to an unaffiliated third party for total consideration of approximately $11 million in cash. Asa
result, during the third quarter of 2010 we classified the assets of the Asian Banknotes Operations of $23 million, including an
allocation of goodwill of $21 million, as held for sale. Because the carrying amount of the assets being sold exceeded the agreed-
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upon sales price, we recorded a lower of amortized cost or fair value adjustment of $12 million in the third quarter of 2010. As
the exit of our Banknotes Business, including the sale of our Asian Banknotes Operations, was substantially completed in the
fourth quarter of 2010, we began to report the results of our Banknotes Business as discontinued operations at that time. The exit
of our Banknotes Business was completed in the second quarter of 2011 with the sale of our European Banknotes Business to
HSBC Bank plc. The table below summarizes the operating results of our Banknotes Business for the periods presented.

Year Ended December 31, 2013 2012 2011

(in millions)
Net interest income and OthEr TEVENUES............cvvveveveeri sttt st seebesaere e $ — 3 — % 19
Income from discontinued operations before income tax benefit ... — — —

At December 31, 2013 and 2012 there were no remaining assets and liabilities of our Banknotes Business reported as assets of
discontinued operations and liabilities of discontinued operations in our consolidated balance sheet.

4. Trading Assets and Liabilities

Trading assets and liabilities consisted of the following.

At December 31, 2013 2012
(in millions)

Trading assets:
U.S. TTEASUINY....cviuieteeeteseeteseetestete st e st st e e e teseebe e ebeseebessetesaebesaebessesesaesessaneebaseateseebe s ebeseebesaebeseeteseesessesens $ 1,344 $ 2,484
U.S. Government agency iSSUed OF QUAIANTERM .........ccocerereruirienieiieriee e sre s s 19 337
U.S. Government Sponsored ENEEIPIISES™ ...........c..evureeereereeeieseeseeeseseessesssssessssesensssesssesssssssssssneeas 159 32
Obligations of U.S. states and political SUDAIVISIONS...........ccccevieiireresiericieeeeces e 25 —
ASSEL DACKEA SECUITIES ...ttt et ettt eb s bbb be e e ean 481 687
Corporate and fOreign DONAS? .............ovvereeeeeeeeeeeeeeeeeeeeeeeeees e en s sesa s 9,099 9,583
(@11 S ol ) =R RR 25 36
PrECIOUS IMELAIS .....cveieviieie ettt sttt st st sa et st se st e sbe e st et e be e ebeseebesaebesaesesansesansens 11,751 12,332
(DL A7 Y= 5,991 5,383

$ 28894 $ 30874
Trading liabilities:
Securities Sold, NOt YEL PUICNESEA .........cueveueirerrieie ettt eesesnenseeas $ 308 $ 207
Payables for PreCioUS MELAIS. .........cciieiireeseseeee e st et e e ne e sne st e eesreste e s 3,826 5,767
DENTVALIVES ...ttt st sttt sttt te st et st e be s e e besaebesaebesaesesaesesaese et e st et e e et e e ebeseebesenbesaesesansesensens 6,741 8,725

$ 10875 $ 14,699

@ Includes mortgage backed securities of $133 million and $16 million issued or guaranteed by the Federal National Mortgage Association ("FNMA") and
$26 millionand $16 millionissued or guaranteed by the Federal Home L oan Mortgage Corporation ("FHLMC") at December 31, 2013 and 2012, respectively.

@ We did not hold any foreign bonds issued by the governments of Greece, Ireland, Italy, Portugal or Spain at either December 31, 2013 or December 31,
2012.

At December 31, 2013 and 2012, thefair value of derivativesincluded in trading assets has been reduced by $3.9 billion and $5.1
billion, respectively, relating to amounts recognized for the obligation to return cash collateral received under master netting
agreements with derivative counterparties.

At December 31, 2013 and 2012, the fair value of derivativesincluded in trading liabilities has been reduced by $2.1 billion and
$1.3hillion, respectively, relating to amountsrecognized for theright to reclaim cash collateral paid under master netting agreements
with derivative counterparties.

See Note 15, "Derivative Financia Instruments,” for further information on our trading derivatives and related collateral.
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5. Securities

Our securities available-for-sale and securities held-to-maturity portfolios consisted of the following.

Non-Credit
Loss
Component of
Amortized OTTI Unrealized Unrealized Fair
December 31, 2013 Cost Securities Gains Losses Value
(in millions)
Securities available-for-sale:
U.S. TTEASUNY ...eveeeeisieeeteeete st $27,716 $ — 3 391 $ (113) $ 27,994
U.S. Government sponsored enterprises:”
Mortgage-backed SECUNTIES .......vvvvvrereererereeeeeeere e 159 — — (14) 145
Collateralized mortgage obligations ...........ccceceeeriercniene. 41 — — @) 40
Direct agency obligations...........ccoeeveerenenennenneseenens 4,115 — 225 (16) 4,324
U.S. Government agency issued or guaranteed:
Mortgage-backed SECUNtiesS .........ccceveerennennerreneiea 10,304 — 40 (342) 10,002
Collateralized mortgage obligations ..........cccceceeerieneniene. 6,584 — 17 (154) 6,447
Obligations of U.S. states and political subdivisions............. 755 — 12 (25) 742
Asset backed securities collateralized by:
Residential MOrtgages.........ccovveeveerieenenenenseneseseeieneas 1 — — — 1
Commercial MOMgagES ......ccoerveriererereeeeie e 125 — 1 — 126
HOME EQUILY ..., 263 — — (36) 227
(@111 SRS 100 — — (6) 94
Foreign debt securities®® ..o, 4,607 — 10 (15) 4,602
EQUItY SECUNTIES... ... 165 — 2 (5) 162
Total available-for-sale SeCUNti€s. .......covvvvvrevererereceeeeeseeens $54935 $ — 3 698 $ (727) $ 54,906
Securities held-to-maturity: -
U.S. Government sponsored enterprises:®
Mortgage-backed SECUNTIES ........cceverereerieieee e $ 845 $ — 3% 88 $ — $ 0933
U.S. Government agency issued or guaranteed:
Mortgage-backed SECUNTIES ........cceverereerieieee e 52 — 8 — 60
Collateralized mortgage obligations...........coceeeveeereeeenennes 214 — 24 — 238
Obligations of U.S. states and political subdivisions............. 29 — 1 — 30
Asset-backed securities collateralized by residential
MOMJAGES. .. veveveeereererieesreeesesse e sae e stese e e se e sesessessesessesessens 18 — 1 — 19
Asset-backed securities and other debt securities held by
CONSOldAEd VIE®........rvvveeorcrereeioeeesessesssessssseessseseeee 304 (104) 19 — 219
Total held-to-maturity SECUNtiES.........cccveveeeeeereeeeeeeceeee $ 1462 $ (104) $ 141 $ — $ 1,499
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Amortized Unrealized Unrealized Fair
December 31, 2012 Cost Gains Losses Value
(in millions)
Securities available-for-sale:
U.S. TTEBSUIY...cvieerereetereet et $ 34800 $ 566 $ (24) $ 35342
U.S. Government sponsored enterprises:®)
Mortgage-backed SECUNLIES..........ceoinrrireier e 144 1 Q) 144
Collateralized mortgage obligations............ccoeeerrererrereeereeeneereseeeeneas 22 — — 22
Direct agency Obligations...........coeeovrerieeenerereeesesee e seseenas 4,039 364 2 4,401
U.S. Government agency issued or guaranteed:
Mortgage-backed SECUNLIES..........ceovnrrireiree e 15,646 674 (6) 16,314
Collateralized mortgage obligations............ccoeveiereneneneneereeeenee 4,315 156 — 4471
Direct agency Obligations..........ccovevrenrinee e 1 — — 1
Obligations of U.S. states and political subdivisions...............c.cccceeenene. 877 37 2 912
Asset backed securities collateralized by:
Residential MOrtgages........c.oeorerererneneee st 1 — — 1
CommeErCial MOMGAgES .....cvvvvevereerereererieerie ettt st seere e 208 6 — 214
HOME EQUILY ...ttt 310 — (52) 258
OLNEN ... 102 — (18) 84
Corporate and other domestic debt securities..........ccocvcvvercerereceennene 24 2 — 26
Foreign debt SECUNTIES D™ ... .. ..o 5,385 16 (48) 5,353
EQUILY SECUFTIES. ..ot 167 6 — 173
Total available-for-Sale SECUNLIES........ocvcirrereirree e $ 66041 $ 1828 $ (153) $ 67,716
Securities held-to-maturity: -
U.S. Government sponsored enterprises:®
Mortgage-backed SECUNTIES........c.cceiririereeeree e $ 1121 % 148 $ — $ 1269
U.S. Government agency issued or guaranteed:
Mortgage-backed SECUNTIES..........ccvrrerrereeeee e 66 12 — 78
Collateralized mortgage obligations...........cccverererereneeeneseneeereeieneas 277 42 — 319
Obligations of U.S. states and political subdivisions.............ccoceeereennen. 38 3 — 41
Asset-backed securities collateralized by residential mortgages............ 118 6 — 124
Total held-to-mMaturity SECUFLIES.......ccue e $ 1620 $ 211 $ — $ 1831

@ Includes securities at amortized cost of $167 million and $153 million issued or guaranteed by FNMA at December 31, 2013 and 2012, respectively, and
$33 million and $13 million issued or guaranteed by FHLMC at December 31, 2013 and 2012, respectively.

@ At December 31, 2013 and 2012, foreign debt securities consisted of $1.1 billion and $1.5 billion, respectively, of securities fully backed by foreign

governments. The remainder of foreign debt securities represents foreign bank or corporate debt.

®  Includes securities at amortized cost of $398 million and $507 million issued or guaranteed by FNMA at December 31, 2013 and 2012, respectively, and
$447 million and $614 million issued and guaranteed by FHLMC at December 31, 2013 and 2012, respectively.

@ Wedid not hold any foreign debt securitiesissued by the governments of Greece, Ireland, Italy, Portugal or Spain at December 31, 2013 and 2012.
®  Relates to securities held by Bryant Park Funding LLC, a variable interest entity which was consolidated in May 2013. See Note 25, "Variable Interest

Entities" for additional information.
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The following table summarizes gross unrealized losses and related fair values as of December 31, 2013 and 2012 classified asto
the length of time the losses have existed:

One Year or Less Greater Than One Year

Number Gross Aggregate Number Gross Aggregate
of Unrealized Fair Value of Unrealized Fair Value
December 31, 2013 Securities Losses of Investment Securities Losses of Investment
(dollars are in millions)
Securities available-for-sale:
U.S. Treasury .....cocceeeeererememererererenerenenenns 22 $ (82) $ 16,958 6 $ (31) $ 630
U.S. Government sponsored enterprises...... 23 (12) 400 20 (19) 356
U.S. Government agency issued or
QUAraNtEEd ........coerieririere e 170 (494) 10,243 5 2) 23
Obligations of U.S. states and political
SUDAIVISIONS........cooiiiiii e 42 (19) 330 5 (6) 65
Asset backed SeCUrities.......ooovvcciiinnen, (6) 115 10 (36) 237
Foreign debt Securities...........ccooeerererenenen. — 50 7 (15) 2,916
Equity SECUMtieS.......coovvieiiiiciiiiniin (5) 154 — — —
Securities available-for-sale...........cccoceeeeieennne 262 $ (618) $ 28,250 53 $ (109) $ 4,227
Securities held-to-maturity:
U.S. Government sponsored enterprises...... 13 $ — % — 48 $ — % —
U.S. Government agency issued or
QUArAaNtEEd .......ooeevirieerieeree e 79 — — 859 — 2
Obligations of U.S. states and political
SUBAIVISIONS......cccoeeirieerere e 7 — 4 2 —
Securities held-to-maturity...........cccceeeenneee 99 $ — 3 4 209 $ — 3
One Year or Less Greater Than One Year
Number Gross Aggregate Number Gross Aggregate
of Unrealized Fair Value Unrealized Fair Value
December 31, 2012 Securities Losses of Investment Securities Losses of Investment
(dollars are in millions)
Securities available-for-sale:
WS =" S U Y 6 $ 3 $ 3,344 6 $ 21 $ 587
U.S. Government sponsored enterprises...... 9 (3) 431 14 — 7
U.S. Government agency issued or
QUAANLEEd .......coocviiicii e 18 (6) 1,059 — — —
Obligations of U.S. states and political
SUBdIVISIONS.......ccvviic e, 14 2 168 1 — 7
Asset backed SeCUrities.......occvecveeeveenennne, 3 — 20 13 (70) 354
Foreign debt securities...........ocevviinieininns — — — 9 (48) 3,787
Securities available-for-sale.........cccccveeveennennne. 5 $ 149 $ 5,022 43 $ (139 $ 4,742
Securities held-to-maturity:
U.S. Government sponsored enterprises...... 24 $ — % — 5 $ — % —
U.S. Government agency issued or
QUArANtEEd .......covevereeirieeee e 75 — — 947 — 2
Obligations of U.S. states and political
SUDAIVISIONS.......oeeeeeree et 2 — 1 1 — —
Asset backed securities........cccovevveceeveeneenee. 1 — 4 2 — 7
Securities held-to-maturity .........cccceeveeevcvenennen. 102 $ — % 5 1,002 $ — % 9

Unrealized gains decreased and unrealized losses increased within the available-for-sale portfolio in 2013 primarily due to a
significant risein yields on U.S. Government agency securities and U.S. Treasury securities during 2013 due to concerns that the
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Federal Reserve would wind down its bond buying program sooner than previously expected as well as security sales occurring
during the year. We have reviewed the securities for which there is an unrealized loss for other-than-temporary impairment in
accordance with our accounting policies. During 2013 and 2012, none of our debt securitieswere determined to have either initial
other-than-temporary impairment or changes to previous other-than-temporary impairment estimates relating to credit.

Upon consolidation of Bryant Park during the second quarter of 2013, we have held-to-maturity asset backed securities totaling
$200 million at December 31, 2013 which were previously determined to be other-than-temporarily impaired. We do not consider
any other debt securitiesto be other-than-temporarily impaired at December 31, 2013 as we expect to recover their amortized cost
basis and we neither intend nor expect to be required to sell these securities prior to recovery, even if that equates to holding
securities until their individual maturities. However, additional other-than-temporary impairments may occur in future periods if
the credit quality of the securities deteriorates.

On-going Assessment for Other-Than-Temporary Impairment On a quarterly basis, we perform an assessment to determine
whether there have been any events or economic circumstances to indicate that a security with an unrealized loss has suffered
other-than-temporary impairment. A debt security is considered impaired if its fair value is less than its amortized cost at the
reporting date. If impaired, we assess whether the unrealized loss is other-than-temporary.

Anunrealized loss is generally deemed to be other-than-temporary and a credit lossis deemed to exist if the present value of the
expected future cash flows is less than the amortized cost basis of the debt security. As a result, the credit loss component of an
other-than-temporary impairment write-down for debt securities is recorded in earnings while the remaining portion of the
impairment loss attributable to factors other than credit lossis recognized, net of tax, in other comprehensive income provided we
do not intend to sell the underlying debt security and it is more likely than not that we would not have to sell the debt security
prior to recovery.

For all securitiesheld in the available-for-sale or held-to-maturity portfolios for which unrealized | osses attributed to factors other
than credit have existed for a period of time, we do not have the intention to sell and believe we will not be required to sell the
securities for contractual, regulatory or liquidity reasons as of the reporting date. Our assessment for credit |0ss was concentrated
on private label asset-backed securities. Substantially all of the private label asset-backed securities are supported by residential
mortgages, home equity loans or commercial mortgages. Our assessment for credit |oss was concentrated on this particular asset
class because of the following inherent risk factors:

*  Therecovery of the U.S. economy has been slow;

e The high levels of pending foreclosure volume associated with a U.S. housing market which only recently has began
recovery;

e Alack of significant traction in government sponsored programs in loan modifications;

* A lack of refinancing activities within certain segments of the mortgage market, even at the current low interest rate
environment, and the re-default rate for refinanced loans;

*  Theunemployment rate although improving remains high compared with historical levels;
» Thedeclinein the occupancy rate in commercial properties; and
*  The severity and duration of unrealized loss.

In determining whether a credit loss exists and the period over which the debt security is expected to recover, we considered the
following factors:;

» Thelength of time and the extent to which the fair value has been less than the amortized cost basis;

» Thelevel of credit enhancement provided by the structure, whichincludesbutisnot limited to credit subordination positions,
over collateralization, protective triggers and financial guarantees provided by monoline wraps,

»  Changesin the near term prospects of the issuer or underlying collateral of asecurity such as changesin default rates, loss
severities given default and significant changes in prepayment assumptions;

» Thelevel of excess cash flows generated from the underlying collateral supporting the principa and interest payments of
the debt securities; and

* Any adverse change to the credit conditions of the issuer, the monoline insurer or the security such as credit downgrades
by the rating agencies.

We use a standard valuation model to measure the credit loss for available-for-sale and held-to-maturity securities. The valuation
model captures the composition of the underlying collateral and the cash flow structure of the security. We make reference to
external forecasts on key economic data and consider internal assessments on credit quality in devel oping significant inputsto the
impairment model. Significant inputstothemodel includedelinquencies, collateral typesand rel ated contractual features, estimated
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rates of default, loss given default and prepayment assumptions. Using the inputs, the model estimates cash flows generated from
the underlying collateral and distributes those cash flows to respective tranches of securities considering credit subordination and
other credit enhancement features. The projected future cash flows attributabl e to the debt security held are discounted using the
effective interest rates determined at the original acquisition date if the security bears a fixed rate of return. The discount rateis
adjusted for the floating index rate for securities which bear avariable rate of return, such as LIBOR-based instruments.

The amortized cost and fair value of those asset-backed securities with unrealized |oss of more than 12 months for which no other-
than-temporary-impairment has been recognized at December 31, 2013 and 2012 are as follows:

Balance as of December 31, 2013

Unrealized
Losses for
Amortized More Than
Cost 12 Months Fair Value
(in millions)
Available-for-sae:
Asset-backed securities:
COMMENCIal MOMGAGES. .. et etereereeieie ettt sb et se sttt se e e e e e neeneenas $ 10 $ — 3 10
HOME QUItY [08NS.......civiii s 263 (36) 227
B o) = TR $ 273 % (36) $ 237

Balance as of December 31, 2012

Unrealized
Losses for
Amortized More Than
Cost 12 Months Fair Value
(in millions)
Available-for-sale:
Asset-backed securities:
COMMENCIAl MOIGAOES. ....cueveveveeeeeteteteee ettt ettt e et e sttt se st e e st tess s e teseneas $ 1 % — $ 11
HOME EQUITY T0NS ..ot 311 (52) 259
17 102 (18) 84
ST o) (0= S SPTRS 424 (70) 354
Held-to-maturity classification:
Asset-backed securities:
Residential MOMQAQES.......coivveererieseee ettt st st e e snaenteeneenes 7 — 7
LI = TSRS $ 431 $ (70) $ 361

Although the fair value of a particular security is below its amortized cost for more than 12 months, it does not necessarily result
in a credit loss and hence other-than-temporary impairment. The decline in fair value may be caused by, among other things, the
illiquidity of the market. To the extent we do not intend to sell the debt security and it is more-likely-than-not we will not be

required to sell the security before the recovery of the amortized cost basis, no other-than-temporary impairment is deemed to
have occurred.

For 2013 and 2012 there were no other-than-temporary impairment | osses recogni zed rel ated to credit loss. At December 31, 2013,
as aresult of consolidating Bryant Park in the second quarter of 2013, the excess of discounted future cash flows over fair value,
representing the non-credit component of the unrealized loss associated with all other-than-temporarily impaired securities, was
$104 million. At December 31, 2012, there were no non-credit component unrealized loss amounts recognized in accumul ated
other comprehensive income.
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Thefollowing table summarizestherollforward of credit losses on debt securitiesthat were other-than-temporarily impaired which
have previously been recognized in income that we do not intend to sell nor will likely be required to sell:

Year ended December 31, 2013 2012

(in millions)
Credit losses at the beginning Of the PEriOd...........coiiiii s $ — % —
Credit losses previously recognized on held-to-maturity debt securities of a VIE consolidated during
the Second qUAIES OF 2013 .......ccooiiieieeeiereet et bbb b e b et e bbbt b e b e ebe e ere e 61 —
Ending balance of credit losses on held-to-maturity debt securities for which a portion of an other-
than-temporary impairment was recognized in other comprehensive income (10SS).......ccceeveeveveerennens $ 61 $ —

At December 31, 2013, we held 22 individual asset-backed securities in the available-for-sale portfolio, of which 8 were also
wrapped by a monoline insurance company. The asset-backed securities backed by a monoline wrap comprised $321 million of
thetotal aggregatefair value of asset-backed securities of $448 million at December 31, 2013. The gross unrealized losses on these
monoline securities were $42 million at December 31, 2013. We did not take into consideration the value of the monoline wrap
of any non-investment grade monolineinsurersas of December 31, 2013 and, therefore, weonly considered thefinancial guarantee
of monoline insurers on securities for purposes of evaluating other-than-temporary impairment on securities with a fair value of
$98 million. No security wrapped by a below investment grade monoline insurance company was deemed to be other-than-
temporarily impaired at December 31, 2013.

At December 31, 2012, we held 27 individual asset-backed securities in the available-for-sale portfolio, of which 8 were also
wrapped by a monoline insurance company. The asset-backed securities backed by a monoline wrap comprised $343 million of
thetotal aggregate fair value of asset-backed securities of $557 million at December 31, 2012. The gross unrealized losses on these
monoline securities were $69 million at December 31, 2012. We did not take into consideration the value of the monoline wrap
of any non-investment grade monolineinsurers asof December 31, 2012 and, therefore, we only considered thefinancial guarantee
of monoline insurers on securities with afair value of $110 million for purposes of evaluating other-than-temporary impai rment.
No security wrapped by abel ow investment grade monolineinsurance company was deemed to be other-than-temporarily impaired
at December 31, 2012.

As discussed above, certain asset-backed securities in the available-for-sale portfolio have an embedded financial guarantee
provided by monolineinsurers. Becausethefinancial guaranteeisnot aseparate and distinct contract from the asset-backed security,
they are considered as a single unit of account for fair value measurement and impairment assessment purposes. The monoline
insurers are regulated by the insurance commissioners of the relevant states and certain monoline insurers that write the financial
guarantee contracts are public companies. We did not consider the value of the monoline wrap of any non-investment grade
monolineinsurer at December 31, 2013 and 2012. In eval uating the extent of our reliance on investment grade monoline insurance
companies, consideration is given to our assessment of the creditworthiness of the monoline and other market factors. We perform
both a credit aswell asaliquidity analysis on the monoline insurers each quarter. Our analysis also compares market-based credit
default spreads, when available, to assess the appropriateness of our monoline insurer’s creditworthiness. Based on the public
informationavailable, including theregul atory reviewsand actionsundertaken by the stateinsurance commissi onsand the published
financial results, we determine the degree of reliance to be placed on the financial guarantee policy in estimating the cash flows
to be collected for the purpose of recognizing and measuring impairment loss.

A credit downgrade to non-investment gradeisakey but not the only factor in determining the credit risk or the monolineinsurer’s
ability to fulfill its contractual obligation under the financial guarantee arrangement. Although a monoline may have been down-
graded by the credit rating agencies or have been ordered to commuteits operations by the insurance commissioners, it may retain
the ability and the obligation to continue to pay claimsin the near term. We evaluate the short-term liquidity of and the ability to
pay claims by the monoline insurers in estimating the amounts of cash flows expected to be collected from specific asset-backed
securities for the purpose of ng and measuring credit |oss.

Realized Gains (Losses) Thefollowing tablesummarizesrealized gainsandlossesoninvestment securitiestransactionsattributable
to available-for-sale securities.

Year Ended December 31, 2013 2012 2011

(in millions)
GroSSreAliZEA QAINS.......cceceireiiietise e ste e ste et e e e et s te e s testesaesresbesbesae s enee e eneesessesneanens $ 314 $ 260 $ 276
Grossrealized |0SSES.........ccviviiiieiie e (120) (115) (147)
NEL FEAIZEA QAINS ...ttt ettt st st st ae st e e st e e ebe e beseebesaeteseas $ 194 $ 145 % 129
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During thefirst quarter of 2013, we sold six asset-backed securities out of our held-to-maturity portfolio with atotal carrying value
of $71 million and recognized again of $8 million. These sales werein response to the significant credit deterioration which had
occurred on these securities which had been classified as substandard for regulatory reporting purposes and, therefore, these
disposals do not affect our intent and ability to hold our remaining held-to-maturity portfolio until maturity.

Contractual Maturities and Yields The following table summarizes the amortized cost and fair values of securities available-for-
sale and securities held-to-maturity at December 31, 2013 by contractual maturity. Expected maturities differ from contractual
maturitiesbecauseborrowershavetheright to prepay obligationswithout prepay ment penaltiesin certain cases. Securitiesavail able-
for-sale amounts exclude equity securities as they do not have stated maturities. The table below also reflects the distribution of
maturities of debt securities held at December 31, 2013, together with the approximate taxable equivalent yield of the portfalio.
Theyields shown are calculated by dividing annual interest income, including the accretion of discounts and the amortization of
premiums, by the amortized cost of securities outstanding at December 31, 2013. Yields on tax-exempt obligations have been
computed on a taxable equivalent basis using applicable statutory tax rates.

After One After Five
Within But Within But Within After Ten
One Year Five Years Ten Years Years
Taxable Equivalent Basis Amount Yield Amount Yield Amount Yield Amount Yield

(dollars are in millions)

Available-for-sale:

U.S. Treasury.....coeeveerererenesienenenennes $ 774 33% $ 21,777 62% $ 3238 246% $ 1,927 4.22%
U.S. Government sponsored
ENLENPrISES ..ot 50 .38 822 228 2,741 334 702 4.15
U.S. Government agency issued or
guaranteed..........cceveeererereiesisieenines — — 14 422 81 229 16,793 2.75
Obligations of U.S. states and political
SubdivisSions .........cccocevevieiecicies — — 94 3.98 316 340 345 342
Asset backed securities........oovveenienens — — 1 182 10 .38 478 2.62
Foreign debt securities..........c.coccciennne 526 2.20 4081 194 — — —
Total amortized COSt.......ccvveeverrireriinnes $ 1350 1.06% $ 26,789 89% $ 6,386 288% $ 20,245 2.95%
Total fair ValU........ccccveeeicecise e $ 1,353 $ 26,796 $ 6,648 $ 19,947

Held-to-maturity:
U.S. Government sponsored

ENEEIPIISES ..o $ 1 79% $ — —% $ 2 805% $ 842 6.15%
U.S. Government agency issued or
guaranteed..........ccveeereeenrieneneneenes — — 1 764 2 7.70 263 6.51
Obligations of U.S. states and political
SubdivisSions .........cccoceeeevieieseces 5 540 11  4.46 6 392 7 5.05
Asset backed securities........ocoovveenenens — — — — — — 18 6.19
Asset backed securities issued by
consolidated VIE ........cccovevvvenenencninnnn. — — — — 65 .28 135 .28
Total amortized COSt ........ccccceevereerierienens $ 6 58% $ 12 489% $ 75 98% $ 1,265 5.59%
Total fair valu.....ceeeeveeieeceeeeeee e $ 6 $ 14 $ 76 $ 1,403

Investments in Federal Home Loan Bank stock and Federal Reserve Bank stock of $139 million and $483 million, respectively,
were included in other assets at December 31, 2013. Investments in Federal Home Loan Bank stock and Federal Reserve Bank
stock of $143 million and $483 million, respectively, were included in other assets at December 31, 2012.
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6. Loans

Loans consisted of the following:

At December 31, 2013 2012
(in millions)

Commercial loans:

Construction and Other real ESIALE..........oiiiireeeee e e $ 9,034 $ 8,457
Business and Corporate DanKing ..........ccoevveirrireinese et 14,446 12,608
GlOBEL BANKINGD®) ..ot ee s s e eeseees 21,625 20,009
Other COMMEICIA ......eieecceeeeee e ettt sr e te s te st e e e e e e seereeneeneerenns 3,389 3,076
Total COMMEICIAL........cociiiii s 48,494 44,150
Consumer loans:
Residential MOMQA0ES ..........cci e s 15,826 15,371
HOME EQUILY MOMBOES .. .eeveeetereete st siete ettt sttt sttt s ebe e sesaesestenesbenestenestenens 2,011 2,324
L@ o ] oo T 854 815
(@151 e a] LS W 4= SRS 510 598
QLI L= o0 1S 10 1= R 19,201 19,108
QLI 1= o = $ 67,695 $ 63,258

@ Represents large multinational firmsincluding globally focused U.S. corporate and financial institutions and U.S. Dollar lending to multinational banking
customers managed by HSBC on a global basis aswell asloans to HSBC affiliates.

@ Includesloans to HSBC affiliates of $5.3 billion and $4.5 hillion at December 31, 2013 and 2012, respectively. See Note 22, "Related Party Transactions”
for additional information regarding loans to HSBC affiliates.

We have loans outstanding to certain executive officers and directors. The loans were made on substantially the same terms,
including interest rates and collateral, as those prevailing at the time for comparabl e transactions with other persons and do not
involve more than normal risk of collectibility. The aggregate amount of such loans did not exceed 5 percent of shareholders
equity at either December 31, 2013 or 2012.

Net deferred origination costs (fees) totaled $(23) million and $27 million at December 31, 2013 and 2012, respectively.

At December 31, 2013 and 2012, we had a net unamortized premium on our loans of $16 million and $22 million, respectively.
We amortized net premiums of $4 million, $23 million and $35 million on our loansin 2013, 2012 and 2011 respectively.
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Age Analysis of Past Due Loans Thefollowing table summarizesthe past due status of our loansat December 31, 2013 and 2012.
The aging of past due amountsis determined based on the contractual delinquency status of payments under the loan. An account
is generally considered to be contractually delinquent when payments have not been made in accordance with the loan terms.
Delinquency status is affected by customer account management policies and practices such as re-age, which results in the re-
setting of the contractual delinquency statusto current.

Past Due
Total Past Due
At December 31, 2013 30-89days 90+days 30 Daysor More Current  Total Loans

(in millions)

Commercial loans:

Construction and other real estate.........ccccooeeeeeeeeeecvee e, $ 6 $ 58 $ 64 $ 8970 $ 9,034
Business and corporate banking ............cccooenninieiinnnnnn. 48 36 84 14,362 14,446
Global banKing..........coeiiiiiiiiiee e 8 3 11 21,614 21,625
Other COMMENCIAl ......ccovieiiecieceece e 27 9 36 3,353 3,389
Total COMMEICIAl.......cceiieieeeeee e 89 106 195 48,299 48,494
Consumer loans:
Residential MOrtgages.......ccoveerereerieriereeeeeeee e 443 1,037 1,480 14,346 15,826
Home equity MOrtgages.......cccveerererireriierenesereseeseereseenes 28 59 87 1,924 2,011
Credit CaraS.......oei it 16 14 30 824 854
Other CONSUMET .......cceiveieerieereeeee e 15 24 39 471 510
TOtal CONSUMES ....veeiriecieecte ettt ettt reeenee s 502 1,134 1,636 17,565 19,201
TOtal 108NS ..o e $ 591 $ 1240 $ 1,831 $ 65,864 67,695
Past Due

Total Past Due
At December 31, 2012 30-89days 90+days 30Daysor More Current?  Total Loans

(in millions)

Commercial loans:

Construction and other real estate........c.cccovveeeevvrecreeereennee. $ 8 $ 152 $ 241 $ 8216 $ 8457
Business and corporate banking ..........cccceeeveeveeieeenienesnenn, 73 70 143 12,465 12,608
Global banking..........ccooeiiriiieneeee e 30 8 38 19,971 20,009
Other COMMEICIA .....c.eeevveiitiecee e 16 31 47 3,029 3,076
Total comMMErCial .........coeveeiiiceeecee e 208 261 469 43,681 44,150
Consumer loans:
Residential MOrtgages..........covvveereeereeriiieneseseseeeseeeseenes 493 976 1,469 13,902 15,371
Home equity MOrtgages........ccveereereerieereneseneeeseeeeseens 40 82 122 2,202 2,324
Credit CardS......oouecieciecececeee e 14 15 29 786 815
Other CONSUMET .......cceiveieieieie et 5 33 38 560 598
TOtal CONSUMES.......cveeeeeeeieeetee ettt etee et eree et eseeeree e 552 1,106 1,658 17,450 19,108
TOtAl JOANS ......ooviceicieecte ettt $ 760 $ 1,367 $ 2127 $ 61,131 $ 63,258

@ Loanslessthan 30 days past due are presented as current.
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Contractual Maturities Contractual maturities of |oans were as follows:

At December 31,

2014 2015 2016 2017 2018 Thereafter Total
(in millions)

Commercia loans:
Construction and other real estate........ $ 3233 $ 870 $ 1019 $ 1030 $ 1890 $ 992 $ 9,034

Business and corporate banking........... 5,170 1,392 1,630 1,647 3,022 1,585 14,446
Globa banking.........ccoceveeereeiecicenn, 7,739 2,084 2,440 2,466 4,523 2,373 21,625
Other commercial........cccceeveeeecececnnnene, 1,213 327 382 386 709 372 3,389
Consumer loans:
Residential mortgages........cccoceeveenenee. 1,645 432 427 426 413 12,483 15,826
Home equity mortgages™ .................... 838 444 272 168 105 184 2,011
Credit cards® ..o, — 854 — — — — 854
Other CONSUMES ......cceeveereeeeereeeeeneenee, 271 228 9 2 — — 510
TOtal..eceeceeeee e $ 20109 $ 6631 $ 6179 $ 6,125 $ 10,662 $ 17,989 $ 67,695

@ Home equity mortgages maturities reflect estimates based on historical payment patterns.
@ Ascredit card receivables do not have stated maturities, the table reflects estimates based on historical payment patterns.

Asasubstantial portion of consumer loans, based on our experience, will be renewed or repaid prior to contractual maturity, the
above maturity schedule should not be regarded asaforecast of future cash collections. Thefollowing table summarizes contractual
maturities of loans due after one year by repricing characteristic:

At December 31, 2013

Over 1 But Over 5
Within 5 Years Years
(in millions)
Receivables at predetermined INTErESt FaES ........oveeeieeeeieeee e e $ 5677 $ 3,803
Receivables at floating or adjustable FateS .........ccoeveeireeireeee e 23,921 14,186
[0 = OSSOSO $ 29598 $ 17,989

Nonaccrual Loans Nonaccrua loanstotaled $1.3 billion and $1.6 billion at December 31, 2013 and 2012, respectively. Interest
income that would have been recorded if such nonaccrua loans had been current and in accordance with contractual terms was
approximately $107 million and $125 million in 2013 and 2012, respectively. Interest income that was included in interest income
on these loans was $35 million and $19 million in 2013 and 2012, respectively. For an analysis of reserves for credit losses, see
Note 7, "Allowance for Credit L osses.”
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Nonaccrual loans and accruing receivables 90 days or more delinquent consisted of the following:

At December 31, 2013 2012
(in millions)

Nonaccrual loans:

Commercial:
Real Estate:
Construction and 1and [OANS...........c.ceiviiiiiccee et b $ 44 % 104
(@101 g (= =S = (PSR 122 281
Business and Corporate banking .........coceierererereereeereeesese e sese et e e seeneesseseeeeseseesesens 21 47
(€1 T0] 7= =1 (T o S 65 18
Other COMMETCIAL ......ecviciieie ettt b e e e st et e s ae et e sae e besae e besaeenbesneenns 2 13
QLI = oo 0= o - S 254 463
Consumer:
RESIAENtIA MOMGAGES. ....veeevereetereete sttt st e b et sr et bt bbb 949 1,038
HOME EQUILY MOIMQBOES. ... .cueeveeieieeieeriesiesteteieseeseeseeseeeesessessessesteseessessessesaeseensensenseneesenseensesens 77 86
Total residential MOrtgagES Y@@ . .ot 1,026 1,124
Other CONSUMEN [OBNS........ccui ettt et e e e te et e saeesnesaeesbesaeetesaeenbesaeenns — 5
L= o0 1010101 gl o 1,026 1,129
Nonaccrual 08NS held fOr SA@........ociiiicece e e s 25 37
Total NONACCIUING JOANS........cuiiieceeeeeeeee ettt et st s re et e be st e stetesae e eneeneene e 1,305 1,629
Accruing loans contractually past due 90 days or more:
Commercial:
Real Estate:
Construction and 1and [08NS............cceiiieeiiee e et e — —
(@1 g Tc g == = = - — 8
Business and COrporate DanKing ..........cooeeoereerereeieeereeeeiese st e e e e e eaea 5 28
Other COMIMETCIAL ..ottt e be et e saeetesaeebesae e beeaeebeennenns 1 1
QLI oo 0= o - T 6 37
Consumer:
Credit Card rECEIVADIES .........oceeieece ettt et st st s be e re e beeaee s 14 15
OB CONSUMIET ... eeieieteiesiet et e e sttt e st e st e e e e e e e ese e e eseesessessesbesteseesetessensenseneennenens 24 28
TOtal CONSUMEY OBNS......ccueeiiciietecieee ettt e s be e tesbe e st e sreentesaeesesreesresneesreennens 38 43
Total accruing loans contractually past due 90 days OF MOTE.........cccceveereeereeesiee e 44 80
Total NONPEITOrMING I0ANS.......c.cicieieeeee e e r et st se et et e e e e eneeseeneens $ 1349 $ 1,709

@ At December 31, 2013 and 2012, residential mortgage loan nonaccrual balances include $0.9 billion and $1.0 billion, respectively, of loans that are carried
at the lower of amortized cost or fair value of the collateral less cost to sell.

Nonaccrual residential mortgages includes all receivables which are 90 or more days contractually delinquent aswell as |oans discharged under Chapter 7
bankruptcy and not re-affirmed and second lien loans where the first lien loan that we own or service is 90 or more days contractually delinquent.

@

®  Residentiadl mortgage nonaccrual loans for al periods does not include guaranteed loans purchased from the Government National Mortgage Association
("GNMA"). Repayment of these loans are predominantly insured by the Federal Housing Administration and as such, these loans have different risk
characteristics from the rest of our customer loan portfalio.

Impaired Loans A loan is considered to be impaired when it is deemed probable that not all principal and interest amounts due
according to the contractual terms of the loan agreement will be collected. Probable losses from impaired loans are quantified and
recorded as a component of the overall allowance for credit losses. Commercial and consumer loans for which we have modified
the loan terms as part of a troubled debt restructuring are considered to be impaired loans. Additionally, commercial loans in
nonaccrual status, or that have been partially charged-off or assigned a specific allowance for credit losses are aso considered
impaired loans.

Troubled debt restructurings TDR Loans represent loans for which the original contractual terms have been modified to provide
for termsthat are less than what we would be willing to accept for new loans with comparable risk because of deterioration in the
borrower’s financia condition.
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Modifications for consumer or commercial |oans may include changes to one or more terms of the loan, including, but not limited
to, achangeininterest rate, extension of the amortization period, reduction in payment amount and partial forgiveness or deferment
of principal. A substantial amount of our modificationsinvolveinterest rate reductions which lower the amount of interest income
wearecontractually entitled to receivein future periods. Through lowering theinterest rate and other |oan term changes, we believe
we are able to increase the amount of cash flow that will ultimately be collected from the loan, given the borrower’s financial
condition. TDR Loans are reserved for either based on the present value of expected future cash flows discounted at the loans
original effective interest rates which generaly results in a higher reserve requirement for these loans or in the case of certain
secured loans, the estimated fair value of the underlying collateral. Once aconsumer loanisclassified asaTDR Loan, it continues
to be reported as such until it is paid off or charged-off. For commercial loans, if subsequent performance is in accordance with
the new terms and such termsreflect current market rates at the time of restructure, they will no longer be reported asaTDR Loan
beginning in the year after restructuring. Since 2010, approximately $11 million of commercial loans have met this criteria and
have been removed from TDR Loan classification.

The following table presents information about receivables which were modified during 2013 and 2012 and as a result of this
action became classified as TDR Loans.

Year Ended December 31, 2013 2012

(in millions)
Commercia loans:

Construction and OthEr 188l BSLALE............cueeeveeeeieeeeteeeee ettt ettt et e seebeseeteseeae e $ 59 % 78
Business and Corporate DankiNg ...........cceoeeeriererenieseseeseseseeseesee e eeesese e sre e sresee e e seeneeseeneeseesenses 4 21
(€1 T0] 7= =01 (T o RS 51 —
TOtaAl COMMIEICIAL.....c.uiieieiteeee ettt et st e e s te e besbeeabesbeesseereensesreesseeneeseesneesennnness 114 99
Consumer loans:
RS L0 = U 40 (=0 - 230 452
(O [ Ao o RS 2 4
QLI L= o0 1S 1= SRR 232 456
10 = USRS $ 346 $ 555

Theweighted-average contractual rate reduction for consumer |oanswhich became classified as TDR Loans during 2013 and 2012
was 1.90 percent. The weighted-average contractual rate reduction for commercial loans was not significant in either the number
of loans or rate.

The following tables present information about our TDR Loans and the related credit loss reserves for TDR Loans:

At December 31, 2013 2012
(in millions)
TDR Loans'?®:
Commercial loans:
Construction and OtEr Al ESLALE..........ccuee i e s e e st e e s sre s s ereee s $ 292 % 343
Business and Corporate DaNKIiNG. ..........coeereirieiireeee e 21 86
(€1 T0] 7= = (T o T 51 —
Other COMIMETCIA......ccueeiiceeee ettt eae e e tesaeesbeeaaesbeeasasbeensesbeenresaeennes 25 31
B0 = o] 1101101 (o = | S 389 460
Consumer loans:
RESIHENIE MOMGAIES® ...ttt e e es e se e es s ee e es e eseees e eeesee 973 960
GBIt CAITS ... oottt ettt e e be et e s beetesaeesbesaeesbesaeebeeasasbeensenteensesaeennas 8 14
BI0 = 0] 1o 1 RSP 981 974
TOtEA TDR LOBNS™ .......oooooeveeceeeecevee e ss s $ 1,370 $ 1,434
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At December 31, 2013 2012

(in millions)

Allowance for credit losses for TDR Loans®:
Commercial loans:

Construction and Other rEal ESEALE. ........occvi e be e s aeere e e $ 16 $ 23
Business and Corporate DaNKING. ..........coeereiriiree e 1 3
GlODEl DANKING. ...ttt b e e e et et ne s — —
Other commercial — —
Total commercial 17 26
Consumer loans:
RESIAENLI Al MOTTGAGES. .. ettt ettt s he bbb e b b se e b e be e e e e e e e eneeneas 68 109
GBIt CAITS... oottt ettt et e et e beeaeesaeetesaeesbesaeesbesaeebeeaeabeessesbeenresreennes 2 5
B0 = o] 1S o = S 70 114
Total allowance for credit |0SSESfOr TDR LOBNS.......cccoceiuieieeiieere ettt ettt sre e sreenesre e $ 87 $ 140

TDR Loansareconsidered to beimpaired |oans. For consumer loans, all suchloansare considered impaired loansregardlessof accrual status. For commercial
loans, impaired loansinclude other loansin addition to TDR Loanswhich totaled $92 million and $237 million at December 31, 2013 and 2012, respectively.

The TDR Loan balances included in the table above reflect the current carrying amount of TDR Loans and includes all basis adjustments on the loan, such
asunearnedincome, unamortized deferred feesand costson originated loans, partial charge-offsand premiumsor discountson purchased |loans. Thefollowing
table reflects the unpaid principal balance of TDR Loans:

At December 31, 2013 2012

(in millions)

Commercial loans:

Construction and OthEr FEEl ESLALE. .......c.c.ceiuireiieic ettt $ 309 $ 398

Business and Corporate Danking............cocvviiriiiiis s 60 137

GlODA DANKING. ...ttt e b e bbbt b bt et e bR e e b 51 —

OhEr COMMEITIAL..... etttk b ettt s b e e bt bbbt st b ettt st bebe e nn et 28 34

TOtAl COMMETCIAL .....ouvevieeieeecteete ettt ettt et b e s b e e eae et e b et eseesesseseesesaeseebeebesensese st ensesessessennetenee 448 569
Consumer loans:

RESIAENti@l MOMGAGES. ... ... eecrrerciereeiererrect e nens 1,153 1,118

CIOAIT CAIAS.....veeeeeteere ettt ettt b et e bt s b h e ne b b e e b et e R bt e b b et s b et st b b e e e b 8 14

TOLAl CONSUMEY ... .ccteeuieieeiteeteete et e stesteeteetesaeeaeebeeseessesbeebeeseasaesaeesseeseeasensesbeeseessesaeeasenseessensebenbeensesaesaeennentennen 1,161 1,132

TOAL ottt ettt et et et e e e et et et e e et et e e et et s e et et et e e e et et e et et et eeet et et et ee et enee e e e et nee s et ee e e et et et ee et ene et et et s et et ananteereans $ 1,609 $ 1,701

Includes $706 million and $608 million at December 31, 2013 and 2012, respectively, of loans that are recorded at the lower of amortized cost or fair value
of the collateral less cost to sell.

Includes $458 million and $519 million at December 31, 2013 and 2012, respectively, of loans which are classified as nonaccrual .
Included in the allowance for credit losses.
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The following table provides additional information relating to TDR Loans.

Year Ended December 31, 2013 2012 2011
(in millions)
Average balance of TDR Loans
Commercial loans:
Construction and Other real ESLALE...........cceeveeeeeeeeeeeeeeeeeee et see s e e $ 349 $ 360 $ 346
Business and corporate banking..........ccceceeeeereriseniesesese e seeseesee e et srenes 44 91 89
GlObal BANKING.....c.titieeieieeree et sa et e s sre e sreneas 20 — —
Other COMMETCIAL.......coeceicieeie ettt et e beeaesaeesnesaeesresaeas 28 33 44
QI oo 0= o - 441 484 479
Consumer loans:
Residential MOrGages™..........o..ocuceeeeeeeeeeeeeeeeeeee e ees e ssees e eesssessees s sesnesnnes 922 738 532
L= [ o= o S 11 16 23
TOtAl CONSUMEY .......eiee ettt ettt ettt e e ae e s ae et e saeetesae e besbeestesbeenbeeteenteeneenseenes 933 754 555
Total average balance of TDR LOANS.........ccccviiiiiiirieesieteseee et snens $ 1374 $ 1238 $ 1,034

Interest income recognized on TDR Loans
Commercial loans:

Construction and Other real ESLaLE...........cccvieiiieiieecerec e $ 12 % 8 $ 9
Business and corporate Danking............cooceerererinenie e — — —
Other COMMENCIAL.......c.eciieeeceece ettt et reeresaeesnesaeesresnnas 3 4 5
QI oo 0= o - 15 12 14
Consumer loans:
ReSIdential MOMGAgES. .......coeerieirieiriereete sttt ettt 33 33 20
(@10 1 oo 1 1 1 1
QL0 = 00 1o 0 34 34 21
Total interest income recognized 0N TDR LOBNS........ccruruririemrrrieenierereeeenieieseseesssesessessssenenens $ 49 % 446 $ 35

@ Beginning in the third quarter of 2012, average balances for residential mortgages include loans discharged under Chapter 7 bankruptcy and not re-affirmed.

The following table presents loans which were classified as TDR Loans during the previous 12 months which for commercial
loans became 90 days or greater contractually delinquent or for consumer loansbecame 60 daysor greater contractually delinquent
during 2013 and 2012:

Year Ended December 31, 2013 2012

(in millions)

Commercial loans:

Construction and OtNEr 188 ESLALE...........ccoueeeeeeeeeeeeeteeeee et et st st s st e e et e et eseetesesteseeseseeseseas $ 12 3 27
Business and Corporate Danking ...........cceoeeerierrsesieseseseseseesseseeseeesese e sresresre e e seeseeneeaeneeseenennes 2 —
(@191 g o0 0= (o ! — —
TOtaAl COMMIEICIAL.....cuiiteeiticiecteee ettt st e te s be e besbeeabeebeesbeeaeenbesaeesbeeneesaeeneeseeenness 14 27
Consumer loans:
RESIAENL Al MOMTGAGES ..ottt ettt se ettt b s b bt e be s b e sbese e beseese e e e e e e e e eneenas 44 86
CrEOIT CANOS ...ttt ettt ettt st e b e e be et e eae e beeaeeebeeasesbeeneesaeenbesaeenbesaeenbessaenbenneenes — —
QLI o0 015 U411 RS 44 86
TOMAL ...ttt ettt et e e et e e e e teebe e heebeebe e beshebesbestensaaaeae et eaeeheeaeeheebeeheeheebebestetentetenseneeneeaeans $ 58 % 113
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Impaired commercial loans The following table summarizes impaired commercial loan statistics:

Amount
Amount with without Total Impaired
Impairment Impairment Commercial Impairment
Reserves Reserves Loans(l)(z) Reserve
(in millions)

At December 31, 2013
Construction and other real estate.........coocevvveveeeieecreececeee e $ 122 $ 211 % 333 % 32
Business and corporate banking...........cceevvvrievereriereneeseseeseeeeenens 28 12 40 3
Global PANKING........ceiiirere e 14 51 65 5
Other COMMENCIAl........covereiererereree s 1 42 43 —
1= O $ 165 $ 316 $ 481 $ 40
At December 31, 2012 -
Construction and other real estate..........cooceeeveieeecceie i $ 192 $ 305 $ 497 $ 86
Business and corporate banking...........cccooereennennencneeeee 57 49 106 10
Global banKing........ccccoieieieececee e - 18 18 —
Other COMMEICIAL......cceeeeieeeeee e 1 75 76 —
I = | O $ 250 $ 47 $ 697 $ 96
@ Includes impaired commercial loans which are also considered TDR Loans as follows:

At December 31, 2013 2012

(in millions)

Construction and other real estate $ 292 % 343

BUSINESS aNd COMPOTatE DANKING. ... vttt b bbb bbbt bbbt b et n et 21 86

GlODE] DANKING. ......cuiviieieieieieieieieieie et b bbbt b bbb bbbt e bbb bbb e bbb e bbb e bbb bbb b bbb bbb e bt et e bbb ebetes 51 —

Other commercial . 25 31

TOLBL ettt a bbb bR bR SRR bR £ AR bRt R bbb e bbb enias $ 389 $ 460

The impaired commercia loan balancesincluded in the table above reflect the current carrying amount of the loan and includes all basis adjustments, such
as partial charge-offs, unamortized deferred fees and costs on originated loans and any premiums or discounts. The following table reflects the unpaid
principal balance of impaired commercial loans included in the table above:

At December 31, 2013 2012

(in millions)
Construction and other real estate..... $ 380 $ 552
Business and COrporate DaNKING ..........ccciiuiiririiiii e 91 157
GlODEL DANKING ...ttt 123 18
OtNEr COMMEITIAL ......euieeteieee ettt ettt ettt b bRt bR e e b et e e b b e e b b et b b e be st b e be e ne et e ne e s b e b et ntenan 47 79
OBl vttt ettt bbbttt et b bbbt b b e ket b ek R R e A AR e A e bR e R e R oA e b e SR e b e R eReE e Ao Re b e AR e R e R e R e R e s e R e b et e be b et ebe b et e be b et eaeteseaetens $ 641 $ 806
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The following table presents information about average impaired commercial loan balances and interest income recognized on
the impaired commercial loans:

Year Ended December 31, 2013 2012 2011
(in millions)

Average balance of impaired commercial loans:
Construction and Other real ESLALE..........c.cccveeieieeeeeteecceee et $ 422 $ 602 $ 744
Business and corporate banking .........ccceeeeeeeeeeeeesieiiesese e seeseseseesee e sne e e e 63 119 151
GlODEl DANKING.....cceiieeiie e b sre s 37 86 107
Other COMMEITIAI ......oiviieiiee et ne s e nesreneesnenreneas 64 86 111
Total average balance of impaired commercial [0aNS.........coceveeveeeeveccceeeceeeee e $ 586 $ 893 $ 1,113

Interest income recognized on impaired commercial loans: -
Construction and Other real ESLALE..........c.cccveeuieiiereeeece e $ 13 3 1 3% 9
Business and corporate banking .........ccceeeeeeeeeeeeesieiiesese e seeseseseesee e sne e e e — 5 4
GlODEl DANKING.....cceeitiiiee e e e — — 1
Other COMMEITIAI ......oviieieiee et e e s e neerenaesnenreneas 5 3 3
Total interest income recognized on impaired commercial 10ans........cccccvevevvievieneseeeene $ 18 $ 19 $ 17

Commercial Loan Credit Quality Indicators The following credit quality indicators are monitored for our commercial loan
portfolio:

Criticized asset classifications These classifications are based on the risk rating standards of our primary regulator. Problem loans
are assigned various criticized facility grades. We al so assign obligor grades which are used under our allowance for credit losses

methodology. The following table summarizes criticized assets for commercial loans:

Special Mention  Substandard Doubtful Total
(in millions)

At December 31, 2013

Construction and other real estate...........ccoeeveveeiviesecece e, $ 351 % 346 $ 30 727
Business and corporate banking............c.ccvevreeinnneeinneeeenas 557 156 715
Global BANKING.......ccviiieieeere e 367 112 484
Other COMMENCIal.......c.ocouiiieeececeece e e 79 33 — 112
TOAl .t sare e reeeneeens $ 1,354 $ 647 $ 37 2,038
At December 31, 2012 -

Construction and other real estate.........cccevveevreereeiriceeeecece e, $ 627 $ 677 $ 105 1,409
Business and corporate banking...........cccooeveennenneneeneeeeeee 369 115 10 494
Global BanKing.........cocvirrinrirr e 93 50 — 143
Other COMMENCIal.......c.ccoviiieeeeeeeece e 36 74 2 112
1 - $ 1,125 $ 916 $ 117 2,158
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Nonperforming The following table summarizes the status of our commercial loan portfolio:

Accruing Loans
Performing Nonaccrual Contractually Past
Loans Loans Due 90 days or More Total

(in millions)

At December 31, 2013

Commercial:
Construction and other real estate............coeeeveecvevreecreenenns $ 8,868 $ 166 $ — 3 9,034
Business and corporate banking ..........ccccceeeeeerienenienenennn. 14,420 21 5 14,446
Global banKing..........ccoovvererievereeeee e 21,560 65 — 21,625
Other COMMEXCIal .......cceeeeiieieeeceece e 3,386 2 1 3,389
Total COMMEICIA .......coeieeiiecectececte e e $ 48,234 $ 254 $ 6 $ 48,494
At December 31, 2012
Commercial:
Construction and other real estate..........ccooveeeveieeecveecenen. $ 8064 $ 385 $ 8 $ 8,457
Business and corporate banking .........cccceeeeeeeeeeeeerennneeen 12,533 47 28 12,608
Global banKing..........cccceiiveieiieeeece e 19,991 18 — 20,009
Other coMmMErCial ........oovverereeere e 3,062 13 1 3,076
Total COMMEICIA .......ccceieeecececeece e e $ 43650 $ 463 $ 37 $ 44,150

Credit risk profile The following table shows the credit risk profile of our commercial loan portfolio:

Non-
Investment Investment
Grade Grade Total

(in millions)

At December 31, 2013

Construction and Other real ESALE ............cerveireerere s $ 6069 $ 2965 $ 9,034
Business and corporate DanKing ...........oucverrerennnreier e 7,279 7,167 14,446
GIODA DANKING ... 18,636 2,989 21,625
Other COMIMENTIA ..ot 1,583 1,806 3,389

TOtAl COMMENCIA] ...t r e e eb e eb e $ 33567 $ 14,927 $ 48,494
At December 31, 2012 -
Construction and Other real ESALE ............ccvreereerire s $ 4727 $ 3730 $ 8457
Business and corporate Danking ...........ccceoreeinnncir e 6,012 6,596 12,608
GlObEI DANKING .....veieiieiei bbb 16,206 3,803 20,009
OthEer COMIMENTIA ..o e 1,253 1,823 3,076

TOtaAl COMMEICIAL ...ttt e e e s be e s e bt e e s ear e e s sabeesesbeeeeans $ 28198 $ 15952 $ 44,150
(0]

Investment grade includes commercial 1oans with credit ratings of at least BBB- or above or the equivalent based on our internal credit rating system.
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Consumer Loan Credit Quality Indicators The following credit quality indicators are utilized for our consumer loan portfolio:

Delinquency The following table summarizes dollars of two-months-and-over contractual delinquency and as a percent of total
loans and loans held for sale ("delinquency ratio") for our consumer loan portfolio:

December 31, 2013 December 31, 2012
Delinquent  Delinquency  Delinquent  Delinquency
Loans Ratio Loans Ratio

(dollars are in millions)

Consumer:
Residential MOrtgages.........ccovvueiivererirecisee e s $ 1,208 759% $ 1,233 7.78%
HOME equity MOIMQAgES ......ccceeruerierieetere sttt 68 3.38 75 3.23
Total residential MOrtgages™...........oocuevveeeeeeeeeceeeeeeeeeee e 1,276 7.11 1,308 7.20
Credit CarUS.. ..o 21 2.46 21 2.58
OthEr CONSUMIE ....c.viitiiiitiiesie sttt sb e e se et 29 5.06 30 452
TOtAl CONSUMEY .......oceiieeeie sttt ettt e e st eessae e s be e tesae e besae e beereenes $ 1,326 6.85% $ 1,359 6.92%
@

At December 31, 2013 and 2012, residential mortgage loan delinquency includes $1.1 billion and $1.0 billion, respectively, of loans that are carried at the
lower of amortized cost or fair value of the collateral less cost to sell.

Nonperforming The following table summarizes the status of our consumer loan portfolio:
Accruing Loans

Performing Nonaccrual Contractually Past
Loans Loans Due 90 days or More Total

(in millions)

At December 31, 2013

Consumer:
Residential MOMgagesS ........ccceveveveveeeieeereeeeee et $ 14877 $ 949 $ — $ 15826
HOme equity MOMGagES. .......ccvrveuerreerreerieesie e 1,934 77 — 2,011
Total residential MOrtQagES........coveveereererrerreeerere e sesee e 16,811 1,026 — 17,837
(O 0 (1 o= (0 TR 840 — 14 854
Other CONSUMET .......ecuereeceeriecie et eeee e nes 486 — 24 510
TOLAl CONSUMET .....ceveeiteie ettt e st s e e s be e s sba e s sbe e e s snbessanes $ 18,137 $ 1,026 $ 38 $ 19,201
At December 31, 2012 - -
Consumer:
Residential MOrtgagesS .....ccocvveerereereereeeeeee e $ 14333 $ 1,038 $ — $ 15371
Home equity MOrgages.........coveeereeerirereeesere e 2,238 86 — 2,324
Total residential MOrtgagesS........coveverererenerenererese e 16,571 1,124 — 17,695
Credit Cards......cvovcieieecece et 800 — 15 815
Other CONSUMIES ......veeveciietecteeete ettt ebeens 565 5 28 598
TOtAl CONSUMET ...ttt ettt sbe s sba e s s sabeesenes $ 17936 $ 1,129 $ 43 $ 19,108

Troubled debt restructurings See discussion of impaired loans above for further details on this credit quality indicator.

Concentration of Credit Risk At December 31, 2013 and 2012, our loan portfolio included interest-only residential mortgage
loans totaling $3.6 billion and $4.0 billion, respectively. An interest-only residential mortgage loan allows a customer to pay the
interest-only portion of the monthly payment for a period of time which resultsin lower payments during the initial loan period.
However, subsequent events affecting a customer's financial position could affect the ability of customersto repay the loan in the
future when the principal payments are required which increases the credit risk of thisloan type.
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7. Allowance for Credit Losses

The following table summarizes the changesin the allowance for credit losses by product and the related oan balance by product
during the years ended December 31, 2013, 2012 and 2011:

Commercial Consumer
Business
Construction and Home
and Other Corporate Global Other Residential Equity Credit Other
Real Estate Banking Banking Comm’l Mortgages Mortgages Card Consumer Total
(in millions)
Year Ended December 31, 2013
Allowance for credit losses — beginning
Of PENTO ... $ 162 $ 97 $ 41 $ 17 $ 210 $ 45 $ 55 $ 20 $ 647
Provision charged to income... @) 48 26 5) 42 54 32 3 193
Charge offs......cocoevvcerncereeen (62) (42) — — (78) (52) (41) (13) (288)
RECOVENES ... 15 9 1 8 12 2 4 3 54
Net (charge offs) recoveries........c..cceuene. (47) (33) 1 8 (66) (50) 37 (10) (234)
(@147 USRS — — — —_ — — — — —
Allowance for credit losses—end of
PENO .. $ 108 $ 112 $ 68 $ 20 % 186 $ 49 $ 50 $ 13 $ 606
Ending balance: collectively evaluated
for impairment ... $ 7 $ 109 $ 63 $ 20 $ 120 $ 47 $ 48 $ 13 $ 49
Ending balance: individually evaluated
forimpairment .........cccoeeveeveveeeeeeennne 32 3 5 — 66 2 2 — 110
Total alowance for credit losses.............. $ 08 $ 112 $ 68 $ 20 $ 186 $ 49 $ 50 $ 13 $ 606
Loans:
Collectively evaluated for impairment...... g 8701 $ 14420 $21560 $ 3346 $ 13967 $ 1991 $ 846 $ 510 $65341
Individually evaluated for impairment®.. 333 26 65 3 247 20 8 _ 742
Loans carried at lower of amortized cost
or fair valuelesscost to sell ..o — — — — 1,612 — — — 1,612
Total 10aNS.....cveirrrns $ 9,034 $ 14,446 $21625 $ 3389 $ 15826 $ 2,011 $ 854 $ 510 $67,695
Year Ended December 31, 2012
Allowance for credit losses — beginning
of period $ 212 % 78 $ 131 $ 21 $ 192 % 52 $ 39 % 18 $ 743
Provision charged to income.............c....... (33) 48 14 (10) 114 72 67 21 293
Charge OffS.......o..eerereessnnessssssss (36) (37) (105) @ (107) (79) (62) (25 (452
RECOVENES ...t 19 8 1 7 11 — 11 6 63
Net (charge offs) recoveries a7 (29) (104) 6 (96) (79) (51 (29 (389)
(@137 S — — — — — — — — —
Allowance for credit losses — end of
PENTOO ..o $ 162 $ 97 $ 41 $ 17 $ 210 $ 45 $ 55 $ 20 $ 647
Ending balance: collectively evaluated
for impairment .........c.ccoeeveerevererenennen. $ 7% $ 87 $ 41 % 17 $ 105 $ 4 $ 5 $ 20 $ 437
Ending balance: individually evaluated
for impairment ............ccocoeeeeeieiennnnn 86 10 — — 105 4 5 — 210
Total allowance for credit losses.............. $ 162 $ 97 $ 41 % 17 3 210 $ 45 $ 55 % 20 $ 647
Loans:
Collectively evaluated for impairment $ 790 $ 12502 $19991 $ 3,000 $ 13563 $ 2303 $ 801 $ 598 $60,718
Individually evaluated for impairment®.. 497 106 18 76 331 21 14 — 1,083
Loans carried at lower of amortized cost
or fair value less cost to sell — — — — 1,477 — — — 1,477

Total [0aNS.......corereeereee e $ 8457 $ 12608 $20009 $ 3076 $ 15371 $ 2324 $ 815 $ 598 963,258
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Commercial Consumer
Business
Construction and Home
and Other Corporate Global Other Residential Equity Credit Other
Real Estate Banking Banking Comm’l Mortgages Mortgages Card Consumer Total
(in millions)
Year Ended December 31, 2011
Allowance for credit losses — beginning of
PEMTOU. oo $ 243 $ 132 $ 116 $ 3R $ 167 $ 77 $ 58 $ 27 $ 82
Provision charged to income............cccceueue. 11 ?3) 31 (28) 133 49 46 19 258
Charge OffS......ccerrrenreereeeeseee (51) (53) — (6) (206) (70) (71 (29) (386)
RECOVENES......ooeiiieieieeieesee e 9 12 — 23 5 — 12 4 65
Net charge offS.......coovvvvincrcecee (42) (41) — 17 (101) (70) (59) (25) (321)
Allowance on loans transferred to held for
— (10) (16) — (M 4 (6 ©) (46)
Allowance for credit losses — end of period
212 % 7 $ 131 $ 21 % 192 % 52 $ 39 $ 18 $ 743
Ending balance: collectively evaluated for
IMPAIMENE.....oooiiviriiiiisieens $ 98 $ 66 $ 41 $ 21 $ 104 $ 48 $ R 18 $ 428
Ending balance: individually evaluated for
iMpairment..........cccceeeveeeeeeceee e 114 12 90 — 88 4 7 — 315
Total alowance for credit losses................. $ 212 $ 78 $ 131 $ 21 $ 192 % 5 $ 39 $ 18 $ 743
Loans:

Collectively evaluated for impairment........
$ 7127 $ 10,098 $12521 $ 2816 $ 12817 $ 2550 $ 807 $ 714 $49,450

Individually evaluated for impairment® ....

733 127 137 90 244 13 21 — 1,365
Loans carried at lower of amortized cost or
fair valuelesscost to sell ......covvvvveviernreenene.
— — — — 1,052 — — — 1,052

TOtal 10aNS....c.ocivirierieiis $ 7860 $ 10,225 $12,658 $ 2,906 $ 14113 $ 2563 $ 828 $ 714 951,867

@ For consumer loans, these amountsrepresent TDR L oansfor which weeval uate reserves using adiscounted cash flow methodol ogy. Each loanisindividually
identified asa TDR Loan and then grouped together with other TDR Loans with similar characteristics. The discounted cash flow analysisis then applied
to these groups of TDR Loans. Loans individually evaluated for impairment exclude TDR loans that are carried at the lower of amortized cost or fair value
of the collateral less cost to sell which totaled $706 million, $608 million and $303 million at December 31, 2013, 2012 and 2011, respectively.

We estimate probable losses for consumer loans and certain small balance commercial loans which do not qualify as a troubled
debt restructure using aroll rate migration analysis. As previously disclosed, during 2012 our regulatorsindicated they would like
us to more closely align our loss coverage period implicit within the roll rate methodology with U.S. bank industry practice for
these loan products. Therefore, during 2012, we extended our loss emergence period to 12 monthsfor U.S. GAAPresulting in an
increase to our alowance for credit losses by approximately $80 million for these loans. We regularly monitor our portfolio to
evaluate the period of time utilized in our roll rate migration analysis and perform aformal review on an annual basis.
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8. Loans Held for Sale

Loans held for sale consisted of the following:

At December 31, 2013 2012
(in millions)

(O0 0 4100 = o - o = PP $ 76 $ 481
Consumer loans:

RS T (< gL g Lo (o = o =SSR 91 472

ONEE CONSUMIES ...ttt ettt sttt st e et et e e ae et e eae e beeasesbeeasesaeessesaeesbesaeestesssestesseantenns 63 65
QI o0 01 U4 1= S 154 537
Total 10aNS hEIA FOr SAIE......cuicieeeece et e st e e sreeeesaeennesaean $ 230 $ 1,018

We originate commercial loans in connection with our participation in a number of leveraged acquisition finance syndicates. A
substantial majority of these loans were originated with the intent of selling them to unaffiliated third parties and are classified as
commercia loansheld for saleat December 31, 2013 and 2012. Thefair value of commercial loans held for saleunder thisprogram
was $3 million and $465 million at December 31, 2013 and 2012, respectively. We have elected to designate all of the leveraged
acquisition finance syndicated loans classified as held for sale at fair value under fair value option. See Note 16, "Fair Vaue
Option," for additional information.

Commercial loans held for sale aso includes a $55 million globa banking project financing syndicated loan at December 31,
2013, aswell as commercial real estate |oans totaling $18 million and $16 million at December 31, 2013 and 2012, respectively.

Gainsand lossesfrom the sale of residential mortgage |oans are reflected as a component of residential mortgage banking revenue
intheaccompanying consolidated statement of income(1oss). Upon conversion of our mortgage processing and servicing operations
to PHH Mortgage in the second quarter of 2013, we no longer retain the servicing rights in relation to new mortgage |oans upon
sale and new agency eligible loan originations are sold servicing released directly to PHH Mortgage beginning with May 2013
applications. Also included in residential mortgage loans held for sale are subprime residential mortgage loans with afair value
of $46 million and $52 million at December 31, 2013 and 2012, respectively, which were acquired from unaffiliated third parties
and from HSBC Finance with the intent of securitizing or selling the loansto third parties.

Other consumer loans held for sale include certain student loans which we no longer originate.

Excluding the commercial loans designated under fair value option discussed above, loans held for sale are recorded at the lower
of amortized cost or fair value. Whiletheinitial carrying amount of loans held for sale continued to exceed fair value at December
31, 2013, we experienced adecrease in the valuation alowance for consumer loans held for sale during 2013 due primarily to loan
sales. The valuation allowance on consumer loans held for salewas $77 million and $114 million at December 31, 2013 and 2012,
respectively.

Loans held for sale are subject to market risk, liquidity risk and interest rate risk, in that their value will fluctuate as a result of
changes in market conditions, aswell as the credit environment. Interest rate risk for residential mortgage loans held for sale was
partially mitigated through an economic hedging program to offset changes in the fair value of the mortgage loans held for sale
attributable to changes in market interest rates. Trading related revenue associated with this economic hedging program was
included in residential mortgage banking revenue in the consolidated statement of income (loss). With the conversion of our
mortgage processing and servicing operations to PHH Mortgage in the second quarter of 2013, PHH Mortgage is obligated to
purchase agency eligibleloansfrom usas of the earlier of when the customer locksthe mortgage |oan pricing or when the mortgage
loan application is approved beginning with May 2013 applications. As aresult, we retain none of the risk of market changesin
mortgage rates and, therefore, an economic hedging program is no longer required for these loans.
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9. Properties and Equipment, Net

Properties and equipment, net of accumulated depreciation, is summarized in the following table.

Depreciable

At December 31, 2013 2012 Life
(in millions)

1= 0o SRRSO $ 8 $ 8 —
BUIldiNgs and iMProVEMENES® ...........o.oeeeeereeeeeeeeeeeeeseeeee e eeseeee s s esee s sneseseenes 551 617 10-40 years
FUrNiture and @QUIPMIENT. ..........coerieeeereee sttt e e ae e saesbe e e 137 137 3-30
1 1 696 762
Accumulated depreciation and amortization™ ...............ccooeeveeereeeinnereeinneeeesnenenns (427) (486)

..................................................................................... $ 269 $ 276

@ Decreases since December 31, 2012 are due primarily to the retirement of assets associated with a corporate location in Buffalo, NY, which we exited in

2013.

Depreciation and amortization expense totaled $59 million, $61 million and $77 million in 2013, 2012 and 2011, respectively.

10. Intangible Assets

Intangible assets consisted of the following:

At December 31, 2013 2012
(in millions)

Mortgage servicing rights:

RESIAENLIAL .......vieiieieiieeeese ettt et et e e e s e e e s e tese st esestenestenense e ee 3$ 227 % 168

L@00] 101001 (o - OSSR 10 11
Total MOrtgage SEVICING FIONES.....c.civeiiieiriecreert et et $ 237 $ 179
Purchased credit card relationShiPsS.........cceceieiieieieeee e sre s re e 54 60
Favorable €3S 0IEEMENTS ..ottt b e e eb e et s b e e b snene 4 8
Total INtANGIDIE ASSELS.......eii e e et st r et srenrenn $ 295 $ 247

Mortgage Servicing Rights (""MSRs") A servicing asset is a contract under which estimated future revenues from contractually
specified cash flows, such as servicing fees and other ancillary revenues, are expected to exceed the obligation to service the
financial assets. We recognize the right to service mortgage loans as a separate and distinct asset at the time they are acquired or
when originated loans are sold.

MSRs are subject to credit, prepayment and interest rate risk, in that their value will fluctuate as a result of changes in these
economic variables. Interest rate risk is mitigated through an economic hedging program that uses securities and derivatives to
offset changesin thefair value of MSRs. Since the hedging program involvestrading activity, risk isquantified and managed using
anumber of risk assessment techniques.

Residential mortgage servicing rights Residential MSRs are initially measured at fair value at the time that the related loans are
sold and remeasured at fair value at each reporting date. Changes in fair value of MSRs are reflected in residential mortgage
banking revenuein the period in which the changes occur. Fair valueis determined based upon the application of valuation models
and other inputs. The valuation models incorporate assumptions market participants would use in estimating future cash flows.
The reasonableness of these valuation modelsis periodically validated by reference to external independent broker valuations and
industry surveys.
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The following table summarizes the critical assumptions used to calculate the fair value of residential MSRs:

At December 31, 2013 2012
Annualized constant prepayment rate ("CPR™) ..o 11.3% 22.4%
CONSLANE ISCOUNT FALE.......ccteiteieietete ettt b bbb et e et be e bt aeebesbesbesbenbeneeseen 12.7% 11.3%
VYo a1 = Iz Y= "o L= T 5.3 34

The following table summarizes residential M SRs activity:

Year Ended December 31, 2013 2012
(in millions)
Fair value of MSRs:
BEGINNING DAIANCE........ceceeieceeeeeee ettt ettt be ettt ae st bete e nane $ 168 $ 220
Additions related 10 108N SAIES ........oieiiiiie e et ene s 14 24
Changesin fair value due to:
Change in vauation model iNPUtS Or @SSUMPLIONS........coeirieirieireereeseese e 88 (15)
CUSLOIMEN PAYIMIENES ....c.viveeviseetieesisiesesaesestesessesessesessessssessesessesessesessesessesessensesesssensesessesessesessensasens (43) (62)
0T o oo PSS $ 227 % 168

The following table summarizes information regarding residential mortgage |oans serviced for others, which are not included in
the consolidated balance sheet:

At December 31, 2013 2012

(in millions)
Outstanding principal balances at Period eNd ... $ 26951 $ 32,041
Custodial balances maintained and included in noninterest bearing deposits at period end .............. $ — % 810

Our CPR assumption declined significantly at December 31, 2013 compared with December 31, 2012 due to rising interest rates
which was the primary driver of the increase in value.

Servicing feescollected areincluded in residential mortgage banking revenue and totaled $79 million, $87 million and $109 million
during 2013, 2012 and 2011, respectively.

During the second quarter of 2013, we completed the conversion of our mortgage processing and servicing operations to PHH
M ortgageunder our previously announced strategi c rel ationshi p agreement with PHH M ortgageto manage our mortgage processing
and servicing operations. Under the terms of the agreement, PHH Mortgage provides us with mortgage origination processing
servicesaswell as sub-servicing of our portfolio of owned and serviced mortgagestotaling $44.0 billion as of December 31, 2013.
Although we continue to own both the mortgages on our balance sheet and the mortgage servicing rights associated with the
serviced loans at the time of conversion, we now sell our agency eligible originations beginning with May 2013 applications to
PHH Mortgage on a servicing released basis which resultsin no new mortgage servicing rights being recognized. As aresult, we
no longer maintain custodial balances for loans sold to PHH. No significant one-time restructuring costs have been incurred asa
result of this transaction.

Commercial mortgage servicing rights Commercial M SRs, which represent servicing rightsassociated with commercial mortgage
loans originated and sold to FNMA and are accounted for using the lower of amortized cost or fair value method, totaled $10
million and $11 million at December 31, 2013 and 2012, respectively. During the fourth quarter of 2013, we decided to sell our
commercial mortgage servicing rights and, as a result, we now consider this asset held for sale at December 31, 2013. As the
estimated sale price of this asset isin excess of its carrying amount, this MSR continues to be carried at amortized cost.

Purchased credit card relationships InMarch 2012, we purchased from HSBC Finance the account rel ati onships associ ated with
$746 million of credit card receivables which were not included in the sale to Capital One at a fair value of $108 million.
Approximately $43 million of this value was associated with the credit card receivables sold to First Niagara. The remaining $65
million wasincluded inintangible assets and isbeing amortized over the estimated useful life of the credit card relationshipswhich
isten years.

167



HSBC USA Inc.

11. Goodwill

Goodwill was $1.6 billion and $2.2 billion at December 31, 2013 and 2012, respectively. Included in goodwill for these periods
were accumulated impairment losses of $670 million and $54 million, respectively.

In July 2013, we completed our annual impairment test of goodwill and determined that the fair value of al of our reporting units
exceeded their carrying amounts. However, our testing results continued to indicate that there was only marginal excess of fair
value over book value in our Global Banking and Markets reporting unit as its book value including allocated goodwill was 92
percent of fair value. Based on the results of this testing, as of September 30, 2013, we performed an interim impairment test of
the goodwill associated with our Global Banking and Markets reporting unit which indicated that the fair value of this reporting
unit continued to exceed its book value. During the fourth quarter of 2013, in conjunction with the preparation of HSBC North
Americas first CCAR submission and HSBC Bank USA's first DFAST submission along with the finalization of Basel 111 rules,
we made the decision to manage our businesses to a higher common equity Tier 1 ratio and, for years beginning with 2015, that
we would calculate risk-weighted assets in our projections for goodwill impairment testing purposes based on Basel 111 advanced
reguirements (as opposed to Basel 2.5). Accordingly, we performed an interim impairment test of the goodwill associated with all
of our reporting unitsat December 31, 2013. Asaresult of thistesting, thefair value of our Retail Banking and Wealth M anagement,
Commercial Banking and Private Banking reporting units continued to exceed their carrying values, with the book value of each
reporting unit, including allocated goodwill being 80 percent or less of fair value. However, while our updated cash flow projections
for our Global Banking and Markets reporting unit continue to reflect strong levels of earnings as we continue to expand this
business, asaresult of the changesdiscussed aboverelated tothe Tier 1 commonratio and Basel 111 risk-weighted asset calculations,
the interim impairment test of the goodwill associated with our Global Banking and Markets reporting unit as of December 31,
2013 indicated the book value of the reporting unit including goodwill was higher than its fair value. As aresult of thisindicator
of impairment, the second step of testing was performed for this reporting unit whereby the fair value of tangible net assets and
unrecognized intangible assets were deducted from the fair value of the reporting unit to determine the implied fair value of
goodwill. Asthe fair value of the tangible net assets and unrecognized intangible assets exceeded the fair value of this reporting
unit, the step two analysisresulted in theimpai rment and write-off of the entire $616 million of goodwill allocated to thisreporting
unit.

12. Deposits

Theaggregate amount of timedeposit accountswith aminimum of $100,000 (primarily certificatesof deposit) includedin domestic
office deposits was approximately $6.8 billion and $7.8 billion at December 31, 2013 and 2012, respectively. At December 31,
2013 and 2012, depositstotaling $7.7 billion and $8.7 billion, respectively, were carried at fair value. The scheduled maturities of
all time deposits at December 31, 2013 are summarized in the following table.

Domestic Foreign
Offices Offices Total
(in millions)

2014:
(0200 0 = £ $ 5152 $ 2691 $ 7,843
O1-180 TAYS.....cueeeceecre e 781 178 959
181-365 TAYS.....eeueevereetirieierieierieeri ettt sttt 1,300 28 1,328
7,233 2,897 10,130
710 X L= PPN 1,001 11 1,102
20L6 ...ttt e et s e r s en e 1,607 12 1,619
QOLT oo 1,444 — 1,444
B 1 ST RUUS R USSR 824 — 824
[ S Y= PSPPSR PRT 2,775 — 2,775

$ 14974 $ 2920 $ 17,8%4

Overdraft deposits, which are classified asloans, were approximately $1.3 billion and $2.2 billion at December 31, 2013 and 2012,
respectively. A substantial majority of these overdrafts were related to metal s activitieswhich are fully collateralized by customer
metal s deposits.
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13. Short-Term Borrowings

Short-term borrowings consisted of the following:

December 31

2013 Rate 2012 Rate
(dollars are in millions)

Federal funds purchased (day to day) ........ccccooeevrveennen $ 700 $ 3
Securities sold under repurchase agreements® ............ 12,921 0.15% 6,817 0.15%
AVErage during YEar .........coereeereeereeeirieeereeeseeeseeeseens $ 10,643 0.24 $ 6,046 0.19
Maximum month-end balance..........cccccceveveveiececnnne. 18,748 11,040
Commercial PAPES ..o 3,379 0.22 5,022 0.27
AVErage during Ve .......ccccvvveiesereceses e eeeeeenens 3,969 0.25 4,587 0.26
Maximum month-end balance...........ccoceeeveeieeceeenennne. 4,990 5,022
Precious Metals........ccccvcvvevesenie s 1,517 2,326
(@141 LSS 618 765
Total short-term borrowings............cccoeeeeeveeeieeeieenena, $19—135 $ 14,933

@ Thefollowing table presents the quarter end and average quarterly balances of securities sold under repurchase agreements:

2013 2012
Fourth Third Second First Fourth Third Second First
(in millions)
Quarter end balance.............oooccccooooveen $ 12921 $ 12523 $ 12445 $ 3659 $ 6817 $ 3238 $ 3843 $ 4813
Average quarterly balance.................... 14,781 11,371 8,794 7,538 5,481 5,155 5,394 8,168

InApril 2012, we established athird party back-up line of credit to support issuances of commercial paper totaling $1.9 billion to
replace a$2.5 billion unused line of credit with HSBC France which was terminated effectivein July 2012. The third party back-
up line of credit commitment was reduced to zero in January 2013 and expired in April 2013. At December 31, 2013 and 2012,
we had a committed unused line of credit with HSBC Investments (Bahamas) Limited of $900 million, an uncommitted unused
line of credit from our immediate parent, HSBC North America Inc. ("HNAI") of $150 million and a committed unused line of
credit with HSBC of $500 million.

Asamember of theNew York FHL B, we have asecured borrowing facility that is collateralized by real estateloans and investment
securities. At December 31, 2013 and 2012, thefacility included $1.0 billion of borrowingsincluded in long-term debt. Thefacility
also allows access to further short-term borrowings based upon the amount of residential mortgage loans and securities pledged
ascollateral withthe FHL B, which allows accessto borrowings of up to $5.3 billion as of December 31, 2013. See Note 14, "L ong-
Term Debt,” for further information regarding these borrowings.
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14. Long-Term Debt

Thecomposition of long-term debt ispresented inthefollowingtable. I nterest rateson floating rate notesare determined periodically
by formulas based on certain money market rates or, in certain instances, by minimum interest rates as specified in the agreements
governing the issues. Interest ratesin effect at December 31, 2013 are shown in parentheses.

At December 31, 2013 2012
(in millions)
Issued by HSBC USA:
Non-subordinated debt:
Medium-Term Floating Rate Notes due 2013-2043 (.00% — 2.55%0) .....cccveeeererieeesiesesesesiesnens $ 5424 $ 4,730
Floating Rate Debt due 2013-2017 (.89% — 1.5990) ........cecerrruireriereeneeeeneeeeeesesesreseesee e seeseeseens 4,000 4,000
2.375% Senior NOtES AUE 2015........c.oieeueieeesieesiee sttt st st sttt st 2,258 2,257
5 year Senior Notes due 2018 (1.26%0 - 2.625%0) .......cccrucuerrirerreiieerc s 2,488 1,500
Total NON-SUDOIAINGEEA AEDL .........ceceeeieeeeeee e e sre b resnens 14,170 12,487
Subordinated debt:
Fixed Rate Subordinated Notes due 2014-2097 (5.00% — 9.50%0) .......cccevererereeieriereseresenesienenes 1,319 1,320
Junior Subordinated Debentures due 2026-2027 (7.75% — 8.38%0) .......cocevreerieeereenenieneeseenes 560 559
Total SUDOrAiNAtEd AEDL........ceeeeieeeeceeeee et re st sresresre e snens 1,879 1,879
Total issued By HSBC USA ..ottt ettt sttt ne 16,049 14,366
Issued or acquired by HSBC Bank USA and its subsidiaries:
Non-subordinated debt:
Globa Bank Note Program:

Medium-Term Notes due 2013-2040 (.00% — 2.3190) .......eeereereerereereeereeeeesesee e e see e seesee s 294 658
Total Global Bank NOtE PrOgram:........ccceieirieerieereeesieteseeestesesee sttt sestesestesesseseesesessessesens 294 658
Federal Home Loan Bank of New Y ork advances:

Floating Rate FHLB advance due 2036 (.30%0)........ccccurerierieiuenreieereeseeesesseesessessessessessessessesseses 1,000 1,000
Total Federal Home Loan Bank of New Y Ork adVanCes...........ccocvvererereneneneeee e 1,000 1,000
Precious metal leases due 2013 - 2014 (1.02%0).......cccceeeeiereieseseseeseeseeseeeeessesessessessessessesseseens 39 54
Secured financings with Structured Note VENICIES™ ... eeeeeee s s seeeeees — 63
L@ 11 1 OSSR 12 12

Total NON-SUDOIAINGEEA AEDL ..o et 1,345 1,787
Subordinated debt:
4.625% Global Subordinated NOtES AUE 2014 ..........cooueiuiiiieeieeie e e 1,000 999
L@ 15 1 OSSO 92 92
Globa Bank Note Program:
Fixed Rate Global Bank Notes due 2017-2039 (4.875% — 7.009%0) .......covreererrererrerieerienesenennes 4,361 4,498
Total SUDOrdiNAtEd AEDL.........ceeeeeeee e ee e st sae b seeseen 5,453 5,589
Total issued or acquired by HSBC Bank USA and itS SUDSIdIari€S........cocvvrevirireneieneec e 6,798 7,376
Obligations uUnder Capital [EASES........ccccireireeereere bbb — 3
Il = I oTaTo T =g 01 (= o S $ 22847 $ 21,745

@ SeeNote 25, "Variable Interest Entities,” for additional information.

The table above excludes $900 million of long-term debt at December 31, 2013 and 2012, due to us from HSBC Bank USA. Of
this amount, the earliest note is due to mature in 2022 and the latest note is due to mature in 2097.

Foreign currency denominated long-term debt was immaterial at December 31, 2013 and 2012.
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At December 31, 2013 and 2012, we have elected fair value option accounting for some of our medium-term floating rate notes
and certain subordinated debt. See Note 16, "Fair Value Option," for further details. At December 31, 2013 and 2012, medium
term notestotaling $5.7 billion and $5.3 billion, respectively, were carried at fair value. Subordinated debt of $1.9 billion and $2.0
billion was carried at fair value at December 31, 2013 and 2012.

The Junior Subordinated Debentures due 2026-2027 were issued to and held by three capital funding trusts organized by us. The
trusts issued preferred stock collateralized by the debentures which are guaranteed by us. The trusts also issued common stock,
all of whichisheld by us and recorded in other assets. The debenturesissued to the capital funding trusts, less the amount of their
commonstock wehold, qualifiedasTier 1 capital at December 31, 2013. Althoughthecapital fundingtrustsareV I Es, our investment
in the common stock does not expose usto risk asit does not require funding from us and therefore, is not considered to be equity
at risk. Under Basel 111 capital requirements, these securities are required to be phased out of Tier 1 capital by January 1, 2016,
with 50 percent of these capital securities includable in 2014 and 25 percent includable in 2015. The trust preferred securities
excluded from Tier 1 Capital may be included fully in Tier 2 Capital during those two years, but must be phased out of Tier 2
Capital by January 1, 2022. Aswehold no other interestsin the capital funding trustsand therefore are not their primary beneficiary,
we do not consolidate them. In December 2012, we exercised our option to call $309 million of debentures previously issued by
HUSI to HSBC USA Capital Trust VII (the "Trust") at the contractual call price of 103.925 percent which resulted in a net loss
on extinguishment of approximately $12 million. The Trust used the proceeds to redeem the trust preferred securities previously
issued to an affiliate. We subsequently issued one share of common stock to our parent, HNAI for a capital contribution of $312
million.

Maturities of long-term debt at December 31, 2013, including secured financings, were as follows:

(in millions)
20 SRR $ 3,926
20 1 S 4,333
2016 ..t eh R R R R R SR £ R e R 1R e R e AR e R e R oA £ oA e SR e SR £ SR e AR e AR e AR e AR e AR e eR e RenRenR e R e R e e e e enn e e e ereas 1,462
220 1 PSP 1,859
201 SRS 3,066
RIS = ST STT 8,201
1= | $ 22,847

15. Derivative Financial Instruments

In the normal course of business, the derivative instruments entered into are for trading, market making and risk management
purposes. For financial reporting purposes, a derivative instrument is designated in one of the following categories: (a) financial
instruments held for trading, (b) hedging instruments designated as a qualifying hedge under derivative and hedge accounting
principlesor (c) anon-qualifying economic hedge. The derivative instruments held are predominantly swaps, futures, options and
forward contracts. All derivatives are stated at fair value. Where we enter into enforceable master netting arrangements with
counterparties, the master netting arrangements permit us to net those derivative asset and liability positions and to offset cash
collateral held and posted with the same counterparty.

Thefollowing table presentsthefair value of derivative contracts by major product typeon agrossbasis. Grossfair values exclude
the effects of both counterparty netting aswell as collateral, and therefore are not representative of our exposure. The table below
presents the amounts of counterparty netting and cash collateral that have been offset in the consolidated balance sheet, aswell as
cash and securities collateral posted and received under enforceable credit support agreements that do not meet the criteria for
netting. Derivative assetsand liabilitieswhich are not subject to an enforceable master netting agreement, or are subject to anetting
agreement that we have not yet determined to be enforceable, have not been netted in the table bel ow. Where we have received or
posted collateral under credit support agreements, but have not yet determined such agreementsareenforceabl e, therel ated col lateral
also has not been netted in the table below.
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December 31, 2013 December 31, 2012
Derivative Derivative Derivative Derivative
assets liabilities assets liabilities

(in millions)
Derivatives accounted for as fair value hedges®

OTC-CIEAIEAD ... e e s s s s see s eee s eeseneees $ 75 % 20 $ — 3 15
BIlateral OTCP ...t s s s s ses et es e s see s st eesee s see s 203 192 10 860
INTEFESE FALE CONTIACTS ......c.veeieieceee ettt et s e st e e s te e st e e s be s st e e sbessabeesbeesressreesanes 278 212 10 875

Derivatives accounted for as cash flow hedges®

Bilateral OTC? — 3 33 9
Foreign eXChange CONTIACES ...........c.ceovcveuieeieececee ettt es — 3 33
16 — — —
16 62 14 227
32 62 14 227
Total derivatives accounted fOr as NEAGES..........ccoveveueuieieeeeeeeeeeeee et 310 277 57 1,111
Trading derivatives not accounted for as hedges®
EXCHANGELIA0EUP ..ot e s ees s e ee s ee st ees e eesssseesaeesseeeeresee s 82 32 99 82
OTC-CEAEAD .......ooo oo ssssessss s sesssssssones 24,218 25,468 17,204 16,663
Bilateral OTCP ...........covovveveeeeereseseeese e sessseessssssssss e ssssssssssssssssssssessssssssssssssssssss s 31,097 30,451 48,480 48,623
INTEIESE FAE CONTIACTS .......eveeeeiieieieeeiete ettt sae e teae e nnesae e ene e 55,397 55,951 65,783 65,368
EXChANGETA0E0P ..............oooooeeviceseeesseeeesesseeeessessess e essssssssssssssessssesessssssssssssss e 7 16 4 25
BilGEral OTCP . .......oooooeceeveeeeeeeees s sssss s s ss s 15,422 14,565 13,756 13,537
Foreign eXChange CONTIACTS ...........ccccviceiiiicecces et b e s 15,429 14,581 13,760 13,562
Equity contract - bilateral OTCP . ........ovoieoeeeeeeeeeeeeeseeeeeeeeeseeeeseeseeses s eeseseesesnees 1,413 1,412 1,287 1,291
EXChANGETA0E0P ...........oovoooooeeveeseeeeseeeesesveeeessesssss e essssssssssssssesssseeessssssssssssssssse e 181 6 135 19
BilGEral OTCP . .......oooooeceeveeeeeeeees s sssss s s ss s 1,402 815 656 719
Precious Metals CONTIACTS..........ccccviievieieieececece ettt ettt ene e 1,583 821 791 738
OTC-CIEAEID ..ot eess s ss st eessssss e 576 604 511 437
BilGEral OTCP ........ooooooeeeeeeeeeeeeeeee oo eseeeess e ees s eeessssss s s ness s 4,079 4,104 6,617 6,910
Credit CONTIACTS ...ttt ettt be s bbbt se et be st ebe e nenens 4,655 4,708 7,128 7,347
Other derivatives not accounted for as hedges®)
Interest rate contracts - DIlateral OTCP ... eee e eee e 470 91 901 97
Foreign exchange contracts - bilateral OTC® ..o seeeseeeees — 44 52 17
Equity contracts - DIlAteral OTC® .......... oo eeeeeeeee e seeeeseeseseeseeseeeeenees 789 148 472 126
Precious metals contracts - Bilateral OTCP ... — 36 — —
Credit contracts - Bilateral OTC@ ... eeee e eee e ee e eeeee e seeeeeeeen 9 11 1 4
Total derivatives 80,055 78,080 90,232 89,661

Less: Gross amounts of receivable / payable subject to enforceable master netting
AGFEEMENES ) | oo ee e ee e e e seese et s et s e s ee et see e reees 68,616 68,616 78,244 78,244

Less: Gross amounts)(gf cash collateral received / posted subject to enforceable master

netting agreements 3,870 2,116 5,123 1,336
Net amounts of derivative assets / liabilities presented in the balance sheet 7,569 7,348 6,865 10,081
Less: Gross amounts of financial instrument collateral received / posted subject to

enforceable master netting agreements but not offset in the consolidated balance sheet 1,641 3,094 627 4,887
Net amounts of derivative assets / labilities ..o $ 5928 $ 4254 3% 6,238 $ 5,194

@ Derivative assets/liabilities related to cash flow hedges, fair value hedges and derivative instruments held for purposes other than for trading are recorded
in other assets/ interest, taxes and other liabilities on the consolidated balance sheet.

@ Over-the-counter (OTC) derivatives include derivatives executed and settled bilaterally with counterparties without the use of an organized exchange or
central clearing house. The credit risk associated with bilateral OTC derivatives is managed through master netting agreements and obtaining collateral.
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OTC-cleared derivatives are executed bilaterally in the OTC market but then novated to a central clearing counterparty, whereby the central clearing
counterparty becomes the counterparty to both of the original counterparties. Exchange traded derivatives are executed directly on an organized exchange
that provides pre-trade price transparency. Credit risk is minimized for OTC-cleared derivatives and exchange traded derivatives through daily margining
required by central clearing counterparties.

®  Trading related derivative assets/liabilities are recorded in trading assets/trading liabilities on the consolidated balance sheet.
@ Represents the netting of derivative receivable and payable balances for the same counterparty under enforceable netting agreements.
®  Represents the netting of cash collateral posted and received by counterparty under enforceable credit support agreements.

©®  Netting is performed at a counterparty level in cases where enforceable master netting and credit support agreements are in place, regardiess of the type of
derivative instrument. Therefore, we have not attempted to allocate netting to the different types of derivative instruments shown in the table above.

See Note 26, "Guarantee Arrangements, Pledged Assets and Collateral," for further information on offsetting related to resale and
repurchase agreements and securities borrowing and lending arrangements.

Derivatives Held for Risk Management Purposes Our risk management policy requires usto identify, analyze and manage risks
arising from the activities conducted during the normal course of business. We use derivative instruments as an asset and liability
management tool to manage our exposures in interest rate, foreign currency and credit risks in existing assets and liabilities,
commitments and forecasted transactions. The accounting for changes in fair value of a derivative instrument will depend on
whether the derivative has been designated and qualifies for hedge accounting.

We designate derivative instruments to offset the fair value risk and cash flow risk arising from fixed-rate and floating-rate assets
and liabilities aswell as forecasted transactions. We assess the hedging relationships, both at the inception of the hedge and on an
ongoing basis, using aregression approach to determine whether the designated hedging instrument ishighly effectivein offsetting
changesin the fair value or the cash flows attributabl e to the hedged risk. Accounting principles for qualifying hedges require us
to prepare detailed documentation describing the rel ationship between the hedging instrument and the hedged item, including, but
not limited to, the risk management objective, the hedging strategy and the methods to assess and measure the ineffectiveness of
the hedging relationship. We discontinue hedge accounting when we determine that the hedge is no longer highly effective, the
hedging instrument is terminated, sold or expired, the designated forecasted transaction is not probable of occurring, or when the
designation is removed by us.

Fair Value Hedges In the normal course of business, we hold fixed-rate loans and securities and issue fixed-rate senior and
subordinated debt obligations. The fair value of fixed-rate (USD and non-USD denominated) assets and liabilities fluctuates in
responseto changesininterest ratesor foreign currency exchangerates. We utilize interest rate swaps, forward and futures contracts
and foreign currency swaps to minimize the effect on earnings caused by interest rate and foreign currency volatility.

The changes in the fair value of the hedged item designated in a qualifying hedge are captured as an adjustment to the carrying
amount of the hedged item (basis adjustment). If the hedging relationship is terminated and the hedged item continues to exist,
the basis adjustment is amortized over the remaining life of the hedged item. We recorded basis adjustments for active fair value
hedges which increased the carrying amount of our debt by $2 million during 2013, compared with a decrease in the carrying
amount of our debt of $8 million during 2012. We amortized $14 million and $12 million of basisadjustmentsrelated to terminated
and/or re-designated fair value hedge rel ationships during 2013 and 2012, respectively. The total accumulated unamortized basis
adjustment amounted to an increase in the carrying amount of our debt of $33 million and $49 million as of December 31, 2013
and 2012, respectively. Basis adjustmentsfor activefair value hedges of available-for-sal e securitiesincreased the carrying amount
of the securities by $775 million during 2013, compared with an increase in the carrying amount of the securities of $130 million
during 2012. Total accumul ated unamortized basi sadjustmentsfor activefair value hedgesof avail able-for-sal e securitiesamounted
toadecreasein carrying amount of $84 million asof December 31, 2013 compared with anincrease of $836 millionasof December
31, 2012.
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The following table presents information on gains and losses on derivative instruments designated and qualifying as hedging

instruments in fair value hedges and the hedged items in fair value hedges and their location on the consolidated statement of
income (l0ss).

Net Ineffective

Gain (Loss) on Derivative

Gain (Loss) on Hedged Items

Gain (Loss)
Recognized

Interest Income

Interest Income

(Expense) Other Income (Expense) Other Income Other Income
(in millions)

Year Ended December 31, 2013
Interest rate contracts/AFS Securities................ $ (202) $ 821 $ 427 3 (801) $ 20
Interest rate contracts’commercial loans............ — 2) — — (2)
Interest rate contracts/subordinated debt ........... 16 — (61) 2 2
TOtaAl ..o $ (186) $ 819 $ 366 $ (799) $ 20
Year Ended December 31, 2012
Interest rate contracts/AFS Securities................ $ (204) $ (235) $ 424 $ 222 % (13)
Interest rate contracts/subordinated debt ........... 14 9 (62) (8) 1
TOtAl ..o $ (190) $ (226) $ 362 $ 214 % (12)

Cash Flow Hedges We own or issue floating rate financial instruments and enter into forecasted transactions that give rise to
variability in future cash flows. Asapart of our risk management strategy, we use interest rate swaps, currency swaps and futures
contracts to mitigate risk associated with variability in the cash flows. Changesin fair value of aderivative instrument associated
with the effective portion of a qualifying cash flow hedge are recognized initialy in other comprehensive income. When the cash
flows for which the derivative is hedging materialize and are recorded in income or expense, the associated gain or loss from the
hedging derivative previously recorded in accumulated other comprehensive income is reclassified into earnings in the same
accounting periodinwhich thedesignated forecasted transaction or hedged item affectsearnings. | f acash flow hedge of aforecasted
transaction is de-designated becauseit is no longer highly effective, or if the hedge relationship isterminated, the cumulative gain
or loss on the hedging derivative to that date will continueto be reported in accumul ated other comprehensiveincome (loss) unless
it isprobablethat the hedged forecasted transaction will not occur by the end of the originally specified time period as documented
at the inception of the hedge, at which time the cumulative gain or loss is released into earnings. As of December 31, 2013 and
2012, active cash flow hedge relationships extend or mature through July 2036. During 2013, $10 million of losses related to
terminated and/or re-designated cash flow hedge rel ationships were amortized to earnings from accumul ated other comprehensive
income compared with $17 million during 2012. During the next twelve months, we expect to amortize $6 million of remaining
losses to earnings resulting from these terminated and/or de-designated cash flow hedges. The interest accrual related to the
derivative contract is recognized in interest income.

The following table presents information on gains and losses on derivative instruments designated and qualifying as hedging
instruments in cash flow hedges (including amounts recognized in accumulated other comprehensive income ("AOCI") from all
terminated cash flow hedges) and their locations on the consolidated statement of income (10ss).

) ) Location of Gain Gain (Loss)
Gain (Loss) Gain (Loss) (Loss) Recognized
Recognized Reclassed Recognized in Income
in AOCI on Location of Gain From AOCI in Income on the
Derivative (Loss) Reclassified into Income on the Derivative Derivative
(Effective from AOCI (Effective (Ineffective Portion and (Ineffective
Portion) into Income (Effective Portion) Amount Excluded from Portion)
2013 2012 Portion) 2013 2012 Effectiveness Testing) 2013 2012
(in millions)
_ Interest income _
Foreign exchange contracts... $ — $ — (expense) $ — $ — Otherincome $ — $ —
Interest income )
Interest rate contracts............. 190 29 (expense) 10y (17 Other income — —
Total ..o $190 $ 29 $ (10) $ (17) $ — & —

Trading Derivatives and Non-Qualifying Hedging Activities Inaddition torisk management, we enter into derivativeinstruments
for trading and market making purposes, to repackage risks and structure trades to facilitate clients’ needs for various risk taking
and risk modification purposes. We manage our risk exposure by entering into offsetting derivativeswith other financial institutions
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to mitigate the market risks, in part or in full, arising from our trading activities with our clients. In addition, we also enter into
buy-protection credit derivatives with other market participants to manage our counterparty credit risk exposure. Where we enter
into derivatives for trading purposes, realized and unrealized gains and losses are recognized in trading revenue or residential
mortgage banking revenue. Credit losses arising from counterparty risk on over-the-counter derivative instruments and offsetting
buy protection credit derivative positions are recognized as an adjustment to the fair value of the derivatives and are recorded in
trading revenue.

We have elected the fair value option for certain fixed rate long-term debt issuances as well as hybrid instruments which include
all structured notes and structured deposits and have entered into certain derivative contracts related to these debt issuances and
hybrid instruments carried at fair value. These derivative contracts are non-qualifying hedges but are considered economic hedges.
We have also entered into credit default swaps which are designated as economic hedges against the credit risks within our loan
portfolio. In the event of an impairment loss occurring in aloan that is economically hedged, the impairment loss is recognized
asprovision for credit losses while the gain on the credit default swap is recorded as other income. In addition, we also from time
to time have designated certain forward purchase or sale of to-be-announced ("TBA™) securitiesto economically hedge mortgage
servicing rights. Changesinthefair value of TBA positions, which are considered derivatives, arerecorded in residential mortgage
banking revenue. Derivative instruments designated as economic hedges that do not qualify for hedge accounting are recorded at
fair value through profit and | oss. Realized and unrealized gains and losses are recogni zed in gain (Ioss) on instruments designated
at fair value and related derivatives, other income or residential mortgage banking revenue while the derivative asset or liability
positions are reflected as other assets or other liabilities.

Thefollowing table presentsinformation on gainsand losses on derivativeinstruments held for trading purposes and their locations
on the consolidated statement of income (10ss).

Amount of Gain (Loss)
Recognized in Income on

Derivatives
Location of Gain (Loss) Year Ended December 31,
Recognized in Income on Derivatives 2013 2012

(in millions)
Interest rate CONtracts.........cooeeveerereeeereeereeenes Trading revenue $ (348) $ (29)
Interest rate CoNtracts..........ocevveeveiecieicecnienenne Residential mortgage banking revenue (61) 26
Foreign exchange CoNntracts.............cccvceeenne Trading revenue 655 649
EQUity CONLraCts.........covvererrereeere e Trading revenue 5 57
Precious metals contracts............ccoceecrecicecnne Trading revenue 24 115
Credit CONractS........coveveeereeerreeee e Trading revenue 83 (790)
TOtel. ..o $ 358 $ 28

Thefollowing table presentsinformation on gains and losses on derivative instruments held for non-qualifying hedging activities
and their locations on the consolidated statement of income (l0ss).

Amount of Gain (Loss)
Recognized in Income on

Derivatives
Location of Gain (Loss) Year Ended December 31,
Recognized in Income on Derivatives 2013 2012
(in millions)
Interest rate CoNtracts...........cocoeveeeiiiiicieiciennne, Gain (loss) on instruments designated at fair
value and related derivatives $ (303) $ 91
Interest rate CoONtracts..........covevvvecvveccnieccnnennne. Residential mortgage banking revenue (5) 4
Foreign exchange contracts.........c.ccooveveereennnee Gain (loss) on instruments designated at fair
value and related derivatives (70) 95
EqQUity CONLractS.........ccoveeereeririnieeseesiee e Gain (loss) on instruments designated at fair
value and related derivatives 774 630
Credit CONracts.........ccoovvciiiicceeinas Gain (loss) on instruments designated at fair
value and related derivatives 2 1
Credit CONractS......cvvecveeeeeeeee e Other income (7 (4)
LI = $ 391 $ 817
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Credit-Risk Related Contingent Features We enter into total return swap, interest rate swap, cross-currency swap and credit
default swap contracts, amongst others which contain provisions that require us to maintain a specific credit rating from each of
the major credit rating agencies. Sometimes the derivative instrument transactions are a part of broader structured product
transactions. If HSBC Bank USA's credit ratings were to fall below the current ratings, the counterparties to our derivative
instruments could demand us to post additional collateral. The amount of additional collateral required to be posted will depend
on whether HSBC Bank USA is downgraded by one or more notches and whether the downgrade is in relation to long-term or
short-term ratings. The aggregate fair value of all derivative instruments with credit-risk-related contingent features that were in
aliability position as of December 31, 2013, was $5.6 hillion for which we have posted collateral of $5.1 billion. The aggregate
fair valueof all derivativeinstrumentswith credit-risk-rel ated contingent featuresthat werein aliability position asof December 31,
2012, was $8.7 billion for which we have posted collateral of $7.9 billion. Substantially all of the collateral posted isin the form
of cash or securities available-for-sale. See Note 26, "Guarantee Arrangements, Pledged Assets and Collateral,” for further details.

In the event of a credit downgrade, we currently do not expect HSBC Bank USA’s long-term ratings to go below A2 and A+ or
the short-term ratingsto go below P-2 and A-1 by Moody’s and S& P, respectively. The following tables summarize our obligation
to post additional collateral (fromthecurrent collateral level) in certain hypothetical commercially reasonabledowngrade scenarios.
Itisnot appropriate to accumul ate or extrapol ate information presented in the tables bel ow to determine our total obligation because
the information presented to determine the obligation in hypothetical rating scenariosis not mutually exclusive.

Moody’s Long-Term Ratings
Short-Term Ratings Al A2 A3

(in millions)
SO $ — % 18 $ 130
P et bt et Rt e e Rt e e Ee e e Eenae e Renne e renaee e 2 18 130
S&P Long-Term Ratings
Short-Term Ratings AA- A+ A

(in millions)
N PSSP $ — % — % 16
Y TP TP 5 5 21

We would be required to post $6 million of additional collateral on total return swapsif HSBC Bank USA is downgraded by S& P
and Moody’s by two notches on our long term rating accompanied by one notch downgrade in our short term rating.
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Notional Value of Derivative Contracts The following table summarizes the notional values of derivative contracts.

At December 31, 2013 2012
(in millions)
Interest rate:
FULUrES and fONWEITS.......cvveeeeeierceieee sttt en $ 175,468 $ 313,935
SWVBIIS .. vveeeeestesee bttt et st ettt et st sttt et b ettt E et E e e b e e eRe st eRenaeRenteneebenente e nreeas 3,645,085 2,842,555
(@7 0]1T0) 1S3 Y] 1 1= o 1 85,021 43,261
(O] 0]110)1SY 0 0o 7= S <o [ 87,735 44,169
3,993,309 3,243,920
Foreign Exchange:
Swaps, FULUreS and FOrWArAS ..........coeeeeeirece e 804,278 743,678
OPLIONS WITTEEN ...ttt bbb et ae e s bbb s 82,817 54,891
OPLiONS PUICNESEA ...ttt et b e ettt b et b ebe e 84,835 55,477
S o0 OSSP 52,193 56,326
1,024,123 910,372
Commaodities, equities and precious metals:
Swaps, FULUreS and fFOrWArdS ..........coeeeerirere e 41,123 48,052
OPLIONS WITTEEN ...ttt bbb et ae e s bbb s 21,531 21,025
OPLiONS PUICNESEA ...ttt et b e s b et b et ebe e 21,723 21,377
84,377 90,454
Credit AENVALIVES ...ttt sttt e st s s nans 367,443 484,932
10 TS $ 5,469,252 $ 4,729,678

16. Fair Value Option

We report our resultsto HSBC in accordance with its reporting basis, International Financial Reporting Standards ("IFRSs"). We
typically have elected to apply fair value option accounting to selected financial instruments to align the measurement attributes
of those instruments under U.S. GAAP and IFRSs and to simplify the accounting model applied to those financial instruments.
Weelected to apply fair value option ("FVO") reporting to commercial leveraged acquisition financeloansheld for sale and rel ated
unfunded commitments, certain fixed rate long-term debt issuances and hybrid instruments which include all structured notes and
structured deposits. Changes in fair value for these assets and liabilities are reported as gain (loss) on instruments designated at
fair value and related derivativesin the consolidated statement of income (l0ss).

Loans We elected to apply FVO to all commercia leveraged acquisition finance loans held for sale and related unfunded
commitments. The election allows usto account for these loans and commitments at fair val ue which is consistent with the manner
inwhich theinstruments are managed. During thefirst quarter of 2013, we compl eted the sale of substantially all of our remaining
leveraged acquisition finance syndicated |oans which we had been holding since the financia crisis.

These loans are included in loans held for sale in the consolidated balance sheet. Interest from these loans is recorded as interest
incomein the consolidated statement of income (loss). Because a substantial majority of the loans el ected for the fair value option
are floating rate assets, changes in their fair value are primarily attributable to changes in loan-specific credit risk factors. The
components of gain (loss) related to loans designated at fair value are summarized in the table below. As of December 31, 2013
and 2012, no loans for which the fair value option has been elected are 90 days or more past due or on honaccrual status.

Long-Term Debt (Own Debt Issuances) We elected to apply FV O for certain fixed-rate long-term debt for which we had applied
or otherwisewould elect to apply fair value hedge accounting. The election allows usto achieve asimilar accounting effect without
having to meet the hedge accounting requirements. The own debt issuances elected under FVO are traded in secondary markets
and, as such, thefair valueis determined based on observed pricesfor the specific instruments. The observed market price of these
instruments reflects the effect of changes to our own credit spreads and interest rates. I nterest on the fixed-rate debt accounted for
under FVO isrecorded as interest expense in the consolidated statement of income (loss). The components of gain (loss) related
to long-term debt designated at fair value are summarized in the table bel ow.

Hybrid Instruments Weelected to apply fair value option accounting to al of our hybrid instrumentsissued, inclusive of structured
notes and structured deposits. The valuation of the hybrid instrumentsis predominantly driven by the derivative featuresembedded
within the instruments. Cash flows of the hybrid instruments are discounted at an appropriate rate for the applicable duration of
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the instrument adjusted for our own credit spreads. The credit spreads applied to structured notes are determined with reference
to our own debt issuance rates observed in the primary and secondary markets, internal funding rates, and structured note ratesin
recent executions while the credit spreads applied to structured deposits are determined using market rates currently offered on
comparable deposits with similar characteristics and maturities. Interest on this debt is recorded as interest expense in the
consolidated statement of income (1oss). The components of gain (loss) related to hybrid instruments designated at fair valuewhich
reflect the instruments described above are summarized in the table bel ow.

The following table summarizes the fair value and unpaid principal balance for items we account for under FVO:

Unpaid Principal

Fair Value Balance
(in millions)
December 31, 2013
Commercial leveraged acquisition finance |0ans..........cccevevevereecececcesce e $ 3 % 3
Fixed rate 1ong-term debt ..o 1,893 1,750
Hybrid instruments:
S el g=o o (= oo 1S ] £ 7,740 7,539
S U w10 =0 I o (=T 5,693 5,377
December 31, 2012
Commercial leveraged acquisition finanCce |0ans..........ccceverevereeceeiescesce e $ 465 $ 486
Fixed rate 1ong-term debt ..o s 2,016 1,750
Hybrid instruments:
S el =0 o (= oo 1S ] £ 8,692 8,399
S U0 (1<t [ 0] 5,264 5,030

Components of Gain on Instruments at Fair Value and Related Derivatives Gain (l0ss) on instruments designated at fair value
and related derivatives includes the changes in fair value related to interest, credit and other risks as well as the mark-to-market
adjustment on derivatives related to the financial instrument designated at fair value and net realized gains or losses on these
derivatives. The following table summarizes the components of gain (loss) on instruments designated at fair value and related
derivatives related to the changesin fair value of the financial instrument accounted for under FVO:

178



HSBC USA Inc.

Long-Term Hybrid

Loans Debt Instruments Total
(in millions)

Year Ended December 31, 2013
Interest rate and other components™.............coocvureveeeevorereeerseerssenenns — 3 289 $ (697) $ (408)
Credit risk component®® ... 21 (165) 125 (19)
Total mark-to-market on financial instruments designated at fair

VBIUB ..ttt ettt bbbttt bbbt en e 21 124 (572) (427)
Net realized loss on financial instruments..............cccocoeccieccccienne 8) — — (8)
Mark-to-market on the related derivatives............c.ccoociiiincciiinnnens — (294) 631 337
Net realized gain on the related long-term debt derivatives.................. — 66 — 66
Gain (loss) on instruments designated at fair value and related

ENVBLIVES......oeeeeeiesireeiee e 13 % (104) $ 59 $ (32)
Year Ended December 31, 2012
Interest rate and other components™.............coovvvereeeeeevesereeierseeerssennens 33 13 $ (791) $ (775)
Credit risk component@® ... .o 49 (361) (75) (387)
Total mark-to-market on financial instruments designated at fair
VBIUB ..ot 52 (348) (866) (1,162)
Net realized loss on financial INStrUMENts............cccvvcriincciniias 1) — — 1)
Mark-to-market on the related derivatives...........cooveeiccciniicicinnns — (38) 796 758
Net realized gain on the related long-term debt derivatives.................. — 63 — 63
Gain (loss) on instruments designated at fair value and related
OENVALIVES.......ocererecicicieicicee e 51 $ (323) $ (70) $ (342)
Year Ended December 31, 2011
Interest rate and other ComPONENtS™.............cccrrrreeemmrereeeessnneeeees G $ (345 $ (P $ (741
Credit risk component@®® ... (14) 376 113 475
Total mark-to-market on financial instruments designated at fair
VBIUB ..ottt (19) 31 (278) (266)
Net realized loss on financial instruments.............ccocccccciiccccinnee. @ — — @
Mark-to-market on the related derivatives..........cccovveeirneeicnenenenee — 369 305 674
Net realized gain on the related long-term debt derivatives.................. — 64 — 64
Gain (loss) on instruments designated at fair value and related
(0 1< (A7 Y= (20) $ 64 $ 27 $ 471
®

of our own credit spreads resulted in the gain for 2011.

Asit relates to hybrid instruments, interest rate and other components includes interest rate, foreign exchange and equity contract risks.
For 2013 and 2012, thelossesin the credit risk component for long-term debt were attributabl e to the tightening of our own credit spreads, while the widening

®  For 2013, the gain in the credit risk component for hybrid instruments was attributable primarily to the widening of credit spreads on structured deposits.
For 2012, the the losses in the credit risk component for hybrid instruments was attributable primarily to the tightening of our own credit spreads related to
structured notes, while the widening of our own credit spreads related to structured notes resulted in the gain for 2011.
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17. Income Taxes

Total income taxes for continuing operations were as follows.

Year Ended December 31, 2013 2012 2011
(in millions)
Provision fOr INCOMETAXES ........coveriiirrirereeres e $ 71 $ 338 $ 227
Income taxes related to adjustmentsincluded in common shareholder’ s equity: .............
Unrealized gains (losses) on securities available-for-sale, net.........ccoveevecenccciecnen. (697) 76 552
Unrealized gains (losses) on derivatives classified as cash flow hedges...................... 82 17 (110)
Employer accounting for post-retirement plans ... 6 5 ©))
Other-than-temporary impairment on debt SECUNTIES. ........coovireereirieieree e (43) — 1
TOUBL .. $ (581) $ 436 $ 667

The components of income tax expense were as follows.

Year Ended December 31, 2013 2012 2011
(in millions)
Current:
[0 = | ST SUSTSTRR SR $ 17 3 153 % 316
Sz L= 10 oo SRS 35 173 143
=T o DO PSSP 17 (28) 57
LI L= o0 = o | OSSR 69 298 516
(D= = 1 (= SRS 2 40 (289)
Total INCOME LAX EXPENSE .. vverererereereresrresssssesessssseseseesssssesesesssssssssssesssssssessnsssssssssssssnsns $ 71 3% 338 $ 227

Thefollowingtableprovidesan analysisof thedifferencebetween effectiveratesbased onthetotal incometax provision attributable
to pretax income and the statutory U.S. Federal income tax rate:

Year Ended December 31, 2013 2012 2011
(dollars are in millions)

Tax expense (benefit) at the U.S. federal statutory income tax

T, vvvvvvvsssssseeeeesesessss s eesss s seses e $ (9%B) (3B.0)% $ (318 (3BO% $ 239  35.0%

Increase (decrease) in rate resulting from:
State and local taxes, net of federal benefit ..........c.cccevenee. 22 8.2 46 51 92 135
Adjustment of tax rate used to value deferred taxes............ — — (13) (1.4 _ _
Non-deductible expense accrual related to certain
regulatory MatterS™) ..............coovvuervveeeerereeeeessseesssesssesesen, — — 483 531 — —
Non-deductible goodwill related to branch sale® ............... — — 139 153 — —
Non-deductible goodwill impairment®.............cccccoeuveuann. 215 805 — _ — _
Valuation allowance™...............coocveeeeeeeeeneereeereeeseesesesenens — — — — (217)  (31.8)
Other non-deductible / non-taxable items®.............ccc......... (11) (4.2) (14) (1L5) 3 0.4
ltems affecting prior periods®™............ccooo.eeevveeeerisersinnnee, (13) (4.9) — — 1 0.1
Uncertain tax positions® ............ccc.cooeveeeeviererieseeeesreninnee, 20 75 45 4.9 161 236
Impact of foreign Operations™)..........cc...oocveerverereeseeeesesrenns 13 49 51 56 63 9.2
Low income housing tax Credits..........ooovveveniiceceeininennen, (84) (31.2) (85 (9.9 (115) (16.7)
(@1 0= USSR 2 0.7 4 0.4 — —

Total INCOME taX EXPENSE......eerierirreieiereete e $ 71 266% $ 338 371% $ 227 33.3%

@ Represents non-deductible expense relating to certain regulatory matters and non-deductible goodwill related to the branches sold to First Niagarain 2012.
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@ Represents non-deductible goodwill impairment related to our Global Banking and Markets reporting unit in the fourth quarter of 2013.
®  For 2011, relates to release of valuation allowance previously established on foreign tax credits.
@ For 2013 and 2012, mainly relates to tax exempt interest income. For 2011, relates to tax exempt income and tax credits.

®  For 2013 and 2011, relatesto correctionsto current and deferred tax balance sheet accounts and changesin estimates as aresult of filing the federal and state
income tax returns.

©  Reflects changesin state uncertain tax positions which no longer meet the more likely than not requirement for recognition. Specifically, theincreasein 2011
relates to a state court decision that required us to increase our reserves.

) For 2013 and 2012, relates to foreign (U.K.) tax expense for which no foreign tax credits are allowed, and for 2011, primarily relates to the reversal of an
accrued foreign tax expense related to Brazilian withholding taxes.

The components of the net deferred tax position are presented in the following table.

At December 31, 2013 2012
(in millions)
Deferred tax assets:
AlOWaNCE fOr CrEdit [0SSES ..o es $ 250 $ 267
EMployee DENEFIT BCCTUAIS ....o..cuieeiiic e 142 120
ACCIUEH EXPENSES....cviieeeeeetestestestesteseesseseeseseeseesesseesessessessestestessessessessensenseneesseseesessessestesseseessensenes 110 334
Unused tax benefit Carry-fOrwards............oveciiieii e 30 —
BoNd premium amOITiZBEION...........cvieireiri e e 226 143
Future federal tax benefit of state uncertain taX reSEIVES........coveirirrinsersese e 171 161
Interestsin real estate mortgage investment CoNAUILS™ ............o.oovveeereeeeeeeeeseeeeeeeeese e 309 188
L@ 13 1= TSRS 429 463
TOtAl AEfEITEU tAX @SSELS.....vevireeeirieiirirer ettt bbb sttt 1,667 1,676
Lessdeferred tax liabilities:
Fair VUG BOJUSIMENLS. ......ccuieetiieiiriei ettt bbb bbbt 22 10
Unrealized (loss) gain on available-for-sal@ SECUMtIES........ccvvvierereereeeceeecese e (8) 692
MOrtgage SErVICING MONES.......coieieeieciee ettt sre e e s re et st e et e st e esteereesbesreensesneenseenes 96 69
Total deferred tax [1abilItIES..... ..o e e s 110 771
NEL DEFEITEA tAX @SSEL ....vvveveeieerie i ieee sttt e s st st s e aese e sessese e sessesenenenens $ 1557 $ 905

@ Real estate mortgage investment conduits ("REMICs") are investment vehicles that hold commercial and residential mortgages in trust and issue securities
representing an undivided interest in these mortgages. HSBC Bank USA holds portfolios of noneconomic residual interests in a number of REMICs. This
item represents tax basis in such interests which has accumulated as a result of tax rules requiring the recognition of income related to such noneconomic
residuals.

A reconciliation of the beginning and ending amount of unrecognized tax benefits related to uncertain tax positionsis as follows.

2013 2012 2011
(in millions)

BalanCe @l JANUAIY L, .....cueeeeeeeeiee ettt st se e e e e e e e e ens $ 478 $ 416 $ 210
Additions based on tax positions related to the current year...........coccoevereieieieiencnenn 16 86 105
Reductions based on tax positions related to the current year..............ococveeiiciiicininnaes (5) (31) —
Additions for tax PoSItioNS Of PrTOF YEAIS........ccureriririrere e 66 32 145
Reductions for tax positions Of Prior YEarS.........cccerereeeeerieee e (15) (15) (44)
Reductions related to settlements with taxing authorities...........ccccceveveevececececiee, — (10) —
Balance at DECEMDEr 3L, .....c.coviiieeeriesesiese ettt s se e e e e ens $ 540 $ 478 $ 416

The total amount of unrecognized tax benefits that, if recognized, would affect the effective income tax rate was $334 million,
$314 million and $276 million at December 31, 2013, 2012 and 2011, respectively. Included in the unrecognized tax benefits are
some items the recognition of which would not affect the effective tax rate, such asthe tax effect of temporary differences and the
amount of state taxes that would be deductible for U.S. federal purposes. It is reasonably possible that there could be achangein
the amount of our unrecognized tax benefits within the next 12 months due to settlements or statutory expirationsin various state
and local tax jurisdictions.
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Itisour policy to recognize accrued interest related to uncertain tax positionsin interest expense in the consolidated statement of
income(loss) andtorecognizepenalties, if any, related to uncertai ntax positionsasacomponent of other expensesintheconsolidated
statement of income (loss). We had accruals for the payment of interest and penalties associated with uncertain tax positions of
$208 million, $159 million and $130 million at December 31, 2013, 2012 and 2011, respectively. Our accrua for the payment of
interest and penalties associated with uncertain tax positionsincreased by $49 million during 2013 and $29 million during 2012.

HSBC North America Consolidated Income Taxes We areincluded in HSBC North America's consolidated Federal income tax
return and in various combined state income tax returns. As such, we have entered into atax all ocation agreement with the HNAH
Group entitiesincluded in the consolidated returns which govern the current amount of taxes to be paid or received by the various
entities included in the consolidated return filings. As a result, we have looked at the HNAH Group's consolidated deferred tax
assets and various sources of taxableincome, including theimpact of HSBC and HNAH Group tax planning strategies, in reaching
conclusions on recoverability of deferred tax assets. Where aval uation allowance is determined to be necessary at the HSBC North
Americaconsolidated level, such allowance is allocated to the principal subsidiaries within the HNAH Group as described below
in amanner that is systematic, rational and consistent with the broad principles of accounting for income taxes.

The HNAH Group evaluates deferred tax assetsfor recoverability using a consistent approach which considersthe relative impact
of negativeand positive evidence, including historical financia performance, projections of futuretaxableincome, futurereversals
of existing taxable temporary differences, tax planning strategies and any available carryback capacity.

In evaluating the need for avaluation allowance, the HNAH Group estimatesfuture taxabl ei ncome based on management approved
business plans, future capital requirements and ongoing tax planning strategies, including capital support from HSBC necessary
as part of such plans and strategies. This evaluation process involves significant management judgment about assumptions that
are subject to change from period to period.

Market conditions have created losses in the HNAH Group in recent periods and volatility in our pre-tax book income. As a
consequence, our current analysis of the recoverability of the deferred tax assets significantly discounts any future taxable income
expected from continuing operations and relies on continued capital support from our parent, HSBC, including tax planning
strategies implemented in relation to such support. HSBC has indicated it remains fully committed and has the capacity and
willingness to provide capital as needed to the HNAH Group to run operations, maintain sufficient regulatory capital, and fund
certain tax planning strategies.

Only thosetax planning strategiesthat are both prudent and feasi bl e, and which management hasthe ability and intent to implement,
are incorporated into our analysis and assessment. The primary and most significant strategy is HSBC's commitment to reinvest
excess HNAH Group capital to reduce debt funding or otherwise invest in assets to ensure that it is more likely than not that the
deferred tax assets will be utilized.

Currently, it has been determined that the HNAH Group's primary tax planning strategy, in combination with other tax planning
strategies, provides support for the realization of the net deferred tax assets recorded for the HNAH Group. Such determination
is based on HSBC's business forecasts and assessment as to the most efficient and effective deployment of HSBC capital, most
importantly including thelength of time such capital will needtobemaintainedintheU.S. for purposesof thetax planning strategy.

Notwithstanding the above, the HNAH Group has val uation allowances against certain state deferred tax assetsand certain Federal
tax loss carry forwards for which the aforementioned tax planning strategies do not provide appropriate support.

HNAH Group valuation allowances are allocated to the principal subsidiaries. The methodology allocates the val uation allowance
to the principal subsidiaries based primarily on the entity's relative contribution to the growth of the HSBC North America
consolidated deferred tax asset against which the valuation alowance is being recorded. At December 31, 2013, none of these
valuation allowances were recorded at HUSI.

If futureresultsdiffer fromthe HNAH Group'scurrent forecasts or thetax planning strategieswereto change, aval uation allowance
against some or all of the remaining net deferred tax assets may need to be established which could have amaterial adverse effect
on our results of operations, financial condition and capital position. The HNAH Group will continue to update its assumptions
andforecastsof futuretaxableincome, including rel evant tax planning strategies, and assessthe need for suchincremental valuation
allowances.

Absent the capital support from HSBC and implementation of the related tax planning strategies, the HNAH Group, including us,
would be required to record a valuation allowance against the remaining deferred tax assets.

HSBC USA Inc. Income Taxes We recognize deferred tax assets and liabilities for the future tax consequences related to the
differences between the financial statement carrying amounts of existing assets and liabilities and their respective tax bases, and
for tax credits and state net operating losses. Our net deferred tax assets, including deferred tax liabilities, totaled $1,557 million
and $905 million as of December 31, 2013 and 2012, respectively.

Thelnternal Revenue Service ("IRS") concluded its examination of our 2006 through 2009 incometax returnsin thethird quarter
of 2013. The IRS forwarded the Revenue Agents’ Report (“RAR”) to the Joint Committee of Taxation (“JCT”) for approval in the
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fourth quarter of 2013. We expect the RAR to be approved by the JCT in the first half of 2014. The final impact is not expected
to significantly affect our financial statements.

We remain subject to state and |ocal income tax examinationsfor years 2004 and forward. We are currently under audit by various
state and local tax jurisdictions. Uncertain tax positions are reviewed on an ongoing basis and are adjusted in light of changing
facts and circumstances, including progress of tax audits, developmentsin case law and the closing of statute of limitations. Such
adjustments are reflected in the tax provision.

At December 31, 2013, for Federal tax purposes we had foreign tax credits of $18 million which expire as follows. $6 millionin
2018; $8 million in 2019; and $4 million in 2020 and we had general business credits of $12 million which expire in 2029.

At December 31, 2013, we had net operating losses carryforwards of $23 million for state tax purposes which expire as follows:
$1 million in 2019 - 2023, $16 million in 2024 - 2028, and $6 million in 2029 and forward.

183



HSBC USA Inc.

18. Preferred Stock

The following table presents information related to the issues of HSBC USA preferred stock outstanding.

Shares Dividend Amount
Outstanding Rate Outstanding
At December 31, 2013 2013 2013 2012

(dollars are in millions)

Floating Rate Non-Cumulative Preferred Stock, Series F ($25 stated
V10 IO 20,700,000 3549% $ 517 $ 517

14,950,000 Depositary Shares each representing a one-fortieth interest in
ashare of Floating Rate Non-Cumulative Preferred Stock, Series G
(1,000 StAEA VAIUE) .....cvieeieeeeeeeee sttt sttt 373,750 4.056 374 374

14,950,000 Depositary Shares each representing a one-fortieth interest in
a share of 6.50% Non-Cumulative Preferred Stock, SeriesH
(52,000 SLAEA VAIUE) .....eeveveeeeereeeeesereeteee s sesessesesesessesesesessesens 373,750 6.500 374 374

6,000,000 Depositary shares each representing a one-fourth interest in a
share of Adjustable Rate Cumulative Preferred Stock, Series D
(PLO0 SEAEA VAIUE) ...ttt et 1,500,000 4.500 150 150

$2.8575 Cumulative Preferred Stock ($50 stated Valug).............vveeverereeennes 3,000,000 5.715 150 150
3 1565 $ 1565

Dividends on the Floating Rate Non-Cumulative Series F Preferred Stock are non-cumulative and will be payable when and if
declared by our Board of Directors quarterly on the first calendar day of January, April, July and October of each year. Dividends
on the stated value per share are payable for each dividend period at arate equal to afloating rate per annum of .75% above three
month LIBOR, but in no event will the rate be less than 3.5% per annum. The Series F Preferred Stock may be redeemed at our
option, inwholeor in part, on or after April 7, 2010 at aredemption price equal to $25 per share, plus accrued and unpaid dividends
for the then-current dividend period.

Dividends on the Floating Rate Non-Cumulative Series G Preferred Stock are non-cumulative and will be payable when and if
declared by our Board of Directors quarterly on the first calendar day of January, April, July and October of each year. Dividends
on the stated value per share are payable for each dividend period at arate equal to afloating rate per annum of .75% above three
month LIBOR, but in no event will the rate be less than 4% per annum. The Series G Preferred Stock may be redeemed at our
option, in whole or in part, on or after January 1, 2011 at a redemption price equal to $1,000 per share, plus accrued and unpaid
dividends for the then-current dividend period.

Dividends on the 6.50% Non-Cumulative Series H Preferred Stock are non-cumulative and will be payable when and if declared
by our Board of Directors quarterly on the first calendar day of January, April, July and October of each year at the stated rate of
6.50%. The Series H Preferred Stock may be redeemed at our option, in whole or in part, on or after July 1, 2011 at $1,000 per
share, plus accrued and unpaid dividends for the then-current dividend period.

The Adjustable Rate Cumulative Preferred Stock, Series D is redeemable, as awhole or in part, at our option at $100 per share
(or $25 per depositary share), plus accrued and unpaid dividends. The dividend rate is determined quarterly, by reference to a
formula based on certain benchmark market interest rates, but will not be less than 4.5% or more than 10.5% per annum for any
applicable dividend period.

The $2.8575 Cumulative Preferred Stock may be redeemed at our option, in whole or in part, on or after October 1, 2007 at $50
per share, plus accrued and unpaid dividends. Dividends are paid quarterly.
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19.  Accumulated Other Comprehensive Income

Accumulated other comprehensive income includes certain items that are reported directly within a separate component of
shareholders' equity. The following table presents changes in accumulated other comprehensive income balances.

Year Ended December 31, 2013 2012 2011
(in millions)

Unrealized gains (losses) on securities available-for-sale:
Balance at beginning Of PEITOU. ........c.uv ittt ettt ettt $ 992 $ 8383 $ 97
Other comprehensive income (loss) for period:
Net unrealized gains (losses) arising during period, net of tax of $(617) million, $136 million and $605 million,

FESPECHIVELY ...ttt bbbttt (897) 194 862
Reclassification adjustment for gains realized in net income (loss), net of tax of $(80) million, $(60) million and
$(53) MllION, TESPECHVEIY™ ...ttt (113) (85) (76)
Tota other comprehensive iNCOMe (10SS) fOF PEMTOM. ........corueiririeiiirieiee et (1,010) 109 786
Balance at end Of PEMIOU. ..ot (18) 992 883
Unrealized gains (losses) on other-than-temporarily impaired debt securities available-for-sale:
Balance at beginning Of PEITOU. ........c.cc ittt ettt ettt ettt — — )
Other comprehensive iNCOME fOr PEITOM: ........c.curtiuiuiieieieieieiet ettt bbbttt ettt es
Reclassification adjustment for losses realized in net income (loss), net of tax of $1 million in 2011 .........cc.......... — —
Tota other comprehensive iNCOMe (10SS) fOr PEMTOM. ........courueuiiirieiiireeieere ettt — —
Balance at end of period — — —
Unrealized losses on other-than-temporarily impaired debt securities held-to-maturity:
Balance at beginning Of PEITOU.........c.cou ittt ettt ettt ettt bttt — — (153)
Adjustment to add other-than-temporary impairment due to the consolidation of a VIE, net of tax of $(47) million.... (67) — —

Other comprehensive income for period:

Reclassific;dti on adjustment related to the accretion of unrealized other-than-temporary impairment, net of tax of
BAMITION' .ot et b et b b st e bbb et AR e R £ e b e R e e e bR e b et b b et et be Rt et ne e tan 7 — —

Net unrealized other-than-temporary impairment arising during period .. _ _ 11
Adjustment to reverse other-than-temporary impairment due to deconsolidation of VIE...........cccccveienneerenneienennes — — 142
Total other comprehensive iINCOME FOr PEITOU. ..ottt ettt 7 — 153
Balance at €nd Of PEMOU. ..ot e (60) — —
Unrealized gains (losses) on derivatives designated as cash flow hedges:
Balance at beginning Of PEIIOQ. ..o (201) (229) (87)
Other comprehensive income (loss) for period:
Net gains (losses) arising during period, net of tax of $78 million, $10 million and $(115) million, respectively ......
112 18 (150)
Reclassification adjustment for losses realized in net income (l0ss), net of tax of $4 million, $7 million and $5
NETTON, FESPECHVEIY® ......ooooeeeeee s ss st ss s s nssssess e s es s ens s s sennsnen 6 10 8
Total other comprehensive inCoMe fOr PEIOM..........c..cuiuiicice e 118 28 (142)
Balance at end Of PEMIOU............coiiiiii et (83) (201) (229)
Pension and postretirement benefit liability:
Balance at beginning Of PEIOQ............ocueieiciei i (6) (12) 9
Other comprehensive income for period:
Change in unfunded pension postretirement liability, net of tax of $5 million, $4 million and $(5) million,
TESPECHIVENY ..o bbb bbbt 8 4 (%)
Reclassification adjustment of prior service costs and transition obligations in net income (loss), net of tax of less
than $1 million, $1 million and $2 million, reSpECtiVElY™ ............ccoorvveeeeceeeeceeeeese s _ 2 2
Total other comprehensive inCoMe fOr PEIOM.............cucviicice e e 8 6 3
Balance at end Of PEMIOU............coiiiiiic et 2 (6) (12)
Total accumulated other comprehensive income at end 0f PEriOd..........cccciiiiiiieieeeee e $ (159) $ 785 $ 642

@ Amount reclassified to net income (loss) isincluded in other securities gains, net in our consolidated statement of income (l0ss).

@ Amount reclassified to net income (loss) isincluded in interest income in our consolidated statement of income (loss).

®  Amount reclassified to net income (loss) is included in interest income (expense) in our consolidated statement of income (l0ss).

@ Amount reclassified to net income (loss) isincluded in salaries and employee benefits in our consolidated statement of income (l0ss).
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20. Share-Based Plans

Employee Stock Purchase Plans The HSBC Holdings Savings-Related Share Option Plan ("HSBC Sharesave Plan") allowed
eligible employees to enter into savings contracts of one, three or five year lengths, with the ability to decide at the end of the
contract term to either use their accumulated savings to purchase HSBC ordinary shares at a discounted option price or have the
savings plus any interest repaid in cash. Compensation expense related to grants under the HSBC Sharesave Plan was less than
$3 million in 2013, 2012 and 2011, respectively. The HSBC Shareshave Plan was not offered to employees during the 2013
enrollment period and therefore, there were no options granted under the plan during the year.

The following table presents information for the HSBC Sharesave Plan.

At December 31, 2012 2011
(dollars are in millions)

Sharesave (5 year vesting period):

Total OPtIONS GraNEU. ... ..ottt r e b e e eb e s ebe e 107,000 59,000
Fair value per OptioNn granted ...t st $ 161 $ 222
Significant assumptions used to calculate fair value:
RiSK frEE INTEIESE FBLE......c.evereeieerereee e 0.92% 2.17%
EXPECEA [IfE (YEAIS) .ttt et st e 5 5
EXPECLE VOIGLHTITY ...c.ecveeeeeee ettt st st s 25% 25%
Sharesave (3 year vesting period):
TOtal OPLIONS GranNted.......c.eiveiiiieiirie ettt ettt seebe e 430,000 209,000
Fair value per Option granted ..........coccieereieriesieeees e e $ 163 $ 2.08
Significant assumptions used to calculate fair value:
RISK frE8 INTEIESE FALE.......c.e ettt s b e eb e 0.45% 1.19%
(oL t= o I LY (Y= ) 3 3
EXPECLE VOIBLHTITY ...ttt s 25% 25%
Sharesave (1 year vesting period):
Total OPtIONS GraNEU.......c.eieeeiieeiiieeer ettt r e b e e ebeseene e 153,000 173,000
Fair value per OptioNn granted ...t $ 13 3 1.62
Significant assumptions used to calculate fair value:
RiSK frEE INTEIESE FBLE......cvcvcreeeesrereee st .23% .25%
EXPECLEA [IfE (YEAIS) .ttt bbb st 1 1
EXPECLE VOIGLHTITY ...c.ecveeeeeee ettt st st s 25% 25%

Restricted Share Plans Key employees have been provided awards in the form of restricted share rights ("RSRS"), restricted
shares ("RSs") and restricted share units ("RSUs") under the HSBC Group Share Plan. These shares have been granted subject to
either time-based vesting or performance based-vesting, typically over threeto five years. Currently, share-based awards granted
to U.S. employees are granted in the form of RSUs. Annual awards to employeesin 2013, 2012 and 2011 are generally subject to
three-year time-based graded vesting. Also during 2011, we made a one-time grant of performance-based awards that are subject
to performance-based vesting periods ranging from 12 to 30 months. We also issue a small number of off-cycle grants each year,
primarily for reasons related to recruitment of new employees. Compensation expense for these restricted share plans totaled $34
millionin 2013, $34 millionin 2012 and $54 millionin 2011. Asof December 31, 2013, future compensation cost related to grants
which have not yet fully vested is approximately $14 million. This amount is expected to be recognized over aweighted-average
period of lessthan one year.
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21. Pension and Other Postretirement Benefits

Defined Benefit Pension Plans Effective January 1, 2005, our previously separate qualified defined benefit pension plan was
combined with that of HSBC Financeinto asingle HSBC North Americaqualified defined benefit pension plan (either the"HSBC
North America Pension Plan" or the "Plan") which facilitates the development of a unified employee benefit policy and unified
empl oyee benefit plan administration for HSBC companies operating inthe U.S. Thefollowing tablereflectsthe portion of pension
expense and its related components of the HSBC North America Pension Plan which has been allocated to us and is recorded in
our consolidated statement of income (l0ss).

Year Ended December 31, 2013 2012 2011
(in millions)

Service cost — benefits earned during the period...........cceveeievevesiece s $ 4 3% 15 $ 14
Interest cost on projected benefit obligation ..o 71 67 74
EXPECtEd FEtUIN ON @SSELS ......cocuiviiicit it (83) (91) (81)
Amortization of prior service Cost (DENEFIL) .......cocvveririiiiii e — (5) (6)
RECOGNIZEA [OSSES.... vt sttt ae st sr e e e e e e e e e enenneens 49 46 38
Curtailment benefit reCOgNIZEd ...........c.ooueiueeeeeeeeeeeeeeee et eaeas — (3D —
S S0 1= 1S $ 41 $ 1 % 39

Pension expense in 2012 reflects the recognition of a curtailment benefit associated with the decision in 2012 to cease all future
contributions under the Cash Balance formula and freeze the Plan effective January 1, 2013. While participants with existing
balances continue to receive interest credits until the account is distributed, they no longer accrue benefits beginning in 2013.
Excluding the impact of the curtailment benefit from the prior year, pension expense remained higher in 2013 largely dueto lower
expected returns on plan assets driven by alower return assumption due to asset mix.

During December 2011, an amendment was madeto the Plan effective January 1, 2011 to amend the benefit formul g, thusincreasing
the benefits associated with services provided by certain employees in past periods. The financial impact is being amortized to
pension expense over the remaining life expectancy of the participants. Asaresult of the decision to cease all future contributions
under the Cash Balance formulaand freeze the Plan effective January 1, 2013, the remaining unamortized prior service credit was
recognized during 2012.

The assumptions used in determining pension expense of the HSBC North America Pension Plan are as follows:

2013 2012 2011
DISCOUNL FBLE. ...ttt sttt sttt et et a et be b e be b b e b seese e e e e e e et eneeneene 3.95% 4.60% 5.30%
Salary INCrease aSSUMPLION. ........oireirieirieiree ettt sb e sne s * 2.75 2.75
Expected long-term rate of return on Plan aSSetS........coeveeeecene s 6.00 7.00 7.25

* As the result of decision to cease all future contributions under the cash balance formula and to freeze the plan effective January 1, 2013, a slary increase
assumption no longer applies to the Plan.

Long-term historical rates of return in conjunction with our current outlook of return rates over the term of the pension obligation
are considered in determining an appropriate long-term rate of return on Plan assets. In this regard, a "best estimate range” of
expected rates of return on Plan assetsis established by our actuaries based on a portfolio of passive investments considering asset
mix upon which adistribution of compound average returns for such portfolio is calculated over a20 year horizon. This approach,
however, ignores the characteristics and performance of the specific investments the pension plan isinvested in, their historical
returns and their performance against industry benchmarks. In evaluating the range of potential outcomes, a"best estimate range”
is established between the 25th and 75th percentile. In addition to this analysis, we al so seek the input of the firm which provides
us pension advisory services. Thisfirm performs an analysis similar to that done by our actuaries, but instead usesreal investment
types and considers historical fund manager performance. In thisregard, we also focus on the range of possible outcomes between
the 25th and 75th percentile, with a focus on the 50th percentile. The combination of these analyses creates a range of potential
long-term rate of return assumptions from which we determine an appropriate rate. Given the Plan’s current all ocation of equity
and fixed income securities and using investment return assumptions which are based on long term historical data, the long term
expected return for plan assets is reasonable.

Investment strategy for Plan Assets The primary objective of the HSBC North America Pension Plan is to provide eligible
employeeswith regular pension benefits. Since the Plan isgoverned by the Employee Retirement Security Act of 1974 ("ERISA"),
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ERISA regul ations serve asgui dancefor themanagement of plan assets. Inthisregard, an Investment Committee (the" Committee")
for the Plan has been established and its members have been appointed by the Chief Executive Officer as authorized by the Board
of Directors of HSBC North America. The Committeeis responsible for establishing the funding policy and investment objectives
supporting the Plan including allocating the assets of the Plan, monitoring the diversification of the Plan’s investments and
investment performance, assuring the Plan does not violate any provisions of ERISA and the appointment, removal and monitoring
of investment advisers and the trustee. Consistent with prudent standards for preservation of capital and maintenance of liquidity,
the goal of the Plan isto earn the highest possible total rate of return consistent with the Plan’s tolerance for risk as periodically
determined by the Committee. A key factor shaping the Committee’s attitude towards risk is the generally long term nature of the
underlying benefit obligations. The asset allocation decision reflects this long term horizon as well as the ability and willingness
to accept some short-term variability in the performance of the portfolio in exchange for the expectation of competitive long-term
investment results for its participants.

The Plan’sinvestment committee utilizes a proactive approach to managing the Plan’s overall investment strategy. During the past
year, thisresulted in the Committee conducting four quarterly meetingsincluding two strategic reviews and two in-depth manager
performance reviews with the final meeting for 2013 being held in January 2014. These quarterly meetings are supplemented by
the pension investment staff tracking actual investment manager performance versus the relevant benchmark and absolute return
expectationson amonthly basis. The pensioninvestment staff al so monitorsadherencetoindividual investment manager guidelines
viaa quarterly compliance certification process. A sub-committee consisting of the pension investment staff and three members
of the investment committee are delegated responsibility for conducting in-depth reviews of managers performing below
expectation. This sub-committee al so provides replacement recommendations to the Committee when manager performance fails
to meet expectationsfor an extended period. In 2011, the Committee shifted the Plan'starget asset all ocation to 40 percent equities,
59 percent fixed income securities and 1 percent cash and maintained this mix through 2013. Should interest ratesrise faster than
currently anticipated by the Committee, a further shift to a higher percentage of fixed income securities may be made.

In order to achieve the return objectives of the Plan, investment diversification is employed to ensure that adverse results from
one security or security class will not have an unduly detrimental effect on the entire portfolio. Diversification is interpreted to
include diversification by type, characteristic, and number of investments as well asinvestment style of investment managers and
number of investment managersfor aparticular investment style. Equity securitiesareinvestedinlarge, mid and small capitalization
domestic stocksaswell aslarge and small capitalization international, global and emerging market stocks. Fixed income securities
areinvested in U.S. Treasuries (including Treasury Inflation Protected Securities), agencies, corporate bonds, and mortgage and
other asset backed securities. Without sacrificing returns or increasing risk, the Committee prefers alimited number of investment
manager relationships which improves efficiency of administration while providing economies of scale with respect to fees.

An investment consultant is used to provide investment consulting services such as recommendations on the type of funds to be
utilized, appropriate fund managers, and the monitoring of the performance of those fund managers. Plan performanceis measured
against absolute and relative return objectives. Results are reviewed from both a short-term (less than 1 year) and intermediate
term (three to five year i.e. afull market cycle) perspective. Separate account fund managers are prohibited from investing in all
HSBC Securities, restricted stock (except Rule 144(a) securities which are not prohibited investments), short-sale contracts, non-
financial commodities, investmentsin privatecompanies, leveraged investmentsand any futuresor options (unlessused for hedging
purposes and approved by the Committee). Commingled account and limited partnership fund managers however are allowed to
invest in the preceding to the extent allowed in each of their offering memoranda. As a result of the current low interest rate
environment and expectation that interest rates will rise in the future, the Committee mandated the suspension of its previously
approved interest rate hedging strategy in June 2009. Outside of the approved interest rate hedging strategy, the use of derivative
strategies by investment managers must be explicitly authorized by the Committee. Such derivatives may be used only to hedge
an account’s investment risk or to replicate an investment that would otherwise be made directly in the cash market.

The Committee expects total investment performance to exceed the following long-term performance objectives:
* Along-term return of 6.00 percent;

e Prior to January 10, 2014, a passive, blended index comprised of 9.5 percent S& P 500, 3 percent Russell 2000, 8 percent
EAFE, 3 percent S& P Dev ex-US Small Cap, 11 percent MSCI AC World Free Index, 6 percent MSCI Emerging Markets,
51 percent Barclays Long Gov/Credit, 8 percent Barclays Treasury Inflation Protected Securities and 1 percent 90-day T-
Bills;

e From January 10, 2014, a passive, blended index comprised of 9.5 percent S& P 500, 3 percent Russell 2000, 8 percent
EAFE, 3 percent S& PDev ex-US Small Cap, 11 percent MSCI AC World. 5.5 percent M SCI Emerging Markets, 59 percent
Barclays Long Gov/Credit and 1 percent 90-day T-Bills; and

e Above median performance of peer corporate pension plans.
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HSBC North America's overall investment strategy for Plan assets is to achieve a mix of at least 95 percent of investments for
long-term growth and up to 5 percent for near-term benefit payments with a wide diversification of asset types, fund strategies,
and fund managers. The target sector allocations of Plan assets at December 31, 2013 are as follows:

Percentage of
Plan Assets at

December 31,
2013
Domestic Large/Mid-Cap EQUILY .....cceieiiiiieieieeeeeeee ettt sttt ettt be et e ae b b sbe st e sbeseeseenean 9.9%
DOmMESLIC SMall CaP EQUITY......cuereeeirieiiieeeeee ettt bbbt b et bbb ens 3.3
International Large Cap EQUITY........cooiiiiii ittt sttt st e et ae bt aesbesbesbeseesbenbeseens 8.1
International SMall Cap EQUITY .......ocoreirieiieeieerieere ettt ettt b et b e st eb e st s be e b neene s 3.2
(€10l o = I o U ] OSSOSO PORT 114
EMErging MarKEL EQUITY .....c.ooveuiiieiiiiiieerie ettt ettt b bbb bbbt bbbt be s ens 5.4
FiXEO INCOME SECUIMTIES .....evieetieceere ettt b b e bt e b e st e st e et s e b n e 58.7
Cash OF Cash EQUIVEIENTS .......c.ciuiiieiitieiesietese ettt et b et bbbt b bbbttt b et bt et —
TOMBL oo ~ 100.0%

Plan Assets A reconciliation of beginning and ending balances of the fair value of net assets associated with the HSBC North
America Pension Plan is shown below.

Year Ended December 31, 2013 2012

(in millions)
Fair value of net Plan assets at beginning Of YEar ........cccceiericcicceecs e $ 3485 $ 3,130
Cash contributions by HSBC NOrth AMENICaL........cccoeiiiiiiiere et e 131 181
ACLUAL FEIUMN ON PlEN BSSELS ...ttt sttt sttt b et b e b e st b e st se et saebeneene e (8) 383
27 1= T ES o= T o TR (173) (209)
Fair value of net Plan assetS at N0 Of YEAI ......c.cciiuiciciecceee ettt bbb nns $ 3435 $ 3485

Thefair value of Plan assets decreased approximately 1.4 percent compared with December 31, 2012 due primarily to significantly
increasing Treasury yields which negatively impacted fixed income assets and swaps during 2013, partially offset by an
improvement in equities and a $131 million cash contribution to the Plan.

The Pension Protection Act of 2006 requires companies to meet certain pension funding requirements. As aresult, during 2009,
the Committee revised the Pension Funding Policy to better reflect current marketplace conditions and ensure the Plan’s ability
to continue to make lump sum paymentsto retiring participants. Until the Plan isfully funded, the revised Pension Funding Policy
requires HSBC North Americato annually contribute the greater of:

e The minimum contribution required under ERISA guidelines;

» Anamount necessary to ensure the adjusted funding target attainment percentage for the Plan Year is equal to or greater
than 90 percent; or

»  Pension expense for the year as determined under current accounting guidance.

Because the Plan was frozen effective January 1, 2013 and Plan participants no longer accrue benefits, the actuarial present value
of benefitsis $3.1 hillion.

Asaresult, during 2013 HSBC North America made a contribution to the Plan of $131 million. Additional contributions during
2014 are anticipated.

Accounting principles related to fair value measurements provide a framework for measuring fair value and focuses on an exit
priceinthe principal (or alternatively, the most advantageous) market accessible in an orderly transaction between willing market
participants (the "Fair Value Framework"). The Fair Value Framework establishes athree-tiered fair value hierarchy with Level 1
representing quoted prices (unadjusted) in active marketsfor identical assetsor liabilities. Fair valuesdetermined by Level 2inputs
are inputs that are observable for the identical asset or liability, either directly or indirectly. Level 2 inputs include quoted prices
for similar assetsor liabilitiesin active markets, quoted pricesfor identical or similar assetsor liabilitiesin marketsthat areinactive,
and inputs other than quoted prices that are observable for the asset or liability, such as interest rates and yield curves that are
observable at commonly quoted intervals. Level 3 inputs are unobservable inputs for the asset or liability and include situations
where there is little, if any, market activity for the asset or liability. Transfers between leveling categories are recognized at the
end of each reporting period. The following table presents the fair values associated with the major categories of Plan assets and
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indicates the fair value hierarchy of the valuation techniques utilized to determine such fair values as of December 31, 2013 and
2012.

Fair Value Measurement at December 31, 2013

Total (Level 1) (Level 2) (Level 3)
(in millions)

Investments at Fair Value:

Cash and short terM INVESIMENTS .........coiceieiiiie e $ 106 $ 106 $ — 3% —
Equity Securities
U.S. LAGECAP™ ..ot en e 303 303 — —
U.S. SMAl-CADP ..o eee e eee e sese s 104 104 — —
International Large-Cap™ ........o.ooeoieoeeeeeeeeeeeeeeeseesseesseeseeeseseeesseseee 310 28 282 —
GlODEL ...ttt e 387 65 322 —
EMerging Market ..........cooieicieieececece et 206 — 206 —
U.S. TTEASUIY ...ttt 716 716 — —
U.S. Government agency issued or guaranteed ..........ccoeveeeeveeveeveeieeseeinens 83 9 74 —
Obligations of U.S. states and political subdivisions...........ccceveercereienns 70 — 70 —
AsSat-backed SECUNTIES. ..o 31 — 11 20
U.S. corporate debt SECUMtIES™ ...........oooeeeeeoeeeeeeeeeeeeeeeee s seeee 827 — 827 —
Foreign debt SECUMTIES.......ccie e 279 — 268 11
Other INVESIMENLS .......vecveieciececte ettt be e e e 114 — 114 —
ACCIUEH INEEIESE ...ttt e 23 6 17 —
TOtAl INVESIMENTS ...ttt 3,559 1,337 2,191 31
Receivables:
Receivables from sale of investmentsin process of settlement................... 106 106 — —
Derivative finanCial 8SSELS ........coovverirererenee e 5 — 5 —
Total rECAVADIES........oveee e e 111 106 5 —
TOLAI ASSEES.....eeveeeeieeeicse ettt s et ae s s neneenas 3,670 1,443 2,196 31
Derivative financial liabilities.........ccccovivreeriviceec e (137) (13) (124) —
Other [1@DilItIES......cueeiiieeceeec e (98) (98) — —
TOtal Liabilities.......cvceieeeeeiesis e (235) (111) (124) —
TOtAl NET ASSEES.....ccvcveeiicieteie ettt s ne s $ 3435 $ 1332 $ 2072 $ 31
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Fair Value Measurement at December 31, 2012

Total (Level 1) (Level 2) (Level 3)
(in millions)

Investments at Fair Value:

Cash and short term iNVESIMENES........ceeiieeieeeeiee e $ 74 $ 74 $ — $ —
Equity Securities
U.S. LaGE-Cap™ ...t 378 374 4 —
U.S. SMAl-CAPP.....ooeeeeeeeeee e 109 109 — —
International Large-Cap®...........oooiuoeeieeeeeeeeeeeeeeeeeeeeeseesese s 401 150 251 —
GlODAL ... 189 53 136 —
EMErging Market........ccooveeeiriiiecese et 207 — 207 —
U.S. TTEASUIY ...ttt sttt e 829 829 — —
U.S. Government agency issued or guaranteed..........coceevevveverennsenennens 82 7 75 —
Obligations of U.S. states and political subdivisions..........c.ccccveereerienens 70 — 70 —
ASSEE-DaCKE SECUMTIES ..o e 44 — 1 43
U.S. corporate debt SECUMtIES™.............ooviveeeeeeeeeeeeeeeee e 754 — 752 2
Corporate StoCKS — Preferred ........vvvveeeie e 4 4 — —
Foreign debt SECUNMTIES ..c..oivi e 211 4 186 21
Other INVESEMENES......ccoviieeiereetereeereeterie ettt be s b s b s seenens 103 — 103 —
ACCIUEH INTEIESE... .ottt 20 6 14 —
TOtAl INVESIMENTS ..ot 3,475 1,610 1,799 66
Receivables:
Receivables from sale of investmentsin process of settlement ................. 89 89 — —
Derivative financial 8SSELS.........ccoeiirerieriereeeeeeeeeeee e 7 — 7 —
TOtal rECAIVADIES......ce et 926 89 7 —
TOLAl ASSEES......ecueeiiiietei ettt sttt se e b e e 3,571 1,699 1,806 66
LI@DIHTIES ... (86) (86) — —
TOtAl NET ASSEES.....ecviieieiecteecte ettt s ee e sbe e saeenesaean $ 348 $ 1613 $ 1806 $ 66

@ Thiscategory comprises actively managed enhanced index investmentsthat track the S& P500 and actively managed U.S. investments that track the Russell
1000.

@ This category comprises actively managed U.S. investments that track the Russell 2000.

®  Thiscategory comprises actively managed equity investmentsin non-U.S. and Canada devel oped marketsthat generally track the M SCI EAFE index. MSCI
EAFE isan equity market index of 21 devel oped market countriesin Europe, Australia, Asiaand the Far Eastincluding Australia, Austria, Belgium, Denmark,
Finland, France, Germany, Hong Kong, Ireland, I srael, Italy, Japan, the Netherlands, New Zealand, Norway, Portugal, Singapore, Spain, Sweden, Switzerland,
and the United Kingdom.

@ This category represents predominantly investment grade bonds of U.S. issuers from diverse industries.

The following table provides additional detail regarding the rating of our U.S. corporate debt securities at December 31, 2013:

Level 2 Level 3 Total
(in millions)
AAALOAAD ettt et n e e eeeer e $ 104 $ — 3 104
A0 A ettt e et e e n e reenens 299 — 299
BBB+ 10 UNFAEAM. ... e eee s e s s e e s e e en s esesesesneenanes 424 — 424
TOLAL ettt s ettt e e s et et e e e e e e ne et et et e e s eneeteteeeeneneseetereesenennana $ 827 $ — % 827

@ We obtain ratings on U.S. corporate debt securities from both Moody's Investor Services and Standard and Poor’s Corporation. In the event the ratings
obtained from these agencies differ, the lower of the two ratingsis utilized.
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Significant Transfers Into/Out of Levels 1 and 2 for Plan Assets Therewere no significant transfersbetween Levels 1 and 2 during

2013.

Information on Level 3 Assets and Liabilities The following table summarizes additional information about changes in the fair
value of Level 3 assets during 2013 and 2012.

Total Gains and

(Losses) Included in Current
Period
Other Transfers  Transfers Unrealized
Jan 1, Comp. Into Out of Dec. 31, Gains
2013 Income Income Purchases  Settlement Level 3 Level 3 2013 (Losses)
(in millions)
Asset-backed securities............ 43 — (1) — (21) — (1) 20 4
U.S. corporate debt securities .. 2 — — — 2 — — — _
Foreign debt securities............. 21 — — 5 (10) — (5) 11 —
Total 8SSEtS.....oovvvvveeeeeesr $66 $ — $ (1) $ 5 $ (33 % — $ (6)$ 31 $ 4
Total Gains and
(Losses) Included in Current
Period
Other Transfers  Transfers Unrealized
Jan 1, Comp. Into Out of Dec. 31, Gains
2012 Income Income Purchases  Settlement Level 3 Level 3 2012 (Losses)
(in millions)
Obligations of U.S. states and
political subdivisions............ $ 8% —3%$ — % — % @ms$s — 3 7oH%$ — 3 —
Asset-backed securities............ 36 — 3 9 (5) — — 43 4
U.S. corporate debt securities.. $ — $ — $ — $ 2 % — % — % — % 2 3 —
Foreign debt securities............. 8 — 2 17 — — 2 21 1
Total asSetS...ccveeveerererieens $52 $ — $ 1 % 28 $ ®6 $ — $ 9 $ 66 $ 5

Valuation techniques for Plan Assets Following isadescription of valuation methodol ogies used for significant categories of Plan
assets recorded at fair value.

Securities: Fair value of securitiesisgenerally determined by athird party valuation source. The pricing services generally source
fair value measurements from quoted market prices and if not available, the security is valued based on quotes from similar
securities using broker quotes and other information obtained from dealers and market participants. For securities which do not
tradein active markets, such asfixed income securities, the pricing servicesgeneraly utilize various pricing applications, including
models, to measure fair value. The pricing applications are based on market convention and use inputsthat are derived principally
fromor corroborated by observablemarket databy correlation or other means. Thefollowing summarizestheval uation methodol ogy
used for the major security types of our pension plan assets:

Equity securities— Since most of our securities are transacted in active markets, fair value measurements are determined
based on quoted prices for the identical security. Equity securities and derivative contracts that are non-exchange traded
are primarily investments in common stock funds. The funds permit investors to redeem the ownership interests back to
theissuer at end-of-day for the net asset value ("NAV") per share and there are no significant redemption restrictions. Thus
the end-of-day NAV is considered observable.

U.S. Treasury, U.S. government agency issued or guaranteed and Obligations of U.S. States and political subdivisions—
As these securities transact in an active market, the pricing services source fair value measurements from quoted prices
for theidentical security or quoted pricesfor similar securitieswith adjustments as necessary made using observableinputs
which are market corroborated.

U.S. government sponsored enterprises — For certain government sponsored mortgage-backed securities which transact in
an active market, the pricing services sourcefair value measurementsfrom quoted pricesfor theidentical security or quoted
prices for similar securities with adjustments as necessary made using observable inputs which are market corroborated.
For government sponsored mortgage-backed securities which do not transact in an active market, fair value is determined
using discounted cash flow modelsand inputsrel ated to interest rates, prepayment speeds, 1oss curves and market discount
rates that would be required by investors in the current market given the specific characteristics and inherent credit risk of
the underlying collateral.

192



HSBC USA Inc.

e Assat-backed securities— Fair value is determined using discounted cash flow models and inputs related to interest rates,
prepayment speeds, 1oss curves and market discount rates that would be required by investorsin the current market given
the specific characteristics and inherent credit risk of the underlying collateral.

* U.S. corporate and foreign debt securities — For non-callable corporate securities, a credit spread scaleis created for each
issuer. These spreads are then added to the equivalent maturity U.S. Treasury yield to determine current pricing. Credit
spreads are obtained from the new issue market, secondary trading levels and dealer quotes. For securities with early
redemption features, an option adjusted spread ("OAS") model is incorporated to adjust the spreads determined above.
Additionally, thepricing serviceswill survey thebroker/dealer community to obtai nrel evant trade dataincluding benchmark
guotes and updated spreads.

e Corporate stocks — preferred — In general, fair value for preferred securities is calculated using an appropriate spread over
a comparable U.S. Treasury security for each issue. These spreads represent the additional yield required to account for
risk including credit, refunding and liquidity. Theinputs are derived principally from or corroborated by observable market
data

» Derivatives— Derivatives are recorded at fair value. Derivatives traded on an exchange are valued using quoted prices.
OTC derivatives, which comprise a mgjority of derivative contract positions, are valued using valuation techniques. The
fair value for the majority of our derivative instruments are determined based on internally devel oped modelsthat utilize
independently-sourced market parameters, including interest rate yield curves, option volatilities, and currency rates. For
complex or long-dated derivative products where market datais not available, fair value may be affected by the choice of
valuation model and the underlying assumptions about, among other things, the timing of cash flows and credit spreads.
The fair values of certain structured derivative products are sensitive to unobservable inputs such as default correlations
and volatilities. These estimates are susceptible to significant change in future periods as market conditions change.

Projected benefit obligation A reconciliation of beginning and ending balances of the projected benefit obligation of the defined
benefit pension plan is shown below and reflects the projected benefit obligation of the merged HSBC North American plan.

2013 2012
(in millions)

Projected benefit obligation at beginning Of YEar ... $ 43714 $ 3923
S Yo o= S 11 39
ITIEEIESE COSE ...ttt ettt b bbbt e e et et e e e he e b e e ae e Rt eb e e b e s bt eb e e b e sbese et e ee e e e ene e e enenneas 176 168
ACEUATAl IOSSES (QAINS) vuvevereerereeterieiesiesesiesesteestesestesesteseetesesseseeteseesessesesaasessesessesessesentessnsesensesensessnsessns (496) 453
BENEFITS PAIM ...ttt bbbttt b (173) (209)
Projected benefit obligation at €nd Of YEAI ........cccvoveveuiieieccececeeeeee ettt $ 3892 $ 4374

The accumulated benefit obligation for the HSBC North America Pension Plan was $3.9 billion and $4.4 billion at December 31,
2013 and 2012, respectively. Asthe projected benefit obligation and the accumul ated benefit obligation relate to the HSBC North
America Pension Plan, only a portion of this deficit should be considered our responsibility.

The assumptions used in determining the projected benefit obligation of the HSBC North America Pension Plan at December 31
are asfollows:

2013 2012 2011
(DS o010 | = = SRS 4.80% 3.95% 4.60%
Salary INCrease aSSUMPLION........ccvieieerererieseeeeeeseeeesese s e sresresse e s e seesresenseseeneesensesneesens * 2.75 2.75

* As the result of decision to cease all future contributions under the cash balance formula and to freeze the plan effective January 1, 2013, a salary increase
assumption no longer appliesto the Plan.
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Estimated future benefit payments for the HSBC North America Pension Plan are as follows:

HSBC
North America
(in millions)
12 PO TP OPP RPN $ 179
2201 PO STR 182
10 G TSSOSO PR VR UR PRI 185
1A PO U U U RO PTPRUPPR 188
2201 PSSR 190
2019-2022 ...ttt etttk h bt h e h e R R R e £ oA e e e R £ oA EeRE R e eR e R e SR e SR e ARe SR £ R e ReeE e R e RE e e e ReeRe Rt e Rt b e nbe e srern 1,007

Defined Contribution Plans We maintain a401(k) plan covering substantially all employees. Employer contributionsto the plan
are based on employee contributions. Total expense recognized for this plan was approximately $30 million, $30 million and $32
million in 2013, 2012 and 2011, respectively.

Certain employees are participants in various defined contribution and other non-qualified supplemental retirement plans all of
which have been frozen. Total expense recognized for these plans was less than $3 million in each of 2013, 2012 and 2011.

Postretirement Plans Other Than Pensions Our employees also participate in plans which provide medical and life insurance
benefitsto retirees and eligible dependents. These plans cover substantially all employeeswho meet certain age and vested service
requirements. We have instituted dollar limits on payments under the plans to control the cost of future medical benefits. The
following table reflects the components of the net periodic postretirement benefit cost:

Year Ended December 31, 2013 2012 2011

(in millions)
Service cost — benefits earned during the period...........cccceeevecceccccee e, $ 1 % 1% 1
[NEEIESE COSL....vurivrereeiieeteteet ettt ettt sttt se ettt b st et e ettt e s e e st esese st ebese e s et ebennnane $ 2 $ 3 4
Amortization of transition ObligatioN ...........ccevririeiiesirc e — 2 2
Net periodic postretirement DENEFit COSL........couimmiineeeeee e $ 3 9% 6 $ 7

Theassumptionsused in determining the net periodic postretirement benefit cost for our postretirement benefit plansareasfollows:

2013 2012 2011
DISCOUNE FALE.....cveeetereetirieiesieierieseste sttt sttt st se b e st se st et st e e st e e ebeseebeseebeneebeneas 3.35% 4.25% 4.95%
Salary INCrease SSUMIPLION. .......ccuiiiiuireirie e reeee et sae st b bbb see b e e e see e anesneeneaneas 2.75 2.75 2.75

A reconciliation of the beginning and ending balances of the accumulated postretirement benefit obligation is as follows:

2013 2012
(in millions)
Accumulated benefit obligation at beginning Of YEar..........cccvvv e v e $ 70 $ 85
S Yo o= ST 1 1
1= = 0 L SR 2 3
ACLUBITAl IOSSES (JAINS) ...veveveieeitisiesteseesteseeseeseesee e et stestessesaestestesaessesteseeseensesseneeseesesseeseetessesaeseenteseesenneen (8) 2
PLAN CUMAITIMENES. .....cveeieiiciiiee ettt e e e et e be st s be s be e be e e be e nes — (8)
TS T (S 0 o TSSO (6) 9)
Accumulated benefit obligation at €Nd Of YEAN ..........c.cveveuiieiieee e $ 50 $ 70

Our postretirement benefit plans are funded on a pay-as-you-go basis. We currently estimate that we will pay benefits of
approximately $6 million relating to our postretirement benefit plansin 2014. The funded status of our postretirement benefit plans
was aliability of $59 million at December 31, 2013.
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Estimated future benefit payments for our postretirement benefit plans are summarized in the following table.

(in millions)

The assumptions used in determining the benefit obligation of our postretirement benefit plans at December 31 are as follows:

2013 2012
DISCOUNL FALE ... ieeeie ettt ettt et e e et e s te e steeaeesbeeatesbeeabesbeesbesbeanbeeseebeeaeesaeeneesaeentesseenbesseentenseanes 4.35% 3.35%
Salary INCIEASE ASSUMIPBLION ......veveieeeeeeeeeee et s se st te st e st e s tesee e e e e e e e eseesessessesbeseeseenteseeseensenseneeneesennes 2.75 2.75

For measurement purposes, 7.2 percent (pre-65) and 6.8 percent (post-65) annual rates of increasein the per capitacostsof covered
health care benefitswere assumed for 2013. Theserates are assumed to decrease gradually reaching the ultimate rate of 4.5 percent
in 2027, and remain at that level thereafter.

Assumed health care cost trend rates have an effect on the amounts reported for health care plans. A one-percentage point change
in assumed health care cost trend rateswoul d increase (decrease) service and interest costsand the postretirement benefit obligation
asfollows:

One Percent  One Percent

Increase Decrease
(in millions)
Effect on total of service and interest COSt COMPONENES.........coveerererierieie e seese e eeens $ — 3 —
Effect on accumulated postretirement benefit obligation.............ocoiiiiiine e 1 QD

22. Related Party Transactions

In the normal course of business, we conduct transactions with HSBC and its subsidiaries. These transactions occur at prevailing
market rates and terms and include funding arrangements, derivative, servicing arrangements, information technology, centralized
support services, banking and other miscellaneous services. Prior to 2013, we also purchased loans from related parties. All
extensions of credit by (and certain credit exposures of) HSBC Bank USA to other HSBC affiliates (other than FDIC-insured
banks) are legally required to be secured by €ligible collateral. The following tables and discussions below present the more
significant related party balances and the income (expense) generated by related party transactions:
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At December 31, 2013 2012
(in millions)

Assets:
Cash and dUE frOM DANKS ........ccuiiiiice et s aeeaesreenas $ 102 $ 114
Interest bearing deposits With banks Y ..o 631 714
TEAOING BSSELS P ...t ee s es e se e en e 17,082 21,370
0 R 5,328 4,514
(©]117= OO 1,219 858
TOLAl ASSELS ....iuecviietiieeteit ettt ettt ettt a e st beae st e se st e et e s be s ebe s e aebene b eneebe et et be e te e erenns $ 24362 $ 27,570

Liabilities:
DIEPOSITS....vueiieteiet ettt ettt sttt ettt e s s et et et et st bebese e bt eRe e et et eRe et sebese e s ebesene et ebebetenaneras $ 16,936 $ 13,863
Trading [HADHTES @ ...t ee e 19,463 23,910
ShOrt-tErM DOMTOWINGS ... et e b e 1,514 2,721
(o a0 (0 1 (= o TS 3,987 3,990
OB @ s 573 459
TOtAl [IADIHTTIES......ecvieeeicieee ettt bt b et ne et e e be e be st enenens $ 42473 $ 44,943

@ Includes interest bearing deposits with HSBC Mexico S.A. of $500 million at both December 31, 2013 and 2012, respectively.

@ Tradi ng assets and liabilities do not reflect the impact of netting which allows the offsetting of amounts relating to certain contracts if certain conditions
are met. Trading assets and liabilities primarily consist of derivatives contracts.

®  Other assets and other liabilities primarily consist of derivative contracts.

Year Ended December 31, 2013 2012 2011

(in millions)
Income/(Expense):
INEEIESE INCOMIE ...ttt st sttt e b e s aeesbe e aeesbeeneesaeentesaeebesaeenbennnenns $ 232 % 193 $ 128
[NEEIESE EXPENSE ... (78) (91) (82)
Net iNterest iINCOME (IOSS) ...cveeveruereirierieieisiesesee et e e e te st st beseesee e neeneeneeneeneens $ 154 $ 102 $ 46

Servicing and other fees from HSBC affiliate;
Fees and commissions:

HSBC FiNance COrPOration ...........cuveereeiereeereeesieeseeesieesseessenessesessesessesesseseesenees $ 86 $ 72 % 65
HSBC Markets (USA) INC. ("HMUS") ..o 17 18 23
(019 Il S S O 1 = (T 51 74 79
Other HSBC affiliateS INCOME.......coveirieirieerieese e 48 38 35
Total affiliale INCOME.......c.ciiiirriccrrr s $ 202 $ 202 % 202
Residential mortgage banking FeVENUE ................ovvvveeereveeseeeeeeeseesseesseeessssseesessesseseens s - % 33 17
Support services from HSBC affiliates: -
HSBC Finance Corporation............cccuiiiiiiiieiiie s $ 14 % 2n $ (36)
HMUS ..ot (228) (326) (275)
HSBC Technology & Services (USA) ("HTSU") ..o (1,000) (912 (967)
Other HSBC @ffilI@eS......c.ceererierecierirecresere e (217) (215) (235)
Total support services from HSBC affiliates...........cccocviiiiiiiicciciccccccccns $ (1459) $ (1480) $ (1,513)
Stock based compensation expense With HSBC @ ...........ccooovervvecvvoneccieceeessesons $ (GHS$ (36 $  (56)

@ Employees may participate in one or more stock compensation plans sponsored by HSBC. These expenses are included in Salaries and employee benefits
in our consolidated statement of income (loss). Employees also may participate in a defined benefit pension plan and other postretirement plans sponsored
by HSBC North America which are discussed in Note 21, "Pension and Other Postretirement Benefits."

Funding Arrangements with HSBC Affiliates:
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We use HSBC affiliates to fund a portion of our borrowing and liquidity needs. Long-term debt with affiliates reflects $4.0 billion
in senior debt with HSBC North America. Of thisamount, $1.0 billionisab year floating rate note which maturesin August 2014
and $3.0 billion that matures in three equal installments of $1.0 billion in April 2015, 2016 and 2017. The debt bears interest at
90 day USD Libor plus a spread, with each maturity at a different spread.

We havethefollowing funding arrangements avail able with HSBC affiliates, although there were no outstanding balances at either
December 31, 2013 and 2012:

*  $900 million committed line of credit with HSBC Investment (Bahamas) Limited;
*  $500 million committed line of credit with HSBC; and
*  $150 million uncommitted line of credit with HSBC North Americalnc. ("HNAI").

We have al so incurred short-term borrowings with certain affiliates, largely related to metals activity. In addition, certain affiliates
have also placed deposits with us.

Lending and Derivative Related Arrangements Extended to HSBC Affiliates:
At December 31, 2013 and 2012, we have the following loan balances outstanding with HSBC affiliates:

At December 31, 2013 2012
(in millions)

HSBC FiNaNCe COMPOIHON .........cveueuieieerereeeeieteteeeeesaeteteee st tete s e tesesesssesesesssessebensssesesesensssssesensses $ 3015 $ 2,019
HSBC Markets (USA) Inc. ("HMUS") and SUDSIJI@ri€S ........ceevvverirenieinieenieesee e 199 310
HSBC Bank BraSil S.A. ..ottt ettt et e 1,000 1,000
HSBC Bank PaNaMa S.A. ..ottt ettt sttt — 372
Other short-term affiliate |eNAING.......covooeeeeeee e e 1,114 813
QLI S = 1TSS $ 5328 $ 4,514

HSBC Finance Corporation - We have extended a $5.0 billion, 364 day uncommitted unsecured revolving credit agreement to
HSBC Finance which alows for borrowings with maturities of up to 15 years. As of December 31, 2013 and 2012, $3.0 hillion
and $2.0 billion, respectively, was outstanding under this credit agreement with $512 million maturing in September 2017, $1.5
billion maturing in January 2018 and $1.0 billion maturing in September 2018. We also had the following lending arrangements
extended which did not have any outstanding balances at either December 31, 2013 and 2012:

» $2.0 billion committed revolving credit facility extended to HSBC Finance was available at December 31, 2012. In December
2013, the amount available was reduced to $1.0 billion. This credit facility expiresin May 2017; and

« $1.5hillion uncommitted secured credit facility extended to certain subsidiaries of HSBC Finance was available at December
31, 2012. In December 2013, the amount available was reduced to $0.

HMUS and subsidiaries - We have extended loans and lines, some of them uncommitted, to HMUS and its subsidiaries in the
amount of $3.8 hillion at December 31, 2013 and 2012, of which $199 million and $310 million, respectively, was outstanding.
The outstanding balances mature at various stages between 2014 and 2015. In January 2014, we increased the uncommitted lines
to HMUS and its subsidiaries which increased the total extended loans and linesto $4.8 billion.

HSBC Bank Brasil S.A. - We have extended uncommitted lines of credit to HSBC Bank Brasil in the amount of $1.5 billion and
$1.0 hillion at December 31, 2013 and 2012, respectively, of which $1.0 billion and $1.0 billion was outstanding at both December
31, 2013 and 2012. The outstanding balances mature at various stages between 2014 and 2015.

HSBC Bank Panama S.A. - At December 31, 2012, we had extended an uncommitted line of credit to HSBC Panamain the amount
of $752 million, of which $372 million was outstanding. In October 2013, the outstanding loan amount was repaid in full and the
line was closed.

We have extended lines of credit to various other HSBC affiliatestotaling $2.3 billion which did not have any outstanding balances
at either December 31, 2013 and 2012.

Other short-term affiliate lending - In addition to loans and lines extended to affiliates discussed above, from time to time we
may extend loansto affiliates which are generally short term in nature. At December 31, 2013 and 2012, there were $1,114 million
and $813 million of loans outstanding mostly related to metals activities.

Historically, we have provided support to several HSBC affiliate sponsored asset-backed commercia paper ("ABCP") conduits
by purchasing A-1/P-1 rated commercial paper issued by them. At December 31, 2013 and 2012, no ABCPissued by such conduits
was held. Pursuant to aglobal restructure of HSBC sponsored ABCP conduits, certain assets previoudly originated and funded by
Bryant Park, an ABCP conduit organized by HUSI, were refinanced in 2013 by Regency, another ABCP conduit organized and
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consolidated by our affiliate. HUSI is committed to provide liquidity facilitiesto backstop the liquidity risk in Regency inrelation
to assets originated in the U.S. region. The notional amount of the liquidity facilities provided by HUSI to Regency was
approximately $2.4 billion as of December 31, 2013, which isless than half of Regency'stotal liquidity facilities.

As part of aglobal HSBC strategy to offset interest rate or other market risks associated with debt issues and derivative contracts
with unaffiliated third parties, we routinely enter into derivative transactions with HSBC Finance and other HSBC affiliates. The
notional valueof derivativecontractsrel ated to these contractswas approximately $1,210.6 billionand $1,066.5 billion at December
31, 2013 and 2012, respectively. The net credit exposure (defined as the net fair value of derivative assets and liabilities) related
to the contracts was approximately $845 million and $691 million at December 31, 2013 and 2012, respectively. Our Global
Banking and Markets business accounts for these transactions on a mark to market basis, with the change in value of contracts
with HSBC affiliates substantially offset by the change in value of related contracts entered into with unaffiliated third parties.

Services Provided Between HSBC Affiliates:

Under multiple service level agreements, we provide servicesto and receive services from various HSBC affiliates. Thefollowing
summarizes these activities:

» Servicing activities for residential mortgage loans across North America are performed both by us and HSBC Finance. Asa
result, we receive servicing fees from HSBC Finance for services performed on their behalf and pay servicing feesto HSBC
Finance for services performed on our behalf. The fees we receive from HSBC Finance are reported in Servicing and other
feesfrom HSBC affiliates. Feeswe pay to HSBC Finance are reported in Support services from HSBC affiliates. Thisincludes
fees paid for the servicing of residential mortgage loans (with a carrying amount of $1.0 billion and $1.2 billion at December
31, 2013 and 2012) that we purchased from HSBC Finance in 2003 and 2004.

« HSBC North Americastechnology and certain centralized support services including human resources, corporate affairs, risk
management, legal, compliance, tax, finance and other shared services are centralized within HTSU. HTSU also provides
certain item processing and statement processing activities to us. The fees we pay HTSU for the centralized support services
and processing activitiesareincluded in Support servicesfrom HSBC affiliates. We a so receive feesfrom HTSU for providing
certain administrative servicesto them. The fees we receive from HTSU areincluded in Servicing and other fees from HSBC
affiliates.

e Weuse HSBC Global Resourcing (UK) Ltd., an HSBC affiliatelocated outside of the United States, to provide various support
services to our operations including among other areas, customer service, systems, collection and accounting functions. The
expenses related to these services are included in Support services from HSBC affiliates.

*  Weutilize HSBC Securities (USA) Inc. ("HSI") for broker dealer, debt underwriting, customer referrals, loan syndication and
all other treasury and traded markets related services, pursuant to service level agreements. Fees charged by HSI for broker
dedler, loan syndication services, treasury and traded markets related services are included in Support services from HSBC
affiliates. Debt underwriting fees charged by HSI are deferred asareduction of long-term debt and amortized tointerest expense
over the life of the related debt. Customer referral fees paid to HSI are netted against customer fee income, which isincluded
in other fees and commissions.

Other Transactions with HSBC Affiliates

In July 2004, we sold the account relationships associated with $970 million of credit card receivables to HSBC Finance and on
adaily basis, we purchased new originations on these credit card receivables. As discussed in Note 10, "Intangible Assets," on
March 29, 2012 we re-purchased these account relationships from HSBC Finance on $746 million of credit card receivables on
that date for $108 million and as a result, we stopped purchasing new originations on these credit card accounts from HSBC
Finance. We purchased $492 million of credit card receivables from HSBC Finance during the three months ended March 31,
2012. HSBC Finance continued to service these loans for us through April 30, 2012 for a fee which was included in Support
services from affiliates. Effective with the close of the sale of our GM and UP credit card receivables and our private label credit
card and closed-end receivables on May 1, 2012, these loans had been serviced by Capital One for afee. In September 2013, the
outsourcing arrangement with Capital One ended and we resumed the servicing of our remaining credit card portfolio. Premiums
previously paid are amortized to interest income over the estimated life of the receivables purchased.

We also received revenue from our affiliates for rent on certain office space, which has been recorded as a component of support
servicesfrom HSBC affiliates. Rental revenue from our affiliates was $50 million, $55 million and $54 million during 2013, 2012
and 2011, respectively.

In 2011, we sold our equity interest in Guernsey Joint Venture to HSBC Private Bank (Suisse) SA, resulting in a gain of $53
million.

Transactions with HSBC Affiliates involving our Discontinued Operations:
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Asit relatesto our discontinued credit card and private label operations, in January 2009 we purchased the General Motors("GM")
and Union Plus ("UP") portfolios from HSBC Finance with an outstanding principal balance of $12.4 billion at the time of sale,
at atotal net premium of $113 million. Additionaly in December 2004, we purchased the private label credit card receivable
portfolio as well as private label commercial and closed end loans from HSBC Finance. HSBC Finance retained the customer
account relationships for both the GM and UP receivables and the private label credit card receivables and by agreement we
purchased on adaily basis substantially al new originations from these account relationshipsfrom HSBC Finance prior to the sale
of these accountsto Capital One on May 1, 2012. Premiums paid for these receivables were amortized to interest income over the
estimated life of the receivables purchased and are included as a component of Income from discontinued operations. HSBC
Finance serviced these credit card loans for us for afee through April 30, 2012. During 2012, we purchased atotal of $9.9 billion
of loans on adaily basisfrom HSBC Finance. Fees paid for servicing these loan portfolios, which are included as a component of
Income from discontinued operations, totaled $199 million and $578 million during 2012 and 2011, respectively.

23. Business Segments

We have four distinct business segments that we utilize for management reporting and analysis purposes, which are aligned with
HSBC's global businesses and business strategy. There have been no changesin the basis of our segmentation or measurement of
segment profit as compared with the presentation in our 2012 Form 10-K except as noted below.

Commercial Banking ("CMB") has historically held investments in low income housing tax credits. The financia benefit from
theseinvestmentsis obtained through lower taxes. Since business segment returns are measured on apre-tax basis, arevenue share
has historically been in place in the form of afunding credit to provide CMB with an exact and equal offset booked to the Other
segment. Beginning in 2013, this practice has been eliminated and the low income housing tax credit investments and related
financial impact are being recorded entirely in the Other segment. In addition, in the fourth quarter of 2013, we concluded that
given the inter-relationship between the tax benefits obtained from our investment in low income housing tax credits and the
amortization of our investment balance in these credits, such amounts would be better presented net in other operating income
rather than separately in operating expense and income tax provision for segment reporting purposes. We have reclassified prior
period results in both the CMB and Other segments to conform to the revised current year presentation.

Net interest income of each segment represents the difference between actual interest earned on assets and interest incurred on
liahilities of the segment, adjusted for afunding charge or credit. Segments are charged a cost to fund assets (e.g. customer |oans)
and receive afunding credit for funds provided (e.g. customer deposits) based on equivalent market rates. The objective of these
charges/creditsisto transfer interest rate risk from the segments to one centralized unit in Global Banking and Markets and more
appropriately reflect the profitability of segments.

Certain other revenue and operating expense amounts are al so apportioned among the business segments based upon the benefits
derived fromthisactivity or therel ationship of thisactivity to other segment activity. Theseinter-segment transactionsare accounted
for asif they were with third parties.

Our segment results are presented in accordance with IFRSs (anon-U.S. GAAPfinancial measure) on alegal entity basis ("IFRSs
Basis') as operating results are monitored and reviewed, trends are evaluated and decisions about allocating resources, such as
employeesare made almost exclusively on an IFRSsbasissince we report financial information to our parent, HSBC in accordance
with IFRSs. We continue to monitor capital adequacy, establish dividend policy and report to regulatory agencieson aU.S. GAAP
legal entity basis.

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

Effective interest rate - The calculation of effective interest rates under 1AS 39, "Financia Instruments. Recognition and
Measurement” ("IAS 39"), requires an estimate of changes in estimated contractual cash flows, including fees and points paid or
received between parties to the contract that are an integral part of the effective interest rate to be included. U.S. GAAP generally
prohibits recognition of interest income to the extent the net interest in the loan would increase to an amount greater than the
amount at which the borrower could settle the obligation. Under U.S. GAAR, prepayment penalties are generally recognized as
received. U.S. GAAPa soincludesinterest income on loans originated as held for salewhichisincluded in other operating income
for IFRSs.

Deferred loan origination costs and fees - Certain loan feesand incremental direct |oan costs, which would not have beenincurred
but for the origination of loans, are deferred and amortized to earnings over the life of theloan under IFRSs. Certain oan fees and
direct incremental loan origination costs, including internal costs directly attributable to the origination of loans in addition to
direct salaries, are deferred and amortized to earnings under U.S. GAAP.
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Loan origination deferrals under |FRSs are more stringent and generally result in lower costs being deferred than permitted under
U.S. GAAP. In addition, all deferred loan origination fees, costs and loan premiums must be recognized based on the expected
life of theloan under IFRSs as part of the effective interest cal culation while under U.S. GAAPthey may be recognized on either
acontractual or expected life basis.

Derivative interest expense - Under IFRSs, net interest income includes the interest element for derivatives which corresponds to
debt designated at fair value. For U.S. GAAR, thisisincluded in gain (loss) on instruments designated at fair value and related
derivatives which is a component of other revenues.

Other Operating Income (Total Other Revenues)

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

Unquoted equity securities — Under IFRSs, equity securities which are not quoted on a recognized exchange, but for which fair
valuecanbereliably measured, arerequired to bemeasured at fair val ue. Securitiesmeasured at fair value under IFRSsareclassified
as either available-for-sale securities, with changesin fair value recognized in shareholders’ equity, or as trading securities, with
changesin fair value recognized inincome. Under U.S. GAAP, equity securitiesthat are not quoted on arecognized exchange are
not considered to have a readily determinable fair value and are required to be measured at cost, less any provisions for known
impairment, and classified in other assets.

Loans held for sale - IFRSs requires |oans originated with the intent to sell to be classified as trading assets and recorded at their
fair value. Under U.S. GAAP, loans designated as held for sale are reflected as loans and recorded at the lower of amortized cost
or fair value. Under IFRSs, theincome related to loans held for saleisreported in trading revenue. Under U.S. GAAP, theincome
related to loans held for saleis reported similarly to loans held for investment.

For loans transferred to held for sale subsequent to origination, |FRSs requires these receivables to be reported separately on the
balance sheet when certain criteria are met which are generally more stringent than those under U.S. GAAR, but does not change
therecognition and measurement criteria. Accordingly, for IFRSs purposes such | oans continueto be accounted for and impai rment
continues to be measured in accordance with IAS 39 with any gain or loss recorded at the time of sale. U.S. GAAP requires|oans
that meet the held for sale classification requirements be transferred to a held for sale category at the lower of amortized cost or
fair value. Under U.S. GAAR, the component of thelower of amortized cost or fair value adjustment rel ated to credit risk isrecorded
in the statement of income (loss) as provision for credit losses while the component related to interest rates and liquidity factors
isreported in the statement of income (10ss) in other revenues.

IFRS reclassification of fair value measured financial assets during 2008 - Certain securitieswerereclassified from"trading assets"
to"loansand receivables' under IFRSsas of July 1, 2008 pursuant to an amendment to IAS 39 and are no longer marked to market.
InNovember 2008, additional securitiesweresimilarly transferredtoloansand receivabl es. Thesesecuritiescontinueto beclassified
as "trading assets' under U.S. GAAP.

Additionally, certain Leverage Acquisition Finance ("LAF") loans had been classified as trading assets for IFRSs and to be
consistent, an irrevocable fair value option was elected on these loans under U.S. GAAP on January 1, 2008. These loans were
reclassified to "loans and advances" as of July 1, 2008 pursuant to the IAS 39 amendment discussed above. Under U.S. GAAPR,
these loans were classified as "held for sal€" and carried at fair value due to the irrevocable nature of the fair value option.

Servicing assets — Under IFRSs, servicing assetsareinitially recorded on the balance sheet at cost and amortized over the projected
life of the assets. Servicing assets are periodically tested for impairment with impairment adjustments charged against current
earnings. Under U.S. GAARP, servicing assets are initially recorded on the balance sheet at fair value. All subsequent adjustments
to fair value are reflected in current period earnings.

Other-than-temporary impairments - Under U.S. GAAP, a decline in fair value of an available-for-sale debt security below its
amortized cost may indicate that the security is other-than-temporarily impaired under certain conditions. |FRSs do not have an
"other than temporary" impairment concept. Under IFRSs, adeclinein fair value of an available-for-sale debt security below its
amortized cost is considered evidence of impairment if the decline can, at least partially, be attributed to an incurred loss event
that impactsthe estimated future cash flows of the security (i.e., acredit lossevent). Thusasecurity may not be considered impaired
if the decline in value is the result of events that do not negatively impact the estimated future cash flows of the security (e.g., an
increasein therisk-freeinterest rate). However, until the entity sellsthe security, it will have to assess the security for credit losses
at each reporting date.
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Another difference between U.S. GAAP and IFRSs is the amount of the loss that an entity recognizes in earnings on an impaired
(other-than-temporarily impaired for U.S. GAAP) available-for-sale debt security. Under U.S. GAAP, if an entity has decided to
sell adebt security whose fair value has declined below its amortized cost, or will be more likely than not required to sell the debt
security beforeit recoversits amortized cost basis, it will recognize animpairment lossin earnings equal to the difference between
the debt security's carrying amount and its fair value. If the entity has not decided to sell the debt security and will not be more
likely than not required to sell the debt security before it recovers its amortized cost basis, but nonethel ess expectsthat it will not
recover the security's amortized cost basis, it will bifurcate the impairment lossinto a credit loss component and a non-credit loss
component, and recognize the credit |oss component in earningsand the non-credit | oss component in other comprehensiveincome.
Under IFRSs, the entity recognizes the entire decline in fair value below amortized cost in earnings.

REO expense - Other revenues under IFRSs include losses on sale and the lower of amortized cost or fair value of the collateral
less cost to sell adjustments on REO properties which are classified as other expense under U.S. GAAP.

Securities -Under IFRSs, securitiesinclude HSBC shares held for stock plans at fair value. These shares held for stock plans are
measured at fair value through other comprehensive income. If it is determined that these shares have become impaired, the
unrealized lossin accumulated other comprehensive incomeis reclassified to profit or loss. Thereisno similar requirement under
U.S. GAAP.

Loan Impairment Charges (Provision for Credit Losses)

IFRSs requires a discounted cash flow methodology for estimating impairment on pools of homogeneous customer 1oans which
requires the discounting of cash flows including recovery estimates at the origina effective interest rate of the pool of customer
loans. Theamount of impairment rel ating to the di scounting of future cash flowsunwindswith the passage of time, and isrecognized
ininterest income. Also under IFRSs, if the recognition of awrite-down to fair value on secured | oans decreases because collateral
values have improved and the improvement can be related objectively to an event occurring after recognition of the write-down,
such write-down is reversed, which is not permitted under U.S. GAAP. Additionally under IFRSs, future recoveries on charged-
off loans or loans written down to fair value less cost to obtain title and sell are accrued for on a discounted basis and a recovery
asset is recorded. Subsequent recoveries are recorded to earnings under U.S. GAAR, but are adjusted against the recovery asset
under IFRSs. Under IFRSS, interest on impaired loans is recorded at the effective interest rate on the customer loan balance net
of impairment allowances.

Under U.S. GAAP, the credit risk component of the lower of amortized cost or fair value adjustment related to the transfer of
receivables to held for sale is recorded in the consolidated statement of income (loss) as provision for credit losses. There is no
similar requirement under |FRSs.

As previously discussed, in the third quarter of 2011 we adopted new guidance under U.S. GAAP for determining whether a
restructuring of a receivable meets the criteriato be considered a TDR Loan. Credit loss reserves on TDR Loans are established
based on the present value of expected future cash flows discounted at the loans' original effective interest rate.

For loans collectively evaluated for impairment under U.S. GAARP, bank industry practice which we adopted in the fourth quarter
of 2012 generally resultsin aloss emergence period for these loans using aroll rate migration analysis which resultsin 12 months
of lossesin our allowance for credit losses. Under IFRSs, we concluded that the estimated average period of time from last current
status to write-off for real estate loans collectively evaluated for impairment using aroll rate migration analysis was 10 months
(previoudly a period of 7 months was used) which was also adopted in the fourth quarter of 2012. In the second quarter of 2013,
we updated our review under IFRSs to reflect the period of time after aloss event aloan remains current before delinquency is
observed which resulted in an estimated average period of time from aloss event occurring and its ultimate migration from current
status through to delinquency and ultimately write-off for real estate |oans collectively evaluated for impairment using aroll rate
migration analysis of 12 months.

Operating Expenses

Pension and other postretirement benefit costs - Pension expense under U.S. GAAP is generally higher than under IFRSs as a
result of theamortization of theamount by which actuarial lossesexceedsthehigher of 10 percent of the projected benefit obligation
or fair value of plan assets (the "corridor."). As aresult of amendmentsto the applicable IFRSs effective January 1, 2013, interest
cost and expected return on plan assets is replaced by a finance cost component comprising the net interest on the net defined
benefit liability. Thishasresultedinanincreasein pension expenseasthenet interest doesnot refl ect the benefit from the expectation
of higher returns on plan assets. In 2012, amounts include a higher pension curtailment benefit under U.S. GAAP as aresult of
the decision in the third quarter to cease all future benefit accruals under the Cash Balance formula of the HSBC North America
Pension Plan and freeze the plan effective January 1, 2013. In 2011, amounts reflect a pension curtailment gain relating to the
branch sales as under IFRSs recognition occurs when "demonstrably committed to the transaction" as compared with U.S. GAAP
when recognition occurswhen thetransaction iscompl eted. Furthermore, in 2010, changesto future accrual sfor legacy participants
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under the HSBC North America Pension Plan were accounted for as a plan curtailment under IFRSs, which resulted in immediate
income recognition. Under U.S. GAAP, these changes were considered to be a negative plan amendment which resulted in no
immediate income recognition.

Share-based bonus arrangements - Under IFRSs, the recognition of compensation expense related to share-based bonuses begins
on January 1 of the current year for awards expected to be granted in the first quarter of the following year. Under U.S. GAAPR,
the recognition of compensation expense related to share-based bonuses does not begin until the date the awards are granted.

Property - Under IFRSs, thecarrying amount of property held for own usereflectsreval uation surplusesrecorded prior to January 1,
2004. Consequently, the carrying amounts of tangible fixed assets and shareholders' equity arelower under U.S. GAAPthan under
IFRSs. Thereis a correspondingly lower depreciation charge and higher net income as well as higher gains (or smaller losses) on
the disposal of fixed assets under U.S. GAAP. For investment properties, net income under U.S. GAAP does not reflect the
unrealized gain or loss recorded under |FRSs for the period. In addition, the sale of our 452 Fifth Avenue property, including the
1 W. 39th Street building in April 2010, resulted in the recognition of a gain under IFRSs while under U.S. GAAPR, such gain is
deferred and recognized over the lease term due to our continuing involvement.

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

Goodwill impairment - Under IFRSs, goodwill was amortized until 2005 however under U.S. GAAP, goodwill was amortized
until 2002, which resulted in alower carrying amount of goodwill and, therefore, alower impairment charge under IFRSs.

Assets

Customer loans (Loans) - Asdiscussed more fully above under " Other Operating Income (Total Other Revenues) - Loans held for
sale,” on an IFRSs basis |oans designated as held for sale at the time of origination and accrued interest are classified as trading
assets. However, the accounting requirements governing when receivables previously held for investment are transferred to aheld
for sale category are more stringent under |FRSs than under U.S. GAAP which results in loans generally being reported as held
for sale later then under U.S. GAAP.

Precious metals - Precious metals|eased or loaned to customers are reclassified from trading precious metalsinto |oans. Precious
metal leases or loans are stated at spot price of the underlying precious metals with changesin value arising from changesin spot
price recorded in other income. Interests are recorded as interest income in the consolidated statement of income (loss). Under
IFRSs, precious metals leased or loaned to customers continue to be part of the precious metal inventory which is stated at fair
value. We take into consideration any financing and leasing arrangement in determining the fair value of precious metals.

Derivatives - Under U.S. GAAP, derivative receivables and payables with the same counterparty may be reported on a net basis
in the balance sheet when there is an executed International Swaps and Derivatives Association, Inc. ("ISDA") Master Netting
Arrangement. In addition, under U.S. GAAR, fair value amounts recognized for the obligation to return cash collateral received
or theright to reclaim cash collateral paid are offset against thefair value of derivativeinstruments. Under | FRSs, these agreements
do not necessarily meet the requirementsfor offset, and therefore such derivative receivables and payables are presented gross on
the balance sheet.

Goodwill - IFRSsand U.S. GAAPrequiregoodwill to betested for impairment at least annually, or morefrequently if circumstances
indicate that goodwill may be impaired. For IFRSs, goodwill was amortized until 2005, however goodwill was amortized under
U.S. GAAP until 2002, which resulted in alower carrying amount of goodwill under IFRSs.
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Thefollowing table summarizesthe results for each segment on an IFRSsbasis, aswell as provides areconciliation of total results
under IFRSsto U.S. GAAP consolidated totals.

IFRSs Consolidated Amounts

Adjustments/ IFRSs U.S. GAAP
Reconciling IFRSs Reclassi-  Consolidated
RBWM CMB GB&M PB Other Items Total Adjustments® fications® Totals
(in millions)
December 31, 2013
Net interest income®........ $ 842 $ 706 $ 423 $ 189 $ (46) $ (13) $ 2101 $ (76) $ 6 $ 204
Other operating income.... 347 293 1,165 109 (78) 13 1,849 22 (14) 1,857
Total operating income..... 1,189 999 1,588 298 (124) — 3,950 (54) 2 3,898
Loan img)airment
charges™ ..., 129 45 () 5 — — 175 — 18 193
1,060 954 1,592 293 (124) — 3,775 (54) (16) 3,705
Operating expenses®........ 1,206 680 1,464 254 98 — 3,702 286 (16) 3,972
Profit before income tax
EXPENSE evvvee e $ (146) $ 274 $ 128 $ 39 $ (222) $ — 73 % (340) $ — 3 (267)
Balances at end of -
period:
.. $19,267 $23,427 $ 180,559 $8340 $ 766 $ — $232,359 $ (49,879) $ 3,007 $ 185,487
Totd loans, net.................. 16,233 22,254 20,454 6,206 — — 65,147 1,503 439 67,089
Goodwill .......cccevvereireinnns 581 358 — 325 — — 1,264 348 — 1,612
Total deposits...........vvnee. 30,220 21,601 46,152 12,036 — — 110,009 (3,869) 6,468 112,608
December 31, 2012
Net interest income®....... $ 84 $ 673 $ 606 $ 184 $ (43) $ (15 $ 2259 $ (123) $ 2 $ 2158
Other operating income.... 555 539 916 106 (269) 15 1,862 43 68 1,973
Total operating income..... 1,409 1,212 1,522 290 (312) — 4,121 (80) 90 4,131
chergeor e 204 4 w ® - — 204 73 16 293
1,205 1,208 1,523 293 (312) — 3,917 (153) 74 3,838
Operating expenses®....... 1,301 631 997 232 1,465 — 4,626 48 74 4748
Profit before income tax
EXPENSE ...ververerreenerernenens $ (96) $ 577 % 526 $ 61 $(,777) $ — $ (709 $ (201) $ — $ (910)
Balances at end of -
period:
Total assetS.....coceeererveernnne $22,789 $23585 $203680 $8208 $ 633 $ — $2588% $ (67,543) $ 94 $ 191,446
Total 10ans, NEL.....ovnnreeens 16,422 19,754 20679 5707 — — 62,562 3,495 (3,446) 62,611
GoodWill .....coceverieeriennne 581 358 480 325 — — 1,744 434 — 2,228
Total deposits.........coveenee 35,406 21,759 43,951 12,141 — — 113,257 (5,122) 9,536 117,671
December 31, 2011
Net interest income®........ $1023 $ 728 $ 504 $ 180 $ (100) $ () $ 2312 $ (41) $ 163 $ 2434
Other operating income.... 409 322 969 184 493 23 2,400 (20) (55) 2,325
Total operating income..... 1,432 1,050 1,473 364 393 — 4,712 (62) 108 4,759
Loan im:pairment
charges™ .....oovvoveeeererr, 247 6 5 (30) — — 228 ®) 33 258
1,185 1,044 1,468 3% 393 — 4,484 (58) 75 4,501
Operating expenses®........ 1,653 652 986 261 68 — 3,620 124 75 3,819
Profit before income tax
EXPENSE....ooviiiiiiiiie $ (468) $ 392 $ 482 $ 133 $ 325 $ — 8 864 $ (182) $ — $ 682
Balances at end of -
period:
Total assetS....oovvrrevrnnes $28017 $21,148 $210846 $6525 $ 613 $ — $267049 $ (805526) $ (115) $ 186,508
Total loans, NEt...........n...... 16233 16,782 21,390 4716 — — 59,121 (4636)  (3,361) 51,124
GoodWill .....cceviererirenne 581 358 480 325 — — 1,744 484 — 2,228
Total deposits.......c.ceveueee. 36,837 21,799 45,061 13,169 — — 116,866 (4,788) 27,651 139,729
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Net interest income of each segment represents the difference between actual interest earned on assets and interest paid on liabilities of the segment adjusted
for afunding charge or credit. Segments are charged a cost to fund assets (e.g. customer loans) and receive afunding credit for funds provided (e.g. customer
deposits) based on equivalent market rates. The objective of these charges/credits isto transfer interest rate risk from the segments to one centralized unit
in Treasury and more appropriately reflect the profitability of segments.

Expenses for the segments include fully apportioned corporate overhead expenses.

Represents adjustments associ ated with differences between IFRSsand U.S. GAAP bases of accounting. These adjustments, which are more fully described
above, consist of the following:

Net Provision (Loss) Income
Interest Other for Credit Operating before Income Total
Income Revenues Losses Expenses Tax Expense Assets

(in millions)
December 31, 2013

Unquoted equity SECUNLIeS.........ccvreerrrreneenne $ — $ — $ — $ — $ — (163)
Reclassification of financial assets................. (14) 40 — — 26 11
SECUNMTIES...cooiviiiiieiei s — €)) — 2 1 (24)
DENVALIVES......ocviieriiiiiie e — (3) — — 3) (49,876)
L0an impPairment..........ccveeereenmrceneeernmenienneeas (57) 1 (11) 1 (46) (94)
Property ..o — — — 17) 17 37
PeNSioN COSES.......corniiiiii s — — — 24 (24) (154)
SENVICING 8SSELS....c.cveeeererie e — 6 — — 6 8
Interest recognition .. 2 — — — 2 3)
Goodwill impairment........c.ccoeceeerveerereennene — — — 135 (135) 348
Low Income Housing Tax Credit.................... — (30) — 85 (115) —
Other ..o @) 10 11 60 (68) 31
TOE evveverseseeeessesssssssss s $ (76) $ 23 $ — 8 286 $ (339) $ (49,879)
December 31, 2012 -
Unquoted equity SECUNties...........coouerririnnnnne $ — 3 — 3 — 3 — 3 — 3 (208)
Reclassification of financial assets................. (64) 181 — — 117 4)
SECUNTIES....eeeieeeee ettt — — — (13) 13 (27)
DErVALIVES.......cviiiii s 4 (5) — — 9 (67,762)
Loan impairment... (34) 3 73 — (104) (66)
Property ... 9) 16 — (22) 28 42
PeNSiON COSES.......couiiiiiiice e — — — 11 (11) (137)
SerVicing aSsetS.......c.vveiriinnisissnissiieines — @) — — 1) 4
Interest recognition .........c.coceeeeeeceenecnnenns 2 — — — 2 4
Sale of Cards and Retail Servicesbusiness..... — (92 — — (92) —
Low Income Housing Tax Credit.............cc..... — (29) — 84 (113) —
Other ... (10) (30) — (13) (27) 519
TOEl o $ (123) $ 43 % 73 $ 48 3% (201) $ (67,543
December 31, 2011 -
Unguoted equity SECUities..........ccovverrrereriene $ — % — % — $ — $ — % (72)
Reclassification of financial assets................. (37 37 — — — 187
SECUMTIES. ...t — (18) — (7 (11) 9
DerivatiVes........ccocviciiicicie 4 (7) — — (11) (81,262)
Loan impairment..........ccooeveeievneneienieieiennes €)] — 4 — 4 (28)
PIOPEMY covovevvereeereneseessesessessesessese s snenes (5) — — (27) 2 164
PeNnsion COSES......couvuinirerierrsrec s — — — 48 (48) (134)
Purchased loan portfolios............cccovrurereninene — — — — — 3
SErVICING 8SSELS....ceveerereeieeere e — — — — — 4
Interest recognition ...........cccccveerccnccnienns 2 — — — 2 3
Low Income Housing Tax Credit.................... — (26) — 87 (113) —
ONEN ...eeveeeesssseeeeeesessessssssss s sesssssssssees 1 (6) 1 24 (20) (623)
TOtA ..o $ 41 $ (200 $ 3 $ 125 $ (183) $ (81,772)
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@ Represents differencesin financial statement presentation between IFRSs and U.S. GAAP.

24. Retained Earnings and Regulatory Capital Requirements

Bank dividends are a magjor source of funds for payment by us of shareholder dividends, and along with interest earned on
investments, cover our operating expenses which consist primarily of interest on outstanding debt. Any significant dividend from
HSBC Bank USA would require the approval of the Office of the Comptroller of the Currency (the "OCC"). Approval is aso
requiredif thetotal of all dividendsHSBC Bank USA declaresin any year exceedsthe cumulative net profitsfor that year, combined
with the profitsfor the two preceding years reduced by dividends attributable to those years. Under a separate restriction, payment
of dividendsis prohibited in amounts greater than undivided profits then on hand, after deducting actual 1osses and bad debts. Bad
debts are debts due and unpaid for a period of six months unless well secured, as defined, and in the process of collection.

Thefollowing table summarizesthe capital amounts and ratiosof HSBC USA Inc. and HSBC Bank USA, calculated in accordance
with current banking regulations.

December 31, 2013 December 31, 2012
Capital V\_/eI_I-CapitaIi_zeH) Actual Capital Well-Capitalize, ) Actual
Amount Minimum Ratio Ratio Amount Minimum Ratio Ratio
(dollars are in millions)
Total capital ratio:
HSBCUSA INC. ..cccevvveieecieenen, $ 20,242 10.00% 16.47% $ 20,764 10.00% 19.52%
HSBCBank USA.........cccceceeenene 21,324 10.00 18.09 21,464 10.00 21.07
Tier 1 capital ratio:
HSBCUSA INC. ..ccvevvveeereene 14,409 6.00 11.73 14,480 6.00 13.61
HSBCBank USA.........ccccceveeeeee 15,763 6.00 13.37 15,482 6.00 15.20
Tier 1 common ratio:
HSBC USA INC. c.oovvvvvvveeerveenenneen 12,301 500 @ 1001 12,373 500 @ 1163
HSBCBank USA.........cccceeveenene 15,763 5.00 13.37 15,482 5.00 15.20
Tier 1 leverage ratio:
HSBC USA INC. covvorreereevernennens 14,409 3.00 @ 790 14,480 300 @ 770
HSBCBank USA.........cccceeeeenee 15,763 5.00 9.06 15,482 5.00 8.43
Risk weighted assets:
HSBCUSA INC. ..coeeiveriene 122,888 106,395
HSBCBank USA........ccccceeeeenee 117,894 101,865

@ HSBC USA Inc and HSBC Bank USA are categorized as "well-capitalized,” as defined by their principal regulators. To be categorized as well-capitalized
under regulatory guidelines, a banking institution must have the minimum ratios reflected in the above table, and must not be subject to a directive, order,
or written agreement to meet and maintain specific capital levels. As previously discussed, the minimum regulatory ratios for adepository institution to be
well-capitalized will increase in 2015 under Basel 111.

@ Thereisno Tier 1 common ratio component in the definition of awell-capitalized bank holding company. The ratio shown is the required minimum Tier 1
common ratio as included in the Federal Reserve Board's final rule regarding capital plans for U.S. bank holding companies with total consolidated assets
of $50 billion or more. Under Basel 111, a6.5% common equity Tier 1 capital ratio will be required in 2015 for adepository institution to be well-capitalized.

®  Thereisno Tier 1 leverage ratio component in the definition of awell-capitalized bank holding company. The ratio shown is the minimum required ratio.
The regulatory capital ratiosin 2013 reflect the impact of the U.S. market risk final rule (known as Basel 2.5).

We did not receive any cash capital contributions from our immediate parent, HNAI during 2013 or 2012. We did not make any
capital contributionsto our subsidiary, HSBC Bank USA, during 2013. During 2012, we contributed $2 million, primarily to our
subsidiary, HSBC Bank USA, in part to provide capital support for receivables purchased from our affiliate, HSBC Finance
Corporation. See Note 22, "Related Party Transactions,”" for additional information.

Regulatory guidelinesimpose certain restrictionsthat may limit theinclusion of deferred tax assetsin the computation of regulatory
capital. We closely monitor the deferred tax assetsfor potential limitationsor exclusions. At December 31, 2013 and 2012, deferred
tax assets of $897 million and $622 million, respectively, were excluded in the computation of regulatory capital.
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25. Variable Interest Entities

In the ordinary course of business, we have organized special purpose entities ("SPES") primarily to structure financial products
to meet our clients investment needs, to facilitate clients to access and raise financing from capital markets and to securitize
financial assets held to meet our own funding needs. For disclosure purposes, we aggregate SPES based on the purpose, risk
characteristics and business activities of the SPEs. A SPE is a VIE if it lacks sufficient equity investment at risk to finance its
activities without additional subordinated financial support or, as a group, the holders of the equity investment at risk lack either
a) thepower through voting or similar rightsto direct the activities of theentity that most significantly impactsthe entity'seconomic
performance; or b) the obligation to absorb the entity's expected losses, the right to receive the expected residual returns, or both.

Variable Interest Entities We consolidate VIEs in which we hold a controlling financial interest as evidenced by the power to
direct the activities of aVIE that most significantly impact its economic performance and the obligation to absorb losses of, or the
right to receive benefits from, the VIE that could be potentially significant to the VIE and therefore are deemed to be the primary
beneficiary. We take into account our entire involvement in a VIE (explicit or implicit) in identifying variable interests that
individually or inthe aggregate coul d be significant enough to warrant our designation asthe primary beneficiary and hencerequire
us to consolidate the VIE or otherwise require us to make appropriate disclosures. We consider our involvement to be significant
where we, among other things, (i) provide liquidity put options or other liquidity facilities to support the VIE's debt obligations;
(i) enter into derivative contracts to absorb the risks and benefits from the VIE or from the assets held by the VIE; (iii) providea
financial guarantee that covers assets held or liabilitiesissued; (iv) design, organize and structure the transaction; and (v) retain a
financial or servicinginterest inthe VIE.

We are required to evaluate whether to consolidate a VIE when we first become involved and on an ongoing basis. In almost all
cases, aqualitative analysis of our involvement in the entity provides sufficient evidence to determine whether we are the primary
beneficiary. In rare cases, a more detailed analysis to quantify the extent of variability to be absorbed by each variable interest
holder isrequired to determine the primary beneficiary.

Consolidated VIEs The following table summarizes assets and liabilities related to our consolidated VIES as of December 31,
2013 and 2012 which are consolidated on our balance shests. Assets and liabilities exclude intercompany balances that eliminate
in consolidation:

December 31, 2013 December 31, 2012
Consolidated Consolidated Consolidated Consolidated
Assets Liabilities Assets Liabilities
(in millions)
Asset-backed commercial paper conduit:

Interest bearing deposits With BanKs...........cccceeeeeeeeeee e $ 5 % — $ — 3 —
Held-to-maturity SECUNTIES ......coveieirierie e 200 — — —
OthEr @SSELS ...cviciieieceete ettt b e b s 45 — — —
Other HHaDIlItIES. ..o e — 3 — —
SUBLOLA ...ttt $ 250 $ 3 % — $ —

Low income housing limited liability partnership:
OtNEr BSSELS ....vieeve et et 457 — 533 —
LoNG-term debt..........covieiiiie e — 92 — 92
Other HHaDIlItIES. ..o e — 90 — 152
SUBLOAL .......cvveeecveteee ettt sttt sttt e e e eanae s $ 457 $ 182 $ 533 $ 244
10 = SR $ 707 $ 185 $ 533 $ 244

Asset-backed conduit During 2013, HSBC decided to restructure certain of its asset-backed commercial paper conduit programs
to have only one asset-backed commercial paper conduit providing securitized financing to HSBC clients globally. As part of this
initiative, our commercial paper conduit otherwise known as Bryant Park isno longer transacting new businessand certain existing
Bryant Park customer transactions have been refinanced by an existing commercial paper conduit currently consolidated by HSBC
Bank plc. Bryant Park continuesto exist but only to fund select legacy assetsit currently holds. Upon compl etion of the restructure
in 2013, HSBC Bank USA became the primary beneficiary of Bryant Park at which time Bryant Park became included in our
consolidated results.

Low income housing limited liability partnership In 2009, all low income housing investments held by us were transferred to a
Limited Liability Partnership ("LLP") in exchange for debt and equity while athird party invested cash for an equity interest that
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ismandatorily redeemable at afuture date. The LLPwas created in order to ensure the utilization of future tax benefits from these
low income housing tax projects. The LLP was deemed to be a VIE as it does not have sufficient equity investment at risk to
finance its activities. Upon entering into this transaction, we concluded that we are the primary beneficiary of the LLP due to the
nature of our continuing involvement and, as aresult, consolidate the LLP and report the equity interest issued to the third party
investor in other liabilities and the assets of the LLP in other assets on our consolidated balance sheet. The investments held by
the LL Prepresent equity investmentsin the underlying low income housing partnerships for which the LL P applies equity-method
accounting. The LLP does not consolidate the underlying partnerships because it does not have the power to direct the activities
of the partnerships that most significantly impact the economic performance of the partnerships.

Unconsolidated VIEs We also have variable interests in other VIEs that were not consolidated at December 31, 2013 and 2012
because we were not the primary beneficiary. The following table provides additional information on those unconsolidated VIES,
thevariableinterestsheld by usand our maximum exposureto lossarising from our involvementsin those VIEsasof December 31,
2013 and 2012:

Variable Interests Variable Interests Total Assets in Maximum
Held Classified Held Classified Unconsolidated Exposure
as Assets as Liabilities VIEs to Loss
(in millions)
At December 31, 2013
Asset-backed commercial paper conduits...........c.cc....... $ — 3 — 3 17,044 $ 2,050
Structured Note VENICIES ........coeveeeeeeeeee e 2,272 55 6,190 5,888
1 = S $ 2272 $ 5 % 23,234 $ 7,938
At December 31, 2012
Asset-backed commercial paper conduits...................... $ — $ — $ 16,104 $ 2,212
Structured Note VENICIES ........coeveeieieeeeeceeeeeee s 2,117 154 7,055 6,893
LI L $ 2117 $ 154 $ 23159 $ 9,105

Information on the types of variable interest entities with which we are involved, the nature of our involvement and the variable
interests held in those entities is presented below.

Asset-backed commercial paper ("ABCP") conduits Separately from the Bryant Park facility discussed above, we provideliquidity
facilitiesto multi-seller and single-seller ABCP conduits sponsored by HSBC affiliatesand by third parties. These conduits support
the financing needs of customers by facilitating the customers' access to commercial paper markets.

Customers sell financial assets, such as trade receivables, to ABCP conduits, which fund the purchases by issuing short-term
highly-rated commercial paper collateralized by the assets acquired. In a multi-seller conduit, any number of companies may be
originating and selling assetsto the conduit whereas asingle-seller conduit acquires assets from a single company. We, along with
other financial institutions, provideliquidity facilitiesto ABCPconduitsintheform of linesof credit or asset purchasecommitments.
Liquidity facilities provided to multi-seller conduits support transactions associated with a specific seller of assetsto the conduit
and we would only be required to provide support in the event of certain triggers associated with those transactions and assets.
Liquidity facilitiesprovided to single-seller conduitsare not i dentified with specific transactions or assets and wewould berequired
to provide support upon occurrence of certain triggers that generally affect the conduit as awhole. Our obligations are generally
pari passu with those of other institutions that also provide liquidity support to the same conduit or for the same transactions. We
do not provide any program-wide credit enhancements to ABCP conduits.

Each seller of assets to an ABCP conduit typically provides credit enhancements in the form of asset overcollateralization and,
therefore, bears the risk of first loss related to the specific assets transferred. We do not transfer our own assets to the conduits.
We do not providethe magjority of theliquidity facilitiesto any of these ABCP conduits. We have no ownershipinterestsin, perform
no administrative duties for, and do not service any of the assets held by the conduits. We are not the primary beneficiary and do
not consolidate any of the ABCP conduits to which we provide liquidity facilities. Credit risk related to the liquidity facilities
provided is managed by subjecting these facilities to our normal underwriting and risk management processes. The $2.1 billion
maximum exposure to loss presented in the table above represents the maximum amount of loans and asset purchases we could
be required to fund under the liquidity facilities. The maximum loss exposure is estimated assuming the facilities are fully drawn
and the underlying collateralized assets are in default with zero recovery value.

Structured note vehicles Our involvement in structured note vehiclesincludes derivatives such asinterest rate and currency swaps
and investmentsin the vehicles debt instruments. With respect to several of these VIES, we held variable interests in the form of
total return swaps entered into in connection with the transfer of certain assets to the VIEs. In these transactions, we transferred
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financial assetsfrom our trading portfolio to the VIEs and entered into total return swaps under which we received thetotal return
on thetransferred assets and paid amarket rate of return. The transfers of assets in these transactions did not qualify as salesunder
the applicable accounting literature and were accounted for as secured borrowings. Accordingly, the transferred assets continued
to be recognized as trading assets on our balance sheet and the funds received were recorded as liabilities in long-term debt. As
of December 31, 2013, we had no trading assets or trading liabilities recorded on our balance sheet as a result of "failed sale”
accounting treatment. As of December 31, 2012, we recorded approximately $140 million of trading assets and $147 million of
trading liabilities on our balance sheet as aresult of "failed sal€" accounting treatment for certain transfers of financial assets.

We also hold credit default swaps with these structured note V1 Es under which we receive credit protection on specified reference
assets in exchange for the payment of a premium. Through these derivatives, the VI1Es assume the credit risk associated with the
reference assets which are then passed on to the holders of the debt instruments they issue. Because they create rather than absorb
variability, the credit default swaps we hold are not considered variable interests. In limited circumstances, we entered into total
return swapstaking on the risks and benefits of certain structured notesissued by unconsolidated VIEs. The samerisksand benefits
are passed on to third party entities through back-end total return swaps. We earn a spread for facilitating the transaction. Our
maximum exposure to loss is the notional amount of the structured notes covered by the swap. The maximum exposure to 10ss
will occur in the unlikely scenario where the value of the structured notesis reduced to zero and, at the sametime, the counterparty
of the back-end swap defaults with zero recovery.

Werecord all investmentsin, and derivative contractswith, unconsolidated structured notevehiclesat fair value on our consolidated
balance sheet. Our maximum exposure to loss is limited to the recorded amounts of these instruments or, where applicable, the
notional amount of the derivatives wrapping the structured notes.

Beneficial interests issued by third-party sponsored securitization entities We hold certain beneficia interests such as mortgage-
backed securities issued by third party sponsored securitization entities which may be considered VIEs. The investments are
transacted at arm's-length and decisionsto invest are based on a credit analysis of the underlying collateral assets or the issuer. We
are a passive investor in these issuers and do not have the power to direct the activities of these issuers. As such, we do not
consolidate these securitization entities. Additionally, we do not have other involvements in servicing or managing the collateral
assetsor providefinancial or liquidity support totheseissuerswhich potentially giverisetorisk of lossexposure. Theseinvestments
are an integral part of the disclosure in Note 5, "Securities," and Note 27, "Fair Vaue Measurements," and, therefore, are not
disclosed in this note to avoid redundancy.

26. Guarantee Arrangements, Pledged Assets and Collateral

Guarantee Arrangements Aspart of our normal operations, weenter into credit derivativesand various off-bal ance sheet guarantee
arrangements with affiliates and third parties. These arrangements arise principally in connection with our lending and client
intermediation activities and include standby letters of credit and certain credit derivative transactions. The contractual amounts
of these arrangements represent our maximum possible credit exposure in the event that we are required to fulfill the maximum
obligation under the contractual terms of the guarantee.

The following table presents total carrying value and contractual amounts of our sell protection credit derivatives and major off-
balance sheet guarantee arrangements as of December 31, 2013 and 2012. Following the table is a description of the various
arrangements.

December 31, 2013 December 31, 2012
Notional/ Notional/
Maximum Maximum
Carrying Exposure to Carrying Exposure to
Value Loss Value Loss
(in millions)
Credit derVAtIVESD® ...ttt et ee s s $ 545 $ 180,534 $ (76) $ 237,548
Financial standby letters of credit, net of participations®®......................... — 5,237 — 5,554
Performance (non-financial) guarantees™ ............o.coooeeeeoreeeeereeesseeresenen. — 3,172 — 2,878
Liquidity asset purchase agreements® ............cooeeooeoeeeeeoreeseseeessesssseen. — 2,050 — 2,212
TOAl oottt e b e et renan $ 545 $ 190,993 $ (76) $ 248,192

@ Includes $34.9 billion and $44.2 billion of notional issued for the benefit of HSBC affiliates at December 31, 2013 and 2012, respectively.
@ Includes $865 million and $808 million issued for the benefit of HSBC affiliates at December 31, 2013 and 2012, respectively.
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®  For standby letters of credit and liquidity asset purchase agreements, maximum |oss represents |osses to be recognized assuming the letter of credit and
liquidity facilities have been fully drawn and the obligors have defaulted with zero recovery.

@ For credit derivatives, the maximum loss is represented by the notional amounts without consideration of mitigating effects from collateral or recourse
arrangements.

Credit-Risk Related Guarantees

Credit derivatives Credit derivativesarefinancial instrumentsthat transfer the credit risk of areference obligation from the credit
protection buyer to the credit protection seller who is exposed to the credit risk without buying the reference obligation. We sell
credit protection on underlying reference obligations (such as loans or securities) by entering into credit derivatives, primarily in
the form of credit default swaps, with variousinstitutions. We account for all credit derivatives at fair value. Where we sell credit
protectionto acounterparty that holdsthereference obligation, the arrangement iseffectively afinancial guarantee on thereference
obligation. Under acredit derivative contract, the credit protection seller will reimbursethe credit protection buyer upon occurrence
of acredit event (such as bankruptcy, insolvency, restructuring or failure to meet payment obligations when due) as defined in the
derivative contract, in return for a periodic premium. Upon occurrence of a credit event, we will pay the counterparty the stated
notional amount of the derivative contract and receive the underlying reference obligation. The recovery value of the reference
obligation received could be significantly lower than its notional principal amount when acredit event occurs.

Certain derivative contracts are subject to master netting arrangements and related collateral agreements. A party to a derivative
contract may demand that the counterparty post additional collateral in the event its net exposure exceeds certain predetermined
limits and when the credit rating falls below a certain grade. We set the collateral requirements by counterparty such that the
collateral covers various transactions and products, and is not allocated to specific individual contracts.

We manage our exposure to credit derivatives using a variety of risk mitigation strategies where we enter into offsetting hedge
positions or transfer the economic risks, in part or in entirety, to investors through the issuance of structured credit products. We
actively manage the credit and market risk exposure in the credit derivative portfolios on a net basis and, as such, retain no or a
limited net sell protection position at any time. The following table summarizes our net credit derivative positions as of December
31, 2013 and 2012.

December 31, 2013 December 31, 2012
Carrying (Fair) Carrying (Fair)
Value Notional Value Notional
(in millions)
Sell-protection credit derivative poSitions...........cooeeeeerierienienienenennn, $ 545 $ 180,534 $ (76) $ 237,548
Buy-protection credit derivative positions..........cccceveveeeevenienenieniennnns (505) 186,909 120 247,384
NEL POSIIOND ..ot enene $ 40 $ (6375) $ 4 $ (9,836)

@ positionsare presented net in thetabl e aboveto provide acomplete analysisof our risk exposure and depict theway we manage our credit derivative portfolio.
The offset of the sell-protection credit derivatives against the buy-protection credit derivatives may not be legally binding in the absence of master netting
agreements with the same counterparty. Furthermore, the credit loss triggering events for individual sell protection credit derivatives may not be the same
or occur in the same period as those of the buy protection credit derivatives thereby not providing an exact offset.

Standby letters of credit A standby letter of credit isissued to athird party for the benefit of a customer and is a guarantee that
the customer will perform or satisfy certain obligations under a contract. It irrevocably obligates us to pay a specified amount to
the third party beneficiary if the customer fails to perform the contractual obligation. We issue two types of standby letters of
credit: performance and financial. A performance standby letter of credit isissued where the customer isrequired to perform some
nonfinancial contractual obligation, such asthe performance of a specific act, whereasafinancial standby letter of credit isissued
where the customer's contractual obligation is of a financial nature, such as the repayment of aloan or debt instrument. As of
December 31, 2013, the total amount of outstanding financial standby letters of credit (net of participations) and performance
guarantees were $5.2 hillion and $3.2 hillion, respectively. As of December 31, 2012, the total amount of outstanding financial
standby letters of credit (net of participations) and performance guarantees were $5.6 billion and $2.9 billion, respectively.

Theissuance of a standby letter of credit is subject to our credit approval process and collateral requirements. We charge fees for
issuing letters of credit commensurate with the customer's credit evaluation and the nature of any collateral. Included in other
liahilities are deferred fees on standby letters of credit, which represent the value of the stand-ready obligation to perform under
these guarantees, amounting to $46 million and $46 million at December 31, 2013 and 2012, respectively. Also included in other
liabilitiesis an allowance for credit losses on unfunded standby letters of credit of $18 million and $19 million at December 31,
2013 and 2012, respectively.

209



HSBC USA Inc.

The following table summarizes the credit ratings of credit risk related guarantees including the credit ratings of counterparties
against which we sold credit protection and financial standby letters of credit as of December 31, 2013 as an indicative proxy of
payment risk:

Credit Ratings of the Obligors or the Transactions

Average
Life Investment Non-Investment
Notional/Contractual Amounts (in years) Grade Grade Total
(dollars are in millions)

Sell-protection Credit Derivatives”

Single name credit default swaps ("CDS")....ccccocvverererereenn. 24 $ 106,070 $ 20,917 $ 126,987

Structured CDS........ooeeceee e e 18 20,690 2,508 23,198

Index credit derivatiVeS.........ccevveee e 3.2 20,272 203 20,475

TOtal FELUMN SWAPS.....covieeeieetereeieseee e 11.3 9,361 513 9,874
ST o) (0] = RPN 156,393 24,141 180,534
Standby Letters of Credit® ............oooooeeeeeeeeeseeeee e 1.2 6,546 1,863 8,409
L1 = S $ 162,939 $ 26,004 $ 188,943

@ The credit ratingsin the table represent external credit ratings for classification asinvestment grade and non-investment grade.

@ External ratings for most of the obligors are not available. Presented above are the internal credit ratings which are developed using similar methodologies
and rating scale equivalent to external credit ratings for purposes of classification as investment grade and non-investment grade.

Our internal groupings are determined based on HSBC's risk rating systems and processes which assign a credit grade based on
a scale which ranks the risk of default of a customer. The groupings are determined and used for managing risk and determining
level of credit exposure appetite based on the customer's operating performance, liquidity, capital structure and debt service ability.
In addition, we also incorporate subjective judgments into the risk rating process concerning such things as industry trends,
comparison of performancetoindustry peersand perceived quality of management. We compare our internal risk ratingsto outside
externa rating agency benchmarks, where possible, at the time of formal review and regularly monitor whether our risk ratings
are comparable to the external ratings benchmark data.

A non-investment grade rating of areferenced obligor has a negative impact to the fair value of the credit derivative and increases
the likelihood that we will be required to perform under the credit derivative contract. We employ market-based parameters and,
where possible, use the observable credit spreads of the referenced obligors as measurement inputs in determining the fair value
of the credit derivatives. We believe that such market parameters are more indicative of the current status of payment/performance
risk than external ratings by the rating agencies which may not be forward-looking in nature and, as a result, lag behind those
market-based indicators.

Mortgage Loan Repurchase Obligations

Sale of mortgage loans Intheordinary courseof business, weoriginateand sell mortgageloansand providevariousrepresentations
and warrantiesrelated to, among other things, the ownership of theloans, the validity of theliens, theloan selection and origination
process, and the compliance to the origination criteria established by the agencies. In the event of a breach of our representations
and warranties, we may be obligated to repurchase the loans with identified defects or to indemnify the buyers. Our contractual
obligation arises only when the breach of representations and warranties are discovered and repurchase is demanded. Historically,
these sales have been primarily to government sponsored entities ("GSES"). With the conversion of our mortgage processing and
servicing operations to PHH Mortgage in the second quarter of 2013, new agency eligible originations beginning with May 2013
applications are sold directly to PHH Mortgage and PHH Mortgage is responsible for origination representations and warranties
for al loans purchased.

We typicaly first become aware that a GSE or other third party is evaluating a particular loan for repurchase when we receive a
request to review the underlying loan file. Generally, the reviews focus on severely delinquent loans to identify alleged fraud,
misrepresentation or file documentation issues. Upon completing its review, the GSE or other third party may submit arepurchase
demand. Historically, most filerequests have not resulted in repurchase demands. After recei pt of arepurchase demand, we perform
a detailed evaluation of the substance of the request and appeal any claim that we believe is either unsubstantiated or contains
errors, leveraging both dedicated internal as well as retained external resources. In some cases, we ultimately are not required to
repurchase aloan aswe are able to resol ve the purported defect. From initial inquiry to ultimate resolution, atypical caseisusually
resolved within 3 months, however some cases may take aslong as 12 months to resolve. Acceptance of arepurchase demand will
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involve either a) repurchase of the loan at the unpaid principal balance plus accrued interest or b) reimbursement for any realized
loss on aliquidated property ("make-whole" payment).

To date, amagjority of the repurchase demands we have received primarily relate to primeloans sourced during 2004 through 2008
from thelegacy broker channel which weexited in late 2008. L oans sold to GSEsand other third parties originated in 2004 through
2008 subject to representations and warranties for which we may be liable had an outstanding principal balance of approximately
$11.9 billion and $15.1 billion at December 31, 2013 and 2012, respectively, including $7.6 billion and $9.6 billion, respectively,
of loans sourced from our legacy broker channel.

During the fourth quarter of 2013, we entered into a settlement with FNMA for $83 million, reflected in realized losses in the
liahility table rollforward bel ow, which settled our liability for substantially all loans sold to FNMA between January 1, 2000 and
June 26, 2012. The settlement resulted in a release of $15 million in repurchase reserves previously provided for this exposure.
We continue to maintain repurchase reserves for FNMA exposure associated with residual risk not covered by the settlement
agreement.

Thefollowingtableshowsthetrend in repurchase demandsreceived onloanssold to GSEsand other third partiesby loan origination
vintage at December 31, 2013, 2012 and 2011:

At December 31, 2013 2012 2011
(in millions)

(S 0 RS $ 12 3 7% 5
2004 ...ttt et a et he b e re b et b e e b et b e e ebe et ebe et eaeerene s ene et eneere s eneans 27 21 13
200 PR 43 28 24
20 S 56 80 56
2007 ..ottt ettt ettt h et he b e ae b et et e e b et b et be e ebeebeaesreae s ene et eneerenseneaes 106 209 146
200 PR 60 123 98
01 200 RS 14 18 68
Total repurchase demands reCEIVEOW ... e $ 318 $ 486 $ 410
&)

Includes repurchase demands on loans sourced from our legacy broker channel of $245 million, $393 million and $300 million at December 31, 2013,
2012 and 2011, respectively.

The following table provides information about outstanding repurchase demands received from GSEs and other third parties at
December 31, 2013, 2012 and 2011:

At December 31, 2013 2012 2011

(in millions)
GOES. ...ttt sttt ettt ettt R bbbt e b bt en s e bt et b ettt s et $ 41 $ 86 $ 77
(0191 £SO TSRS 3 3 25
L7 OO $ 44 % 89 $ 102
@

Includes repurchase demands on loans sourced from our legacy broker channel of $26 million, $65 million and $87 million at December 31, 2013, 2012
and 2011, respectively.

In estimating our repurchase liability arising from breaches of representations and warranties, we consider the following:
» Thelevel of outstanding repurchase demands in inventory and our historical defenserate;

e Theleve of outstanding requests for loan files and the related historical repurchase request conversion rate and defense
rate on such loans;

e Thelevel of potential future demands based on historical conversion rates of |oans which we have not received aloan 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.

211



HSBC USA Inc.

The following table summarizes the change in our estimated repurchase liability for loans sold to the GSEs and other third parties
during 2013, 2012 and 2011 for obligations arising from the breach of representations and warranties associated with the sale of
these loans:

2013 2012 2011
(in millions)

Balance at beginning Of PEMOM.........covoiiiiiireerere e $ 219 $ 237 % 262

Increasein liability recorded through €arnings.........cccceveeeeive v 21 134 92

REBIIZEA [OSSES.......cviiveiiiieiisiei ettt sttt sa et st e e st e et e et seebesentesaeseneas (141) (152) (117)

Balance at end Of PEriOf.........coviiiiieiiree et $ 9 $ 219 $ 237

Our remaining reserve for potential repurchase liability exposures relates primarily to previously originated mortgages through
broker channels that were sold to the FHLMC. Our mortgage repurchase liability of $99 million at December 31, 2013 represents
our best estimate of the loss that has been incurred including interest, resulting from various representations and warrantiesin the
contractua provisionsof our mortgageloan sales. Becausethelevel of mortgagel oan repurchasel ossesisdependent upon economic
factors, investor demand strategies and other external risk factors such as housing market trends that may change, the level of the
liahility for mortgageloan repurchase | osses requires significant judgment. We have seen recent changesin investor demand trends
and continue to evaluate our methods of determining the best estimate of |0ss based on these recent trends. Asthese estimates are
influenced by factors outside our control, there is uncertainty inherent in these estimates making it reasonably possible that they
could change. The range of reasonably possible losses in excess of our recorded repurchase liability is between zero and $90
million at December 31, 2013. This estimated range of reasonably possible losses was determined based upon modifying the
assumptionsutilizedin our best estimate of probablelossesto reflect what we believeto bereasonably possibleadverseassumptions.

Written Put Options, Non Credit-Risk Related and Indemnity Arrangements

Liquidity asset purchase agreements We provide liquidity facilities to a number of multi-seller and single-seller asset-backed
commercia paper conduits sponsored by affiliates and third parties. The conduits finance the purchase of individual assets by
issuing commercial paper to third party investors. Each liquidity facility istransaction specific and has amaximum limit. Pursuant
to the liquidity agreements, we are obligated, subject to certain limitations, to purchase the eligible assets from the conduit at an
amount not to exceed the face value of the commercial paper in the event the conduit is unable to refinance its commercial paper.
A liquidity asset purchase agreement is essentially a conditional written put option issued to the conduit where the exercise price
is the face value of the commercial paper. As of December 31, 2013 and 2012, we have issued $2.1 billion and $2.2 hillion,
respectively, of liquidity facilities to provide liquidity support to the commercial paper issued by various conduits See Note 25,
"Variable Interest Entities," for further information.

Visa covered litigation We are an equity member of VisaInc. (“Visa’). Prior to itsinitial public offering (“IPO”) on March 19,
2008, Visa completed a series of transactions to reorganize and restructure its operations and to convert membership interestsinto
equity interests. Pursuant to the restructuring, we, along with all the Class B shareholders, agreed to indemnify Visafor the claims
and obligations arising from certain specific covered litigations. Class B shares are convertible into listed ClassA shares upon
(i) settlement of the covered litigations or (ii) the third anniversary of the IPO, whichever islater. Visa used a portion of the IPO
proceeds to establish an escrow account to fund future claims arising from those covered litigations. From 2009 to 2011, Visa
exercised its rights to sell shares of existing Class B shareholders and deposited the proceeds in order to increase the escrow
account. At December 31, 2013 and 2012, there was no liability recorded relating to this litigation.

Clearinghouses and exchanges We are amember of various exchanges and clearinghouses that trade and clear securities and/or
futures contracts. Under the Dodd-Frank Wall Street Reform and Consumer Protection Act of 2010 (*Dodd-Frank™), members of
a clearinghouse may be required to contribute to a guaranty fund to backstop members obligations to the clearinghouse. As a
member, we may be required to pay a proportionate share of the financial obligations of another member who defaults on its
obligationsto the exchange or the clearinghouse. Our guarantee obligationswould arise only if the exchange or clearinghouse had
exhausted its resources. Any potential contingent liability under these membership agreements cannot be estimated.
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Pledged Assets Pledged assets included in the consolidated balance sheet consisted of the following.

At December 31, 2013 2012
(in millions)

Interest bearing depoSitsS With DANKS ... $ 355 % 673
TEAOING BSSELSY ...ttt s e e ee e e es e ee e es e e se e sneseseeees 1,296 2,346
SECUtiES AVAIHIBDIETOr-SAIED ...ttt ee e ee e sn s 21,346 17,236
SECUNtIES NEIO-TO-MELUIITY ...ttt bbbt 362 456
LOBNS™ ...ttt e et ee e eere 3,969 2,142
OLNEE BSSEES™ ...ttt e et e et ee s se et e e esese s se e eeeeseeeesneseseeees 2,904 2,265
TOMBL. et e e ee et e s e et ee e e et et e e e s e e s et e s ee s et et et eet e s ee e es e e e eereneneeees $ 30232 $ 25118

@ Trading assets are primarily pledged against liabilities associated with repurchase agreements.
@ Securities available-for-sale are primarily pledged against derivatives, public fund deposits and various short-term and long term borrowings, as well as
providing capacity for potential secured borrowings from the Federal Home Loan Bank and the Federal Reserve Bank.

®  Loansare primarily residential mortgage loans pledged against long-term borrowings from the Federal Home Loan Bank.
@ Other assets represent cash on deposit with non-banks related to derivative collateral support agreements.

Debt securities pledged as collateral that can be sold or repledged by the secured party continue to be reported on the consolidated
balance sheet. The fair value of securities available-for-sale that can be sold or repledged was $10.9 hillion and $6.5 billion at
December 31, 2013 and 2012, respectively. Thefair value of trading assets that can be sold or repledged was $1.3 billion and $2.2
billion at December 31, 2013 and 2012, respectively.

Thefair value of collateral we accepted but not reported on the consolidated balance sheet that can be sold or repledged was $4.2
billionand $5.7 billion at December 31, 2013 and 2012, respectively. Thiscollateral was obtained under security resal e agreements.
Of this collateral, $2.7 billion and $1.3 billion has been sold or repledged as collateral under repurchase agreements or to cover
short sales at December 31, 2013 and 2012, respectively.

Lease Obligations We are obligated under a number of noncancellable leasesfor premises and equipment. Certain leases contain
renewal options and escalation clauses. Office space leases generally require us to pay certain operating expenses. Net rental
expense under operating leases was $149 million in 2013, $147 million in 2012 and $148 million in 2011.

We have lease obligations on certain office space which has been subleased through the end of the lease period. Under these
agreements, the sublessee has assumed future rental obligations on the lease.

Future net minimum lease commitments under noncancellable operating lease arrangements were as follows:

Minimum Minimum
Rental Sublease
Year Ending December 31, Payments Income Net
(in millions)
D004 eee e $ 148 $ 4 $ 144
701 LTSS 137 ©) 134
2000t 115 2 113
71 OO 101 (1) 100
20L8.....oi s 88 — 88
TREIEAMES ... 175 @) 174
Net minimum |€aS8 COMMITMENES........cueururerereeieteieeeeeieeeeeaeesesee et esee et s eeseeeseeees $ 764 3 1) $ 753

Securitization Activity Inaddition to the repurchase risk described above, we have also been involved as a sponsor/seller of loans
used to facilitate whole loan securitizations underwritten by our affiliate, HSI. In this regard, we began acquiring residential
mortgage |oans beginning in 2005 which were warehoused on our balance sheet with the intent of selling them to HSI to facilitate
HSI’s whole loan securitization program which was discontinued in the second half of 2007. During 2005-2007, we purchased
and sold $24 billion of such loans to HSI which were subsequently securitized and sold by HSI to third parties. See "Mortgage
Securitization Activity and Litigation" in Note 28, "L itigation and Regulatory Matters" for additional discussion of rel ated exposure.
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Offsetting of Resale and Repurchase Agreements and Securities Borrowing and Lending Agreements

We enter into purchases and borrowings of securities under agreementsto resell (resale agreements) and sales of securities under
agreementsto repurchase (repurchase agreements) identical or substantially the same securities. Resal e and repurchase agreements
are generally accounted for as secured lending and secured borrowing transactions, respectively.

The amounts advanced under resale agreements and the amounts borrowed under repurchase agreements are carried on the
consolidated balance sheets at the amount advanced or borrowed, plusaccrued interest to date. Interest earned on resal e agreements
isreported asinterestincome. Interest paid on repurchase agreementsisreported asinterest expense. We offset resal eand repurchase
agreements executed with the same counterparty under legally enforceable netting agreements that meet the applicable netting
criteria as permitted by generally accepted accounting principles.

Repurchase agreements may require us to deposit cash or other collateral with the lender. In connection with resale agreements,
itisour policy to obtain possession of collateral, which may include the securities purchased, with market value in excess of the
principal amount loaned. The market value of the collateral subject to the resale and repurchase agreementsisregularly monitored,
and additional collateral is obtained or provided when appropriate, to ensure appropriate collateral coverage of these secured
financing transactions.

The following table provides information about repurchase agreements and resell agreements that are subject to offset as of
December 31, 2013 and 2012:

Gross Amounts Not Offset in the
Balance Sheet

Gross Gross Amounts Net Amounts Cash Collateral
Amounts Offset in the Presented in the Financial Received /
Recognized Balance Sheet™® Balance Sheet Instruments @ Pledged Net Amount ©
(in millions)

As of December 31, 2013:
Assets:

Securities purchased under

agreementstoresdl ............. $ 4,187 2,068 2,119 2,118 — 3 1
Liabilities:

Securities sold under

repurchase agreements......... $ 14,989 2,068 12,921 12,913 — 3 8
As of December 31, 2012:
Assets:

Securities purchased under

agreementstoresdl ............. $ 5,736 2,587 3,149 3,146 — 3 3
Liabilities:

Securities sold under

repurchase agreements......... $ 9,404 2,587 6,817 6,817 — $ —

@ Represents recognized amount of resale and repurchase agreements with counterparties subject to legally enforceable netting agreements that meet the
applicable netting criteria as permitted by generally accepted accounting principles.

@ Represents securities received or pledged to cover financing transaction exposures.

®  Represents the amount of our exposure that is not collateralized / covered by pledged collateral.

27. Fair Value Measurements

Accounting principles related to fair value measurements provide a framework for measuring fair value that focuses on the exit
price that would be received to sell an asset or paid to transfer aliability in the principal market (or in the absence of the principal
market, the most advantageous market) accessible in an orderly transaction between willing market participants (the "Fair Value
Framework™). Where required by the applicable accounting standards, assets and liabilities are measured at fair value using the
"highest and best use" valuation premise. Amendments to the fair value measurement guidance, which became effective in 2012
clarifies that financial instruments do not have aternative uses and, as such, the fair value of financial instruments should be
determined using an "in-exchange" valuation premise. However, the fair value measurement literature provides a valuation
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exception and permits an entity to measurethefair value of agroup of financial assetsand financial liabilitieswith offsetting credit
risks and/or market risks based on the exit price it would receive or pay to transfer the net risk exposure of a group of assets or
liabilities if certain conditions are met. We elected to apply the measurement exception to a group of derivative instruments with
offsetting credit risks and market risks, which primarily relate to interest rate, foreign currency, debt and equity price risk, and
commodity price risk as of the reporting date.

Fair Value Adjustments The best evidence of fair value is quoted market price in an actively traded market, where available. In
the event listed price or market quotes are not availabl e, val uation techniques that incorporate rel evant transaction data and market
parametersreflecting theattributes of the asset or liability under consideration areapplied. Whereapplicable, fair value adjustments
are made to ensure the financial instruments are appropriately recorded at fair value. The fair value adjustments reflect the risks
associated with the products, contractual terms of the transactions, and the liquidity of the marketsin which the transactions occur.
Thefair value adjustments are broadly categorized by the following major types:

Credit risk adjustment - The credit risk adjustment is an adjustment to a group of financial assets and financia liabilities,
predominantly derivative assets and derivative liabilities, to reflect the credit quality of the partiesto the transaction in arriving at
fair value. A credit valuation adjustment to a financial asset is required to reflect the default risk of the counterparty. A debit
valuation adjustment to afinancial liability is recorded to reflect the default risk of HUSI.

For derivative instruments, we calcul ate the credit risk adjustment by applying the probability of default of the counterparty to the
expected exposure, and multiplying the result by the expected loss given default. We estimate the implied probability of default
based on the counterparty's credit spread. Where credit default spreads of the counterparty are not available, we use the credit
default spread of a specific proxy (e.g. the credit default swap spread of the counterparty's parent). Where specific proxy credit
default swaps are not available, we apply ablended approach based on amixture of proxy credit default swap referencing to credit
names of similar credit standing and the historical rating-based probability of default. During 2012, we changed our estimate of
credit valuation adjustments on derivative assets and debit val uation adjustments on derivative liabilities to be based on amarket-
implied probability of default calculation rather than a ratings-based historical counterparty probability of default calculation,
consistent with evolving market practices. This change resulted in areduction to trading revenue of $47 million.

Liquidity risk adjustment - Theliquidity risk adjustment (primarily in the form of bid-offer adjustment) reflects the cost that would
be incurred to close out the market risks by hedging, disposing or unwinding the position. Valuation models generally produce
mid market values. The bid-offer adjustment is made in such away that resultsin a measure that reflects the exit price that most
represents the fair value of the financial asset or financial liability under consideration or, where applicable, the fair value of the
net market risk exposure of agroup of financial assets or financial liabilities. These adjustments relate primarily to Level 2 assets.

Model valuation adjustment - Where fair value measurements are determined using an internal valuation model based on
unobservable inputs, certain valuation inputs may be less readily determinable. There may be arange of possible valuation inputs
that market participants may assumein determining thefair value measurement. The resultant fair value measurement hasinherent
measurement risk if one or more parameters are unobservable and must be estimated. An input val uation adjustment is necessary
toreflect thelikelihood that market participants may use different input parameters, and to mitigate the possibility of measurement
error. In addition, the values derived from val uation techniques are aff ected by the choice of val uation model and model limitation.
When different valuation techniques are available, the choice of valuation model can be subjective. Furthermore, the valuation
model applied may have measurement limitations. In those cases, an additional valuation adjustment is also applied to mitigate
the measurement risk. These adjustments relate primarily to Level 2 assets.

We apply stress scenariosin determining appropriate liquidity risk and model risk adjustmentsfor Level 3fair valuesby reviewing
the historical data for unobservable inputs (e.g., correlation, volatility). Some stress scenarios involve a 95 percent confidence
interval (i.e., two standard deviations). Other stress scenarios may be performed using highly stressed historical inputs such as
credit spreads experienced during acredit crisis. We also utilize unobservable parameter adjustments when instruments are valued
using internally developed models which reflects the uncertainty in the value estimates provided by the model.

Fair Value Hierarchy The Fair Value Framework establishes athree-tiered fair value hierarchy as follows:
Level 1 quoted market price - Level 1 inputs are quoted prices (unadjusted) in active markets for identical assets or liabilities.

Level 2 valuation technique using observable inputs - Level 2 inputsinclude quoted pricesfor similar assets or liabilitiesin active
markets, quoted pricesfor identical or similar assetsor liabilitiesin markets that are inactive, and measurements determined using
valuation model swhereall significant inputsare observable, such asinterest ratesand yield curvesthat are observable at commonly
quoted intervals.

Level 3valuation technique with significant unobservable inputs - Level 3 inputs are unobservable inputs for the asset or liability
and include situations where fair values are measured using valuation techniques based on one or more significant unobservable
input.
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Classification within the fair value hierarchy is based on whether the lowest hierarchical level input that is significant to the fair
value measurement is observable. As such, the classification within the fair value hierarchy is dynamic and can be transferred to
other hierarchy levelsin each reporting period. Transfers between leveling categories are assessed, determined and recognized at
the end of each reporting period.

Valuation Control Framework We have established a control framework which is designed to ensure that fair values are either
determined or validated by a function independent of the risk-taker. To that end, the ultimate responsibility for the determination
of fair values rests with Finance. Finance has established an independent price validation process to ensure that the assets and
liahilities measured at fair value are properly stated.

A valuation committee, chaired by the Head of Business Finance of Global Banking and Markets, meets monthly to review, monitor
and discuss significant valuation matters arising from credit and market risks. The committee is responsible for establishing
valuation policiesand procedures, approving the internal val uation techniques and models devel oped by the Quantitative Risk and
Valuation Group ("QRVG"), reviewing and approving vauation adjustments pertaining to, among other things, unobservable
inputs, market liquidity, selection of valuation model and counterparty credit risk. Significant valuation risksidentified in business
activities are corroborated and addressed by the committee members and, where applicable, are escalated to the Chief Financial
Officer of HUSI and the Audit Committee of the Board of Directors.

Where fair value measurements are determined based on information obtained from independent pricing services or brokers,
Finance applies appropriate validation proceduresto substantiate fair value. For price validation purposes, quotationsfrom at |east
two independent pricing sources are obtained for each financial instrument, where possible.

The following factors are considered in determining fair values:

= similarities between the asset or the liability under consideration and the asset or liability for which quotation is received;

= collaboration of pricing by referencing to other independent market data such as market transactions and relevant benchmark
indices,

= consistency among different pricing sources,

= thevaluation approach and the methodol ogies used by the independent pricing sources in determining fair value;

= the elapsed time between the date to which the market data relates and the measurement date;

» the source of thefair value information; and

= whether the security istraded in an active or inactive market.

Greater weight is given to quotations of instruments with recent market transactions, pricing quotes from deal ers who stand ready
to transact, quotations provided by market-makers who structured such instrument and market consensus pricing based on inputs
from a large number of survey participants. Any significant discrepancies among the externa quotations are reviewed and
adjustmentsto fair values are recorded where appropriate. Where the transaction volume of a specific instrument has been reduced
and thefair value measurement becomes|esstransparent, Finance will apply moredetailed proceduresto understand and challenge
the appropriateness of the unobservable inputs and the vauation techniques used by the independent pricing service. Where
applicable, Finance will develop afair value estimate using its own pricing model inputs to test reasonableness. Where fair value
measurementsaredetermined usinginternal val uation models, Financewill validatethefair valuemeasurement by either devel oping
unobservable inputs based on the industry consensus pricing surveys in which we participate or back testing by observing the
actual settlements occurring soon after the measurement date. Any significant valuation adjustments are reported to and discussed
with the valuation committee.

Fair Value of Financial Instruments The fair value estimates, methods and assumptions set forth below for our financia
instruments, including thosefinancial instruments carried at cost, are made solely to comply with disclosuresrequired by generally
accepted accounting principles in the United States and should be read in conjunction with the financia statements and notes
included in this Form 10-K.
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The following table summarizes the carrying value and estimated fair value of our financial instruments at December 31, 2013
and 2012.

Carrying Fair

December 31, 2013 Value Value Level 1 Level 2 Level 3
(in millions)
Financial assets:
Short-term financial assetS........cccveevvieeireeeserses e $ 20,626 $ 20,626 $ 961 $ 19,614 $ 51
Securities purchased under resale agreements .........coceeeveeereenen. 2,119 2,119 — 2,119 —
Non-derivative trading @SSELS ........corereeereerieerieereeeseeeseeeses 22,903 22,903 1,344 18,924 2,635
DENTVALIVES.....c.eevireetirieierie it 7,569 7,569 26 7,467 76
S s U ] 11O 56,368 56,405 39,553 16,852 —
Commercial loans, net of allowance for credit losses................... 48,186 49,897 — — 49,897
Commercial loans designated under fair value option and held
FON Sl e 3 3 — 3 —
Commercial loansheld for sale......ocviveiiieniieeeeeee 73 73 — 73 —
Consumer loans, net of allowance for credit losses....................... 18,903 16,051 — 492 15,559
Consumer loans held for sale:
Residential MOrtgages.........cooeveeverereereeerieeniee e 91 92 — 36 56
Other CONSUMES .......covieeiireetirieierieesie ettt st s seene e 63 63 — — 63
Financia liabilities:
Short-term financial liabilities.........ccoeeveveeeieeieeeceeceecee, $ 19,205 $ 19,205 $ — $19154 $ 51
Deposits:
Without fixed MatUrities.........coeevverireineseee e 102,584 102,584 — 102,584 —
FiXed MaIUNTIES .....ccvceicieeeeree e 2,284 2,289 — 2,289 —
Deposits designated under fair value option ..........ccoeeveevvennnnes 7,740 7,740 — 5,406 2,334
Non-derivative trading liabilities........cccccvvevvreiveerrscsenes 4,134 4,134 308 3,826 —
DENVALIVES.......ocviieceiiieeiiiee ettt esenes 7,348 7,348 5 7,294 49
LONG-term debt ... ....coveiviiirere s 15,261 15,729 — 15,729 —
Long-term debt designated under fair value option ..................... 7,586 7,586 — 6,686 900
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Carrying Fair
December 31, 2012 Value Value Level 1 Level 2 Level 3
(in millions)
Financial assets:
Short-term financial aSSEtS .......c.cveveeeecieeeeeeeeceee e $14719 $14719 $ 1359 $ 13279 $ 81
Securities purchased under resale agreements ..........c.cooeeveveene. 3,149 3,149 — 3,149 —
Non-derivative trading @SSES.......ccvouvirerineninneseeseeseeeseseseens 25,491 25,491 2,484 20,061 2,946
DEMIVALIVES. .....ccveveeeeeeeeeeee ettt ettt st e e aeeaeerens 6,865 6,865 30 6,664 171
S U ] =S 69,336 69,547 43,421 26,126 —
Commercial loans, net of allowance for credit losses................... 43,833 45,153 — — 45,153
Commercial loans designated under fair value option and held
FOP SBIE .. e 465 465 — 465 —
Commercial loansheld for sale........ccvvvevevevececeecee e, 16 16 — 16 —
Consumer loans, net of allowance for credit losses....................... 18,778 15,173 — 712 14,461
Consumer loans held for sale:
Residential MOrtgages........covverererieniene e 472 485 — 419 66
Other CONSUMIES .......ccueeiececceecee ettt 65 65 — — 65
Financial liabilities:
Short-term financial liabilities...........cccoeevevveeeeeeeeeeecee e $ 15033 $ 15033 $ — $14952 $ 81
Deposits:
Without fixed Maturities.........cccevvievieveniese e 104,414 104,414 — 104,414 —
Fixed MatUritiES......ccoeiiieieceee e 4,565 4,574 — 4,574 —
Deposits designated under fair value option ...........coceceveeereenenes 8,692 8,692 — 6,056 2,636
Non-derivative trading liabilities............cccovevevevececeiccececerees 5,974 5,974 207 5,767 —
DEMIVALIVES. ...ttt ettt ettt st ene 10,081 10,081 21 9,933 127
LONG-tErM debt .....c..ooveeeiceeeece e 14,465 15,163 — 15,163 —
Long-term debt designated under fair value option ............cccc...... 7,280 7,280 — 6,851 429

Loan values presented in the table above were determined using the Fair Value Framework for measuring fair value, which is
based on our best estimate of the amount within a range of value we believe would be received in a sale as of the balance sheet
date (i.e. exit price). The secondary market demand and estimated value for our residential mortgage loans has been heavily
influenced by the challenging economic conditions during the past severa years, including house price depreciation, elevated
unemployment, changes in consumer behavior, changes in discount rates and the lack of financing options available to support
the purchase of receivables. For certain consumer loans, investors incorporate numerous assumptions in predicting cash flows,
such as future interest rates, higher charge-off levels, slower voluntary prepayment speeds, different default and loss curves and
estimated collateral values than we, as the servicer of these loans, believe will ultimately be the case. The investor's valuation
processreflectsthis differencein overall cost of capital assumptions aswell as the potential volatility in the underlying cash flow
assumptions, the combination of which may yield asignificant pricing discount from our intrinsic value. The estimated fair values
at December 31, 2013 and 2012 reflect these market conditions. Theincreasein therelative fair value of our residential mortgage
loans during 2013 islargely duetoimproved conditionsin the housing industry driven by increased property valuesand, to alesser
extent, lower required market yields and increased investor demand for these types of receivables.

Assets and Liabilities Recorded at Fair Value on a Recurring Basis The following table presents information about our assets
and liabilities measured at fair value on arecurring basis as of December 31, 2013 and 2012, and indicates thefair value hierarchy
of the valuation techniques utilized to determine such fair value.
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Fair Value Measurements on a Recurring Basis

Gross Net
December 31, 2013 Level 1 Level 2 Level 3 Balance Netting® Balance
(in millions)
Assets:
Trading Securities, excluding derivatives:
U.S. Treasury, U.S. Government agencies and sponsored enterprises.... $ 1,344  § 178  $ — $ 1522 % — $ 1522
Obligations of U.S. States and political subdiviSions............c.cocveeereniennne — 25 — 25 — 25
Collateralized debt Obligations............ccoereeieiieriseiinreerre e — — 254 254 — 254
Asset-backed securities:
Residential MOMQagES ........cervreereerieeeeresieee st — 159 — 159 — 159
SHUAENE LOBNS......coiviiiiiiii s — 68 — 68 — 68
Corporate and other domestic debt securities.... — — 2,260 2,260 — 2,260
Debt Securitiesissued by foreign entities:
COMPOFELE......eueereseereetee ettt b ettt eb s — 495 — 495 — 495
Government .. — 6,223 121 6,344 — 6,344
EQUILY SECUMTIES ...ttt s — 25 — 25 — 25
Precious MetalStrading ........c.cocveerreeerenieiree s — 11,751 — 11,751 — 11,751
Derivatives?:
INEErest rate CONIACLS..........c.ouveviririririricrer e 81 56,095 1 56,177 — 56,177
Foreign exchange CoNLractS...........oreerrieeiireeiee s 7 15,291 131 15,429 — 15,429
Equity contracts................ — 2,042 160 2,202 — 2,202
Precious metals contracts 182 1,400 1 1,583 — 1,583
Credit CONMIACLS.........cvviiiiicie s — 4,152 512 4,664 — 4,664
Derivatives netting — — — — (72,486) (72,486)
TOtAl AENVALIVES......cecveveieererire s 270 78,980 805 80,055 (72,486) 7,569
Securities available-for-sale:
U.S. Treasury, U.S. Government agencies and sponsored enterprises..... 39,513 9,439 — 48,952 — 48,952
Obligations of U.S. states and political subdiviSions...........ccccoveinininenne — 742 — 742 — 742
Asset-backed securities:
— 1 — 1 — 1
— 126 — 126 — 126
— 227 — 227 — 227
— 94 — 94 — 94
Corporate and other domestic debt SECUMtIES........coovvveeerireeieiirirecieiee — — — — — —
Debt Securitiesissued by foreign entities:
COMPOFELE......veeeereieereetee ettt ettt s e e b en e s — 881 — 881 — 881
Government-backed 40 3,681 — 3,721 — 3,721
— 162 — 162
— 3 — 3
227 227 — 227
$ 3667 $ 158094 $ (72,486) $ 85,608
Liabilities: -
Deposits in OMEStIC OFfiCES®.........ovveiereeeeeeeeesesessesesssses s sssssesseenes $ — $ 5406 $ 2334 $ 7,740 $ — $ 7,740
Trading ligbilities, excluding derivatives............coceerreenneeenseenenens 308 3,826 — 4,134 — 4,134
Derivatives?:
INLErest rate CONIACLS..........ccovveviiriiiericrs e 34 56,282 — 56,316 — 56,316
Foreign exchange CONLractS.........c.oreerrieeiireerees s 16 14,576 36 14,628 — 14,628
Equity contracts................ — 1,403 157 1,560 — 1,560
Precious metals contracts 7 847 3 857 — 857
Credit CONIACLS.........covuiiiiii s — 4,398 321 4,719 — 4,719
Derivatives netting — — — — (70,732) (70,732)
TOtA AENVALIVES. .....cecveeeeieereree e 57 77,506 517 78,080 (70,732) 7,348
LONG-tErM AEBt® ... — 6,686 900 7,586 — 7,586
Tota liabilities $ 365 $ 93424 $ 3751 $ 97540 $ (70,732) $ 26,808
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Fair Value Measurements on a Recurring Basis

Gross Net
December 31, 2012 Level 1 Level 2 Level 3 Balance Netting® Balance
(in millions)
Assets:

Trading Securities, excluding derivatives:
U.S. Treasury, U.S. Government agencies and sponsored enterprises..... $ 2,484

$ 369 $ —

$ 283 $ — $ 2853

Collateralized debt Obligations...........oeererieieirneirreesee e — — 466 466 — 466
Asset-backed securities:

Residential MOMgagesS ........c.covreereuirrrieeresieiee s — 221 — 221 — 221
Corporate and other domestic debt securities. — 1,035 1,861 2,896 — 2,896
Debt Securitiesissued by foreign entities:

COIPOFELE......eeeeeeteteieseeteit ettt ettt b e ne e — 468 299 767 — 767

Government — 5,609 311 5,920 — 5,920
EQUILY SECUMTIES ...t — 27 9 36 — 36
Precious metals trading . — 12,332 — 12,332 — 12,332

Derivatives®:
INLErest rate CONIACLS..........ccvvviiririiriirer e 98 66,602 8 66,708 — 66,708
Foreign exchange contracts.. 4 13,825 16 13,845 — 13,845
EQUILY CONEFACES......ceiveiiiieieiree et — 1,593 166 1,759 — 1,759
Precious Metals CONIactS ..o 135 649 7 791 — 791
Credit contracts.............. — 5,961 1,168 7,129 — 7,129
Derivatives netting — — — — (83,367) (83,367)
TOtAl AENIVALIVES. .....ceeveiecreirieee e 237 88,630 1,365 90,232 (83,367) 6,865
Securities available-for-sale:
U.S. Treasury, U.S. Government agencies and sponsored enterprises..... 43,379 17,316 — 60,695 — 60,695
Obligations of U.S. states and political subdiviSions...........cccceveeneninenne — 912 — 912 — 912
Asset-backed securities:

Residential MOMQageS ........c.eovreereererieerenieiee s — 1 — 1 — 1

COmMMErCial MOMGAgES.......coveviereerererireeieresteiee e s — 214 — 214 — 214

Home equity — 258 — 258 — 258

OENEY ... — 84 — 84 — 84
Corporate and other domestic debt SECUMtIES........c.covvveveirerieirirccieine — 26 — 26 — 26
Debt Securitiesissued by foreign entities:

COIPOFELE......eeeeeeteeeiereeteitee ettt ettt en e — 831 — 831 — 831

Government-backed ..o 42 4,480 — 4,522 — 4,522

173 — 173 — 173
465 — 465 — 465
— 168 168 — 168

$ 133451 $ 4,479

$ 184,072 $ (83,367) $ 100,705

Liabilities:
DePOSits iN dOMESLIC OFfiCES™.........orvveereeeeeeeesseesseesessseses s essssesseeees $ — $ 605 $ 2636 $ 8692 $ — $ 862
Trading liabilities, excluding derivatives.. 207 5,767 — 5,974 — 5,974
Derivatives?:
INLErest rate CONIACLS..........ccvvviiririiiereere e 90 66,258 1 66,349 — 66,349
Foreign exchange contracts.. 25 13,770 11 13,806 — 13,806
EQUILY CONEFACES.......ceiveeiiieeeineeieeree ettt — 1,244 173 1,417 — 1,417
Precious Metals CONIactS ..o 19 712 7 738 — 738
Credit contracts.............. — 6,754 597 7,351 — 7,351
Derivatives netting — — — — (79,580) (79,580)
TOtAl AENIVALIVES. .....ceerreeecreireeee e 134 88,738 789 89,661 (79,580) 10,081
Long-term debt® .. — 6,851 429 7,280 — 7,280
Tota liabilities $ 341 $ 107412 $ 3854 $ 111607 $ (79580) $ 32,027

@ Represents counterparty and cash collateral netting which allow the offsetting of amounts relating to certain contracts if certain conditions are met.

@ Includes trading derivative assets of $6.0 billion and $5.4 billion and trading derivative liabilities of $6.7 billion and $8.7 billion as of December 31, 2013
and 2012, respectively, as well as derivatives held for hedging and commitments accounted for as derivatives.

220



HSBC USA Inc.

@ Includes leveraged acquisition finance loans held for sale which we have elected to apply the fair value option. See Note 8, "Loans Held for Sale," for

further information.
@ SeeNote 10, "Intangible Assets," for additional information.
5
6)

Represents structured deposits risk-managed on afair value basis for which we have elected to apply the fair value option.
Includes structured notes and own debt issuances which we have elected to measure on afair value basis.

Transfers between leveling categories are recognized at the end of each reporting period.
Transfers between Levels 1 and 2 There were no transfers between Levels 1 and 2 during 2013 and 2012.

Information on Level 3 assets and liabilities The following table summarizes additional information about changes in the fair
value of Level 3 assets and liabilities during year ended December 31, 2013 and 2012. As a risk management practice, we may
risk manage the Level 3 assets and liabilities, in whole or in part, using securities and derivative positions that are classified as
Level 1 or Level 2 measurements within the fair value hierarchy. Sincethose Level 1 and Level 2 risk management positions are
not included in the table below, the information provided does not reflect the effect of such risk management activities related to
the Level 3 assetsand liabilities.

Total Gains and

(Losses) Included in® Current
Period
Trading Transfers  Transfers Unrealized
Jan. 1, Revenue Other Purch- Issu- Settle- Into Out of Dec. 31, Gains
2013 (Loss) Revenue ases ances ments Level 3 Level 3 2013 (Losses)
(in millions)
Assets:
Trading assets, excluding
derivatives:
Collateralized debt
0bligations........ccvevevrennns $ 466 $ 154 $ — $ 237 $ — $ (603) $ — 3 — $ 254 % 151
Corporate and other
domestic debt securities... 1,861 29 — 792 — (422) — — 2,260 29
Corporate debt securities
issued by foreign entities. 299 (10) — — — (238) — (51) — —
Government debt
securities issued by
foreign entities............... 311 21 — — — (211) — — 121 2
Equity securities.............. 9 (5) — — — 4) — — — 5)
Derivatives, net®:
Interest rate contracts....... 7 — (6) — — — — — 1 @
Foreign exchange
CONLIaCES......ceereeecreerennens 5 1 — — — 105 (16) — 95 100
Equity contracts............... 7) 85 — — — (67) 16 (24) 3 9
Precious metals contracts — 2) — — — — — — (2 (2
Credit contracts................ 571 (215) — — — (119) (45) 1) 191 (369)
Mortgage servicing rights® 168 — 48 — — 11 — — 227 48
Total assetS...covvevenirirnees $ 3690 $ 58 $ 42 $ 1029 $ — $(1548) $ (45) $ (76) $ 3150 $ (44)
Liabilities:
Depositsin domestic
OffiCES .o $(2,636) $ 301 % — 3 — $ (601) $ 391 $ (305) $ 516 (2,334) $ (24)
Long-term debt..........c.c...... (429) (278) — — (606) 225 (38) 226 (900) (183)
Total liabilities.......c.ccouvern. $(3,065) $ 23 $ —  $ — $ (1,207 $ 616 $ (343) $ 742 $ (3,234) $ (207)
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Total Gains and

(Losses) Included in® Current
Period
Trading Transfers  Transfers Unrealized
Jan. 1, Revenue Other Purch- Issu- Settle- Into Out of Dec. 31, Gains
2012 (Loss) Revenue ases ances ments Level 3 Level 3 2012 (Losses)
(in millions)
Assets:
Trading assets, excluding
derivatives:
Collateralized debt
Obligations...........ccouuvveen. $ 703 $ 130 $ — $ 70 % — $ @4m s 40 $ — $ 466 $ 51
Corporate and other
domestic debt securities... 1,679 46 — 426 — (290) — — 1,861 27
Corporate debt securities
issued by foreign entities. 253 46 — — — — — — 299 46
Government debt
securities issued by
foreign entities................. — 65 388 (142) 311 61
Equity securities 13 1) — — — ©)] — — 9 1)
Derivatives, net®:
Interest rate contracts....... 9 — 2 — — — — — 7 %))
Foreign exchange
CONEraCtS.......covvveveveininnnns @ (34) — — (6) 15 2 33 5 5
Equity contracts............... (83) 116 — — — (41) (€N 2 U] 45
Precious metals contracts — — — — — — — — — —
Credit contracts 1,353 (698) — — — (72) (12) — 571 (926)
Loans? ..., 1 — 1 — — (12) — — — —
Mortgage servicing rights® 220 — (76) — 24 — — — 168 (76)
Total aSSEtS...c.cvevrerecrerrennas $ 4157 $ (330) $ (777 $ 884 $ 18 $(1,022) $ 25 $ 35 $ 3690 $ (770)
Liabilities:
Deposits in domestic
offices $(2,867) $ (123) $ — $ — $ (806) $ 346 $ (34) $ 848 (2,636) $ (77)
Long-term debt.................... (86) (13) — — (424) 38 7 63 (429) (15)
Total liabilities. ... $(2953) $ (136) $ — $ — $ (12300 $ 384 $ (41 $ 911 $ (3,065 $ (92)

@ Includes realized and unrealized gains and losses.

@ Level 3 net derivativesincluded derivative assets of $805 million and derivative liabilities of $517 million as of December 31, 2013 and derivative assets
of $1,365 million and derivative liabilities of $789 million as of December 31, 2012.

®  Includes Level 3 corporate lending activities risk-managed on afair value basis for which we have elected the fair value option.

@ SeeNote 10, "Intangible Assets," for additional information.
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The following table presents quantitative information about the unobservable inputs used to determine the recurring fair value
measurement of assets and liabilities classified as Level 3 fair value measurements as of December 31, 2013 and 2012.

December 31, 2013

Fair Value
Financial Instrument Type (in millions) Valuation Technique(s) Significant Unobservable Inputs Range of Inputs
Collateralized debt obligations................ 254  Broker quotes or consensus Prepayment rates 0% - 5%
pricing and, where applicable,
discounted cash flows
Conditional default rates 5% - 7%
Loss severity rates 90% -100%
Corporate and other domestic debt 2,260  Discounted cash flows Spread volatility on collateral assets 1% - 3%
SECUNEIES ..o
Correlation between insuranceclam ~ 80%
shortfall and collateral value
Corporate and government debt 121  Discounted cash flows Correlations of default among a 36% - 63%
securitiesissued by foreign entities.......... portfolio of credit names of
embedded credit derivatives
Interest rate derivative contracts.............. 1 Market comparable adjusted for Probability to fund for rate lock 10% - 99%
probability to fund commitments
Foreign exchange derivative contracts™ . 95  Option pricing model Implied volatility of currency pairs 11% - 16%
Equity derivative contracts™ ................... 3 Option pricing model Equity / Equity Index volatility 6% - 69%
Equity / Equity and Equity / Index 50% - 58%
correlation
Credit derivative contracts...........coeeveneee. 191  Option pricing model Correlation of defaults of aportfolio  46% - 54%
of reference credit names
Issuer by issuer correlation of 83% - 95%
defaults
Mortgage servicing rights........ccccceeenee 227  Option adjusted discounted cash Constant prepayment rates 5% - 22%
flows
Option adjusted spread 8% - 19%
Estimated annualized coststo service  $91 - $333 per
account
Depositsin domestic offices (structured (2,334) Option adjusted discounted cash Implied volatility of currency pairs 11% - 16%
deposits) PP e flows
Equity / Equity Index volatility 6% - 69%
Equity / Equity and Equity / Index 50% - 58%
correlation
Long-term debt (structured notes) W@ ... (900) Option adjusted discounted cash ~ Implied volatility of currency pairs 11% - 16%
flows
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December 31, 2012

Fair Value
Financial Instrument Type (in millions) Valuation Technique(s) Significant Unobservable Inputs Range of Inputs
Collateralized debt obligations................ 466 Broker quotesor consensuspricing  Prepayment rates 0% - 6%
and, where applicable, discounted
cash flows
Conditional default rates 4% - 14%
L oss severity rates 50% - 100%
Corporate and other domestic debt 1,861 Discounted cash flows Spread volétility on collateral assets 2% - 4%
SECUNTIES ..t
Correlation between insurance clam ~ 80%
shortfall and collateral value
Corporate and government debt 610 Discounted cash flows Correlations of default among a 29%
securitiesissued by foreign entities.......... portfolio of credit names of
embedded credit derivatives
Equity securities (investmentsin hedge 9 Net asset value of hedge funds Range of fair value adjustments to 30% - 100%
FUNAS) - reflect restrictions on timing and
amount of redemption and realization
risks
Interest rate derivative contracts.............. 7 Market comparable adjusted for Probability to fund for rate lock 8% - 100%
probability to fund commitments
Foreign exchange derivative contracts™ . 5 Option pricing model Implied volatility of currency pairs 2% - 21%
Equity derivative contracts™ ................... (7) Option pricing model Equity / Equity Index volatility 6% - 104%
Equity / Equity and Equity / Index 56% - 64%
correlation
Credit derivative contracts...........cccvueuee. 571 Option pricing model Correlation of defaults of aportfolio  32% - 45%
of reference credit names
Industry by industry correlation of 44% - 67%
defaults
Mortgage servicing rights..........ccoeeeeenne 168 Option adjusted discounted cash Constant prepayment rates 9% - 45%
flows
Option adjusted spread 8% - 19%
Estimated annualized coststo service  $98 - $263 per
account
Depositsin domestic offices (structured (2,636) Option adjusted discounted cash Implied volatility of currency pairs 2% - 21%
deposits) V@ e flows
Equity / Equity Index volatility 6% - 104%
Equity / Equity and Equity / Index 56% - 64%
correlation
Long-term debt (structured notes) V@ ... (429) Option adjusted discounted cash Implied volatility of currency pairs 2% - 21%
flows
Equity / Equity Index volatility 6% - 104%
Equity / Equity and Equity / Index 56% - 64%

@

correlation

We are the client-facing entity and we enter into identical but opposite derivatives to transfer the resultant risks to our affiliates. With the exception of

counterparty credit risks, wearemarket neutral. The corresponding intra-group derivativesare presented asequity derivativesand foreign currency derivatives

inthetable.
@)

Significant Unobservable Inputs for Recurring Fair Value Measurements

Collateralized Debt Obligations (CDOs)

= Prepayment rate - Therate at which borrowers pay off the mortgage loans early. The prepayment rate is affected by a number
of factorsincluding the location of the mortgage collateral, the interest rate type of the mortgage loans, borrowers' credit and
sensitivity to interest rate movement. The prepayment rate of our CDOs portfolio istilted towards the low end of the range.

= Default rate - Annualized percentage of default rate over a group of collateral such as residential or commercial mortgage
loans. The default rate and loss severity rate are positively correlated. The default rate of our portfolio is close to the mid point

of the range.
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= Loss Severity Rate - Included in our Level 3 CDOs portfolio are collateralized loan obligations (CLOs) and trust preferred
securities which are about equally distributed. The loss severity rate for trust preferred securities as of December 31, 2013 is
about 1.8 timesthat of CLOs.

Derivatives

= Correlation of Default - The default correlation of agroup of credit exposures measuresthelikelihood that the credit references
within agroup will default together. The default correlation is a significant input to structured credit products such as nth-to-
default swaps. In addition, the correlation between the currency and the default risk of the reference creditsisacritical input
to aforeign currency denominated credit default swap where the correlation is not observable.

= Implied volatility - Theimplied volatility isasignificant pricing input for freestanding or embedded options including equity,
foreign currency and interest rate options. The level of volatility isafunction of the nature of the underlying risk, the level of
strike price and the years to maturity of the option. Depending on the underlying risk and tenure, we determine the implied
volatility based on observable input where information is available. However, substantially all of the implied volatilities are
derived based on historical information. The implied volatility for different foreign currency pairs is between 11 percent and
16 percent whiletheimplied volatility for equity/equity or equity/equity index isbetween 6 percent and 69 percent, respectively
at December 31, 2013. Although implied foreign currency volatility and equity volatility appear to be widely distributed at
the portfolio level, the deviation of implied volatility on atrade-by-trade basis is narrower. The average deviation of implied
volatility for theforeign currency pair and at-the-money equity option are 10 percent and 5 percent, respectively at December
31, 2013.

= Correlations of a group of foreign currency or equity - Correlation measures the rel ative change in values among two or more
variables (i.e., equity or foreign currency pair). Variables can be positively or negatively correlated. Correlationisakey input
indetermining thefair value of aderivativereferenced to abasket of variablessuch asequitiesor foreign currencies. A mgority
of the correlations are not observable, but are derived based on historical data. The correlation between equity/equity and
equity/equity index was between 50 percent and 58 percent at December 31, 2013.

Sensitivity of Level 3 Inputs to Fair Value Measurements

Collateralized Debt Obligations - Probability of default, prepayment speed and loss severity rate are significant unobservable
inputs. Significant increase (decrease) in these inputs will result in alower (higher) fair value measurement of a collateralized
debt obligation. A change in assumption for default probability is often accompanied by adirectionally similar change in loss
severity, and adirectionally opposite change in prepayment speed.

Corporate and Domestic Debt Securities - The fair value measurements of certain corporate debt securities are affected by thefair
valueof theunderlying portfoliosof investmentsused ascollateral and themake-wholeguaranteeprovided by third party guarantors.
The probability that the collateral fair value declines below the collateral call threshold concurrent with the guarantors failure to
perform its make whole obligation is unobservable. The increase (decrease) in the probability the collateral value falls below the
collateral call threshold is often accompanied by a directionally similar change in default probability of the guarantor.

Credit derivatives - Correlation of default among a basket of reference credit namesisasignificant unobservableinput if the credit
attributes of the portfolio are not within the parameters of relevant standardized CDS indices. Significant increase (decrease) in
the unobservable input will result in alower (higher) fair value measurement of the credit derivative. A change in assumption for
default correlation is often accompanied by adirectionally similar changein default probability and lossrates of other credit names
in the basket.

Equity and foreign currency derivatives - The fair value measurement of a structured equity or foreign currency derivative is
primarily affected by the implied volatility of the underlying equity price or exchange rate of the paired foreign currencies. The
implied volatility isnot observable. Significant increase (decrease) in theimplied volatility will resultin ahigher (lower) fair value
of along position in the derivative contract.

Significant Transfers Into and Out of Level 3 Measurements During 2013, we transferred $45 million of credit derivativesfrom
Level 2to Level 3 asresult of including specific fair value adjustments related to certain credit default swaps. During 2013, we
transferred $516 million of depositsin domestic offices and $226 million of long-term debt, which we have el ected to carry at fair
value, from Level 3to Level 2 as aresult of the embedded derivative no longer being unobservable as the derivative option is
closer to maturity and there is more observability in short term volatility. Additionally, during 2013, we transferred $305 million
of deposits in domestic offices and $38 million of long-term debt, which we have elected to carry at fair value, from Level 2 to
Level 3 as aresult of a change in the observability of underlying instruments that resulted in the embedded derivative being
unobservable.

During 2012, we transferred $848 million of depositsin domestic offices, which we have elected to carry at fair value, from Level
3to Level 2 asaresult of the embedded derivative no longer being unobservable as the derivative option is closer in maturity and
there is more observability in short term volatility.
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Assets and Liabilities Recorded at Fair Value on a Non-recurring Basis Certain financial and non-financial assets are measured
at fair value on a non-recurring basis and therefore, are not included in the tables above. These assets include (a) mortgage loans
classified as held for sale reported at the lower of amortized cost or fair value, (b) impaired |oans or assets that are written down
to fair value based on the val uation of underlying collateral during the period and (c) goodwill that waswritten down toitsimplied
fair value. These instruments are not measured at fair value on an ongoing basis but are subject to fair value adjustment in certain
circumstances (e.g., impairment). The following table presents the fair value hierarchy level within which the fair value of the
financial and non-financial assets has been recorded as of December 31, 2013 and 2012. The gains (losses) during 2013 and 2012
are also included.

Non-Recurring Fair Value Measurements

as of December 31, 2013 Total Gains (Losses)
Level 1 Level 2 Level 3 Total ':D()egérrﬁb\giagll,zggfg
(in millions)
Residential mortgage loans held for sale® ................ $ — 3 9 $ 56 $ 65 $ 4
Impaired commercial 10anS®...........c.cooovereeereeereeenene. — — 108 108 26
CoNSUMEN 108NSD......oooeeeeeeeeeeeeeeee e — 492 — 492 (90)
Real estate owned™ ..o 20 — — 20 —
Commercial loan held for sale® ............coooovvvevvvnenenne. — 55 — 55 (1)
GOOAWIIT® ..o — — — — (616)
Total assets at fair value on a non-recurring basis....... $ 20 $ 556 $ 164 $ 740 $ (677)
Non-Recurring Fair Value Measurements .
as of December 31, 2012 Total Gains (Losses)
Level 1 Level 2 Level 3 Total FDoercgr]rsb:?’aS’rll,Eggfg
(in millions)
Residential mortgage loans held for sale® ................. $ — 3 10 $ 67 $ 77 $ (6)
Impaired commercial 10ans?...........cccoovvvvvverenrrennenns — — 155 155 (31)
CONSUMES 108NS™........ooeoeeeeeeeeeeeeee e — 712 — 712 (114)
Real estate owned™ ... 24 — — 24 3
Total assets at fair value on a non-recurring basis....... $ 24 $ 722 % 222 $ %8 $ (148)

@ Asof December 31, 2013 and 2012, the fair value of the loans held for sale was below cost. Certain residential mortgage loans held for sale have been
classified asa L evel 3fair value measurement within the fair value hierarchy asthe underlying real estate properties which determine fair value areilliquid
assets as a result of market conditions and significant inputs in estimating fair value were unobservable. Additionally, the fair value of these propertiesis
affected by, among other things, the location, the payment history and the completeness of the loan documentation.

@ Certain commercial loans have undergone troubled debt restructurings and are considered impaired. As a matter of practical expedient, we measure the

credit impairment of a collateral-dependent loan based on the fair value of the collateral asset. The collateral often involvesreal estate properties that are
illiquid due to market conditions. As aresult, these loans are classified asaLevel 3 fair value measurement within the fair value hierarchy.

Represents residential mortgage loans held for investment whose carrying amount was reduced during the periods presented based on the fair value of the
underlying collateral.

Real estate owned is required to be reported on the balance sheet net of transactions costs. The real estate owned amounts in the table above reflect the fair
value unadjusted for transaction costs.

®  Represents a project finance syndicated loan held for sale whose fair value was below cost as of December 31, 2013.

During the fourth quarter of 2013, goodwill with a carrying amount of $616 million allocated to our Global Banking & Markets business was written down
toitsimplied fair value of $0 million.
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Thefollowingtable presentsquantitativeinformation about non-recurring fair value measurementsof assetsand liabilitiesclassified
with Level 3 of the fair value hierarchy as of December 31, 2013 and 2012.

As of December 31, 2013

Significant
Fair Value Unobservable Range of
Financial Instrument Type (in millions) Valuation Technique(s) Inputs Inputs
Valuation of third party appraisal on
Residential mortgage loans held for sale............ccccccvevcucrcnnenee. $ 56 underlying collateral Loss severity rates  -% - 100%
Valuation of third party appraisal on
Impaired commercial 10ans.............ccceeveeereeeieeeeeeeeeeee e 108 underlying collateral Loss severity rates 1% - 66%
As of December 31, 2012
Significant
Fair Value Unobservable Range of
Financial Instrument Type (in millions) Valuation Technique(s) Inputs Inputs
Valuation of third party appraisal on
Residential mortgage loans held for sale.........ccccoeovnvcvricnnne, $ 67 underlying collateral Lossseverity rates  -% - 100%
Valuation of third party appraisal on
Impaired commercial 10ans............cccoeeveriereeeieeeeeeee e 155 underlying collateral Loss severity rates 1% - 79%

Significant Unobservable Inputs for Non-Recurring Fair Value Measurements

Residential mortgage |oans held for sale primarily represent subprime residential mortgage |oans which were previously acquired
with the intent of securitizing or selling them to third parties. The weighted average loss severity rate for these loans was
approximately 59 percent at December 31, 2013. Theseseverity ratesareprimarily impacted by theval ueof theunderlying collateral
securing the loans.

Impaired loans represent commercial loans. The weighted average severity rate for these loans was approximately 23 percent at
December 31, 2013. These severity rates are primarily impacted by the value of the underlying collateral securing the loans.

Valuation Techniques Following isadescription of valuation methodologies used for assets and liabilities recorded at fair value
and for estimating fair value for those financial instruments not recorded at fair value for which fair value disclosureis required.

Short-term financial assets and liabilities - The carrying amount of certain financial assets and liabilities recorded at cost is
considered to approximate fair value because they are short-term in nature, bear interest rates that approximate market rates, and
generally have negligible credit risk. These itemsinclude cash and due from banks, interest bearing deposits with banks, accrued
interest receivable, customer acceptance assets and liabilities and short-term borrowings.

Federal funds sold and purchased and securities purchased and sold under resale and repurchase agreements - Federal funds sold
and purchased and securities purchased and sold under resal e and repurchase agreementsarerecorded at cost. A significant majority
of these transactions are short-term in nature and, as such, the recorded amounts approximate fair value. For transactions with
long-dated maturities, fair value is based on dealer quotes for instruments with similar terms and collateral.

Loans - Except for leveraged loans, we do not record loans at fair value on a recurring basis. From time to time, we record
impairments to loans. The write-downs can be based on observable market price of the loan or the underlying collateral value. In
addition, fair value estimates are determined based on the product type, financial characteristics, pricing features and maturity.

» Mortgage LoansHeld for Sale — Certain residential mortgage loans are classified asheld for sale and are recorded at the lower
of amortized cost or fair value. Thefair value of these mortgage | oansisdetermined based on the val uation information observed
in alternative exit markets, such as the whole loan market, adjusted for portfolio specific factors. These factors include the
location of thecollateral, theloan-to-val ueratio, the estimated rate and timing of default, the probability of default or foreclosure
and loss severity if foreclosure does occur.

» Leveraged Loans—We record leveraged / syndicated loans and revolvers held for sale at fair value. Where available, market
consensus pricing obtained from independent sources is used to estimate the fair value of the leveraged loans and revolvers.
In validating the fair value, we take into consideration the number of participants submitting pricing information, the range of
pricing information and distribution, the methodol ogy applied by the pricing services to cleanse the data and market liquidity.
Where consensus pricing information is not available, fair value is estimated using observable market prices of similar
instruments or inputs, including bonds, credit derivatives, and loans with similar characteristics. Where observable market
parameters are not available, fair value is determined based on contractual cash flows, adjusted for the probability of default
and estimated recoveries where applicable, discounted at the rate demanded by market participants under current market
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conditions. In those cases, we also consider the loan specific attributes and inherent credit risk and risk mitigating factors such
as collateral arrangements.

Commercial Loans—Commercia loansand commercial real estateloans are val ued by discounting the contractual cash flows,
adjusted for prepayments and the borrower’ s credit risk, using adiscount rate that reflectsthe current rates offered to borrowers
of similar credit standing for the remaining term to maturity and, when applicable, our own estimate of liquidity premium.

Commercial impaired loans— Generally represents collateral dependent commercial loans with fair value determined based
on pricing quotes obtained from an independent third party appraisal.

Consumer Loans — The estimated fair value of our consumer loans were determined by devel oping an approximate range of
value from amix of various sources as appropriate for the respective pool of assets. These sources included estimates from an
HSBC affiliatewhich reflect over-the-counter trading activity, forward | ooking discounted cash flow model susing assumptions
consistent with those which would be used by market participantsin valuing such receivables; trading input from other market
participants which includes observed primary and secondary trades; where appropriate, the impact of current estimated rating
agency credit tranchinglevel swith the associated benchmark credit spreads; and general discussionsheld directly with potential
investors. For revolving products, the estimated fair value excludes future draws on the available credit line as well as other
items and, therefore, does not include the fair value of the entire relationship.

Valuation inputs include estimates of future interest rates, prepayment speeds, default and loss curves, estimated collateral
value and market discount rates reflecting management’s estimate of the rate that would be required by investorsin the current
market given the specific characteristics and inherent credit risk of the receivables. Some of these inputs are influenced by
collateral value changes and unemployment rates. Where available, such inputs are derived principally from or corroborated
by observable market data. We perform analytical reviews of fair value changes on a quarterly basis and periodically validate
our valuation methodol ogies and assumptions based on the results of actual sales of such receivables. In addition, from time
to time, we may engage a third party valuation specialist to measure the fair value of a pool of receivables. Portfolio risk
management personnel provide further validation through discussions with third party brokers and other market participants.
Since an active market for these receivables does not exist, the fair value measurement process uses unobservable significant
inputs specific to the performance characteristics of the various receivable portfolios.

Lending-related commitments - The fair value of commitments to extend credit, standby letters of credit and financial guarantees
are not included in the table. The magjority of the lending related commitments are not carried at fair value on arecurring basis nor
are they actively traded. These instruments generate fees, which approximate those currently charged to originate similar
commitments, which are recognized over the term of the commitment period. Deferred fees on commitments and standby letters
of credit totaled $46 million and $46 million at December 31, 2013 and 2012, respectively.

Precious metals trading - Precious metals trading primarily includes physical inventory which is valued using spot prices.

Securities - Where available, debt and equity securities are valued based on quoted market prices. If a quoted market price for
the identical security is not available, the security is valued based on quotes from similar securities, where possible. For certain
securities, internally developed valuation models are used to determine fair values or validate quotes obtained from pricing
services. The following summarizes the valuation methodology used for our major security classes:

U.S. Treasury, U.S. Government agency issued or guaranteed and Obligations of U.S. state and political subdivisions—As
these securities transact in an active market, fair value measurements are based on quoted prices for the identical security or
quoted pricesfor similar securitieswith adj ustmentsas necessary made using observabl einputswhich are market corroborated.

U.S. Government sponsored enterprises — For government sponsored mortgage-backed securities which transact in an active
market, fair value measurements are based on quoted prices for the identical security or quoted prices for similar securities
with adjustments as necessary made using observable inputs which are market corroborated. For government sponsored
mortgage-backed securities which do not transact in an active market, fair value is determined primarily based on pricing
information obtained from pricing services and is verified by internal review processes.

Asset-backed securities, including collateralized debt obligations— Fair value is primarily determined based on pricing
information obtai ned from independent pricing services adjusted for the characteristics and the performance of the underlying
collateral.
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The following tables provide additional information relating to asset-backed securities as well as certain collateralized debt
obligations held as of December 31, 2013:

Trading asset-backed securities:

Rating of Securities:® Collateral Type: Level 2 Level 3 Total
(in millions)
AAA A s Residential mortgages- Alt A.........ccccocoevenee $ 91 $ — 3 91
Residential mortgages - Subprime.................. 63 — 63
Student [0aNS......ccccveeireeeere s 68 — 68
Total AAA Ao 222 — 222
BBB -B ..o Collateralized debt obligations.............ccceuu.e. — 254 254
CCC-Unrated........cccorrverevnrercnnenns Residential mortgages - Subprime.................. 5 — 5

$ 227 $ 254 $ 481

Available-for-sale securities backed by collateral:

Rating of Securities:® Collateral Type: Level 2 Level 3 Total
(in millions)

AAA AL Commercial MOrtgages..........ccvveeeerererenenss $ 126 $ — 3 126
Home equity - Alt A...oeeeeeee e 98 — 98
Total AAA -A e 224 — 224
BBB -B ..o Other - AILA .o 94 — 94
Total BBB -Bi....c.cooooveeeeceececeeeceee 94 — 94
CCC -Unrated........cccoeuvereeerererenennenn. Residential mortgages- Alt A.........cccccoevnenee 1 — 1
Home equity - Alt Ao, 129 — 129
Total CCC -Unrated 130 — 130
$ 448 $ — $ 448

@ We utilize Standard & Poor's ("S&P") as the primary source of credit ratings in the tables above. If S&P ratings are not available, ratings by Moody's and

Fitch are used in that order. Ratings for collateralized debt obligations represent the ratings associated with the underlying collateral .

«  Other domestic debt and foreign debt securities (corporate and government) - For non-callable corporate securities, a credit
spread scaleiscreated for each issuer. These spreads are then added to the equival ent maturity U.S. Treasury yield to determine
current pricing. Credit spreads are obtained from the new market, secondary trading levels and dealer quotes. For securities
with early redemption features, an option adjusted spread ("OAS") model is incorporated to adjust the spreads determined
above. Additionally, we survey the broker/dealer community to obtain relevant trade data including benchmark quotes and
updated spreads.

»  Equity securities— Except for those legacy investments in hedge funds, since most of our securities are transacted in active
markets, fair value measurements are determined based on quoted pricesfor theidentical security. For hedge fund investments,
we receive monthly statements from the investment manager with the estimated fair value.

Derivatives — Derivatives are recorded at fair value. Asset and liability positions in individual derivatives that are covered by
legally enforceable master netting agreements, including receivables (payables) for cash collateral posted (received), are offset
and presented net in accordance with accounting principles which allow the offsetting of amounts.

Derivatives traded on an exchange are valued using quoted prices. OTC derivatives, which comprise a majority of derivative
contract positions, areval ued using val uation techniques. Thefair valuefor themajority of our derivativeinstrumentsaredetermined
based on internally developed models that utilize independently corroborated market parameters, including interest rate yield
curves, option volatilities, and currency rates. For complex or long-dated derivative products where market data is not available,
fair value may be affected by the underlying assumptions about, among other things, the timing of cash flows, expected exposure,
probability of default and recovery rates. The fair values of certain structured derivative products are sensitive to unobservable
inputs such as default correlations of the referenced credit and volatilities of embedded options. These estimates are susceptible
to significant change in future periods as market conditions change.

We use the Overnight Indexed Swap (OIS) curves as inputs to measure the fair value of collateralized interest rate derivatives.
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Significant inputs related to derivative classes are broken down as follows:;

»  Credit Derivatives —Usecredit default curvesand recovery rateswhich aregenerally provided by broker quotesand various
pricing services. Certain credit derivatives may also use correlation inputsin their model valuation. Correlation is derived
using market quotes from brokers and various pricing services.

e Interest Rate Derivatives — Swaps use interest rate curves based on currency that are actively quoted by brokers and other
pricing services. Options will also use volatility inputs which are also quoted in the broker market.

» Foreign Exchange ("FX") Derivatives— FX transactions use spot and forward FX rates which are quoted in the broker
market.

e Equity Derivatives — Use listed equity security pricing and implied volatilities from equity traded options position.
*  Precious Metal Derivative — Use spot and forward metal rates which are quoted in the broker market.

Asdiscussed earlier, we makefair value adjustments to model valuationsin order to ensure that those val ues represent appropriate
estimates of fair value. These adjustments, which are applied consistently over time, are generally required to reflect factors such
as bid-ask spreads and counterparty credit risk that can affect pricesin arms-length transactions with unrelated third parties. Such
adjustments are based on management judgment and may not be observable.

We estimate the counterparty credit risk for financial assets and own credit standing for financial liabilities (the "credit risk
adjustments") in determining the fair value measurement. For derivative instruments, we calculate the credit risk adjustment by
applying the probability of default of the counterparty to the expected exposure, and multiplying the result by the expected loss
given default. We aso take into consideration the risk mitigating factors including collateral agreements and master netting
arrangements in determining credit risk adjustments. We estimate the implied probability of default based on the credit spreads of
the counterparty. Where credit default spread of the counterparty isnot avail able, we use the credit default spread of specific proxy
(e.g., the CDS spread of the parent). Where specific proxy credit default swap is not available, we apply ablended approach based
on a combination of credit default swap referencing to credit names of similar credit standing and the historical rating-based
probability of default.

Real estate owned - Fair value is determined based on third party appraisals obtained at the time we take title to the property and,
if less than the carrying amount of the loan, the carrying amount of the loan is adjusted to the fair value. The carrying amount of
the property is further reduced, if necessary, not less than once every 45 days to reflect observable local market data including
local area sales data.

Mortgage servicing rights - We el ected to measure residential mortgage servicing rights, which are classified as intangible assets,
at fair value. Thefair valuefor the residential mortgage servicing rightsis determined based on an option adjusted approach which
involves discounting servicing cash flows under various interest rate projections at risk-adjusted rates. The valuation model also
incorporates our best estimate of the prepayment speed of the mortgage |oans, current cost to service and discount rateswhich are
unobservable. As changesin interest rates is akey factor affecting the prepayment speed and hence the fair value of the mortgage
servicing rights, we use various interest rate derivatives and forward purchase contracts of mortgage-backed securities to risk-
manage the mortgage servicing rights.

Structured notes — Structured notes are hybrid instruments containing embedded derivatives. Structured notes are elected to be
measured at fair value in their entirety under fair value option accounting principles. The valuation of hybrid instruments is
predominantly driven by the derivative features embedded within the instruments. The valuation of embedded derivatives may
include significant unobservable inputs such as correlation of the referenced credit names or volatility of the embedded option.

Cash flows of the funded notes are discounted at the appropriate rate for the applicable duration of the instrument adjusted for our
own credit spreads. The credit spreads so applied are determined with reference to our own debt issuance rates observed in the
primary and secondary markets, internal funding rates, and the structured note rates in recent executions.

Long-term debt — We elected to apply fair value option to certain own debt issuances for which fair value hedge accounting
otherwise would have been applied. These own debt issuances elected under FVO are traded in secondary markets and, as such,
the fair value is determined based on observed prices for the specific instrument. The observed market price of these instruments
reflects the effect of our own credit spreads. The credit spreads applied to these instruments were derived from the spreads at the
measurement date.

For long-term debt recorded at cost, fair value is determined based on quoted market prices where available. If quoted market
pricesarenot available, fair valueisbased on dealer quotes, quoted prices of similar instruments, or internally devel oped valuation
models adjusted for own credit risks.

Deposits — For fair value disclosure purposes, the carrying amount of deposits with no stated maturity (e.g., demand, savings, and
certain money market deposits), which represents the amount payable upon demand, is considered to generally approximate fair
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value. For deposits with stated maturities, including structured deposits, fair value is estimated by discounting cash flows using
market interest rates currently offered on deposits with similar characteristics and maturities.

28. Litigation and Regulatory Matters

In addition to the matters described below, in the ordinary course of business, we are routinely named as defendantsin, or asparties
to, various legal actions and proceedings relating to activities of our current and/or former operations. These legal actions and
proceedings may include claims for substantial or indeterminate compensatory or punitive damages, or for injunctiverelief. Inthe
ordinary course of business, we also are subject to governmental and regulatory examinations, information-gathering requests,
investigations and proceedings (both formal and informal), certain of which may result in adverse judgments, settlements, fines,
penalties, injunctions or other relief. In connection with formal and informal inquiries by these regulators, we receive numerous
reguests, subpoenas and orders seeking documents, testimony and other information in connection with various aspects of our
regulated activities.

In view of theinherent unpredictability of litigation and regulatory matters, particularly where the damages sought are substantial
or indeterminate or when the proceedings or investigations arein the early stages, we cannot determine with any degree of certainty
the timing or ultimate resolution of litigation and regulatory matters or the eventual loss, fines, penalties or business impact, if
any, that may result. We establish reservesfor litigation and regulatory matters when those matters present loss contingencies that
are both probable and can be reasonably estimated. The actual costs of resolving litigation and regulatory matters, however, may
be substantially higher than the amounts reserved for those matters.

For the litigation and governmental and regulatory matters disclosed below as to which aloss in excess of accrued liability is
reasonably possible in future periods and for which there is sufficient currently available information on the basis of which
management believes it can make a reliable estimate, we believe a reasonable estimate could be as much as $1.4 billion. The
litigation and governmental and regulatory matters underlying this estimate of possible loss will change from time to time and
actual results may differ significantly from this current estimate.

Giventhesubstantial or indeterminate amounts sought in certain of these matters, and the inherent unpredictability of such matters,
an adverse outcome in certain of these matters could have a material adverse effect on our consolidated financial statementsin
particular quarterly or annual periods.

Litigation

Credit Card Litigation Since June 2005, HSBC Bank USA, HSBC Finance, HSBC North America and HSBC, as well as other
banks and Visalnc. ("Visa"') and MasterCard Incorporated ("MasterCard"), have been named as defendantsin four class actions
filed in Connecticut and the Eastern District of New York: Photos Etc. Corp. et al v. Visa U.S.A., Inc., et al.(D. Conn. No. 3:05-
CV-01007 (WWE)); National Association of Convenience Stores, et al. v. Visa U.S.A,, Inc., et al.(E.D.N.Y. No. 05-CV 4520 (JG));
Jethro Holdings, Inc., et al. v. Visa U.S.A,, Inc. et al. (E.D.N.Y. No. 05-CV-4521(JG)); and American Booksellers Asps' v. Visa
U.S.A,, Inc. et al. (E.D.N.Y. No. 05-CV-5391 (JG)). Numerous other complaints containing similar allegations were filed across
the country against Visa, MasterCard and other banks, and variousindividual actions also were brought by merchants against Visa
and MasterCard. These class and individual merchant actions principally allege that the imposition of a no-surcharge rule by the
associations and/or the establishment of the interchange fee charged for credit card transactions causes the merchant discount fee
paid by retailers to be set at supracompetitive levelsin violation of the Federal antitrust laws. These suits were consolidated and
transferred to the Eastern District of New York asIn re Payment Card Interchange Fee and Merchant Discount Antitrust Litigation,
MDL 1720, E.D.N.Y. ("MDL 1720"). On February 7, 2011, MasterCard, Visa, the other defendants, including HSBC Bank USA,
and certain affiliates of the defendants entered into settlement and judgment sharing agreements (the " Sharing Agreements") that
provide for the apportionment of certain defined costs and liabilities that the defendants, including HSBC Bank USA and our
affiliates, may incur, jointly and/or severally, in the event of an adversejudgment or global settlement of one or all of these actions.
The district court granted final approval of the class settlement on December 13, 2013. Certain objecting merchants have filed
noticesof appeal to the Court of Appealsfor the Second Circuit. On January 14, 2014, thedistrict court entered the Class Settlement
Order and final judgment dismissing the class action. We have deposited our portions of the class settlement amount and individual
merchants' settlements into escrow accounts pursuant to the Sharing Agreements.

Numerous merchants objected and/or opted out of the settlement during the exclusion period. We anticipate that most of the larger
merchants who opted out of the settlement will initiate separate actions seeking to recover damages. To date, opt-out merchants
havefiled 27 opt-out suitsin either state or federal court, including one, Speedy Stop Food Stores LLC v. Visa Inc. (Tex. Dist. Ct.,
VictoriaCity, No. 13-10-75377-A), that namescertain HSB C entitiesasdefendants. Pursuant totheM DL 1720 Sharing Agreements,
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certain HSBC entitiesare responsible for apro rata portion of any judgment or settlement amount awarded in actions consolidated
into MDL 1720.

Salveson v. JPMorgan Chase et al. (N.D.Cal. No. 13-CV-5816) wasfiled on December 16, 2013 against HSBC Bank USA, HSBC
North America, HSBC Finance, and HSBC, as well as other banks. This putative class action wasfiled in the U.S. District Court
for the Northern District of California. The complaint asserts federal and California state antitrust claims on behalf of a putative
class composed of all Visa and MasterCard cardholders in the United States. The substantive allegations regarding defendants’
conduct parallel the merchant claimsin MDL 1720. Unlike the merchant suits, however, the Salveson complaint alleges that
cardholders pay theinterchangefee charged for credit card transactions, not merchants, and that card hol derswerethereforeinjured
by the alleged anticompetitive conduct. In January 2014, the Judicial Panel on Multidistrict Litigation denied the Salveson
defendants' request that the action be transferred to the district court for consolidation with the MDL 1720 proceedings.

Checking Account Overdraft Litigation Beginning in March 2011 and continuing until February 2013, a number of putative class
actions were filed in state and federal courts on behalf of HSBC Bank USA customers who allegedly incurred overdraft fees due
to the posting order of debit card transactions. The original state court action, Ofra Levin et al v. HSBC Bank USA, N.A. et al. (N.Y.
Sup. Ct. 650562/11) (the" State Action") was brought in New York State Court on behalf of aputative New York class of customers.
Our motion to dismiss the complaint was granted in part with leave to amend. Thereafter, plaintiffsin the State Action (the"Levin
Plaintiffs") retained new attorneysand filed anew actioninfederal court (discussed below), and the Levin Plaintiffs former counsel
amended the complaint in the State Action and substituted a new plaintiff, Derek Jura. In August 2013, the state court granted
Jura's motion to discontinue his claims without prejudice, but the claims of the Levin Plaintiffs remain.

In addition to the State Action, three purported class actionswerefiled in federal court, which after certain motions werefiled and
heard, were centralized by order of the Judicial Panel on Multidistrict Litigation on June 5, 2013 into the case captioned: HSBC
Overdraft MDL in the Eastern District of New York. Interim class counsel filed their consolidated complaint on September 30,
2013, and on November 1, 2013, HSBC Bank USA filed a motion to dismiss.

DeKalb County, et al. v. HSBC North America Holdings Inc., et al. In October 2012, three of the five counties constituting the
metropolitan areaof Atlanta, Georgia, filed alawsuit pursuant to the Fair Housing Act against HSBC North Americaand numerous
subsidiaries, including HSBC Finance and HSBC Bank USA, in connection with residential mortgage lending, servicing and
financing activities. In the action, captioned DeKalb County, Fulton County, and Cobb County, Georgia v. HSBC North America
Holdings Inc., etal. (N.D. Ga. No. 12-CV-03640), the plaintiff counties assert that the defendants allegedly discriminatory lending
and servicing practicesled to increased |oan delingquencies, foreclosures and vacancies, which in turn caused the plaintiff counties
toincur damagesintheform of lost property tax revenuesand increased municipal services costs, among other damages. Following
the denial of defendants motion to dismiss, plaintiffs filed an answer on October 23, 2013. This action is at an early stage.

Lender-Placed Insurance Matters Lender-placed insurance involves a lender obtaining an insurance policy (hazard or flood
insurance) on amortgaged property when the borrower fails to maintain their own policy. The cost of the lender-placed insurance
is then passed on to the borrower. Industry practices with respect to lender-placed insurance are receiving heightened regul atory
scrutiny from both federal and state agencies.

Beginning in October 2011, a number of mortgage servicers and insurers, including our affiliate, HSBC Insurance (USA) Inc.,
received subpoenas from the New York Department of Financial Services (the"NY DFS") with respect to lender-placed insurance
activitiesdating back to September 2005. We have and will provide documentation and informationtothe NY DFSthat isresponsive
to the subpoena. Additionally, in March 2013, the Massachusetts Attorney General issued a Civil Investigative Demand to HSBC
Mortgage Corporation (USA) seeking information about lender-placed insurance activities, and we continue to be engaged with
the Massachusetts Attorney General regarding this matter.

Several putative class actions related to lender-placed insurance were filed against various HSBC U.S. entities, including actions
against HSBC USA and certain of our subsidiaries: Montanez, et al. v. HSBC Mortgage Corporation (USA), etal. (E.D. Pa. No. 11-
CV-4074); West, et al. v. HSBC Mortgage Corporation (USA), et al. (South Carolina Court of Common Pleas, 14th Circuit No. 12-
CP-00687); Weller, et al. v. HSBC Mortgage Services, Inc., et al. (D. Col. No. 13-CV-00185); Hoover, et al. v. HSBC Bank USA,
N.A., et al. (N.D.N.Y. 13-CV-00149); Lopez v. HSBC Bank USA, N.A,, et al. (S.D. Fla 13-CV-21104); Ross F. Gilmour v. HSBC
Bank USA, N.A,, et al. (S.D.N.Y. Case No. 1:13-CV-05896-ALC); and Blackburn v. HSBC Finance Corp., et al. (N.D. Ga. 13-
CV-03714-ODE). These actions relate primarily to industry-wide practices, and include allegations regarding the relationships
and potential conflicts of interest between the various entities that place the insurance, the value and cost of the insurance that is
placed, back-dating policiesto the datethe borrower allowed it to lapse, self-dealing and insufficient disclosure. ThevariousHSBC
defendantsfiled motionsto dismissthe complaintsin the Montanez, Lopez, Weller and Hoover matters. The court denied themaotion
to dismiss in the Lopez matter and we await the court’s ruling on the other motions. In addition, in Montanez, plaintiffs filed a
motion for multi-district litigation treatment to consolidate the action with Lopez, which was denied on July 25, 2013.
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Private Mortgage Insurance Matters Private Mortgage Insurance ("PMI") isinsurancerequired to be obtained by home purchasers
who provide a down payment less than a certain percentage threshold of the purchase price, typically 20 percent. The insurance
generally protects the lender against adefault on theloan. In January 2013, a putative class action related to PM| wasfiled against
various HSBC U.S. entities, including HSBC USA and certain of our subsidiaries captioned Ba v. HSBC Bank USA, N.A., et al
(E.D. Pa. No. 2:13-cv-00072PD). This action relates primarily to industry-wide practices and includes allegations regarding the
relationships and potential conflicts of interest between the various entities that place the insurance, self-dealing, insufficient
disclosures and improper fees. Following the court’sdenial of the defendants’ motion to dismiss, the U.S. HSBC entities answered
the complaint on August 15, 2013. Discovery is ongoing.

People of the State of New York v. HSBC Bank USA, National Association and HSBC Mortgage Corporation (USA) On June 3,
2013, the New York Attorney General ("AG") commenced a special proceeding against HSBC Bank USA and HSBC Mortgage
Corporation ("HSBC Mortgage"), alleging that HSBC Bank USA and HSBC Mortgage repeatedly violated Executive Law 63(12).
Specifically, the AG claims that HSBC Mortgage has an obligation to file a Request for Judicial Intervention ("RJI") at the same
time that it files proof of service in aforeclosure action. The filing of an RJI triggers the scheduling of a mandatory settlement
conference. According to the AG, the failure to file the RJl causes a significant delay in mandatory settlement conferences being
scheduled, during which time the AG alleges additional penalties, fees and interest accrue to the borrower. The AG seeks both a
change in HSBC Mortgage's practices and damages for individual homeowners. HSBC Mortgage believes it has a number of
factual and legal defenses available to the AG's claims. On August 20, 2013, HSBC Mortgage filed an answer and a maotion for
summary judgment to dismissthe AG's Petition. A hearing was held on the motion on October 17, 2013 and the parties now await
the court's decision.

Credit Default Swap Litigation In July 2013 HSBC Bank USA, HSBC and HSBC Bank plc were named as defendants, among
others, in numerous putative class actionsfiled in federal courtslocated in New York and Chicago. These class actions allege that
the defendants, which include the International Swaps and Derivatives Association, Inc., Markit Group Ltd. and severa financial
institutions, conspired to restrain trade in violation of the federal anti-trust laws by, among other things, restricting accessto credit
default swap pricing exchanges and blocking new entrants into the exchange market, with the purpose and effect of artificialy
inflating the bid/ask spread paid to buy and sell credit default swaps in the United States. The plaintiffs in these suits purport to
represent a class of all persons who purchased credit default swaps from or sold credit default swaps to defendants primarily in
the United States. On October 16, 2013, the Judicial Panel on Multi-district Litigation ordered that all cases be consolidated in the
Southern District of New York as In re Credit Default Swaps Antitrust Litigation, MDL No. 2476. In December 2013, the district
court issued an order selecting Lead Interim Class Counsel and setting a schedule for the filing of an amended, consolidated
complaint and motionsto dismiss that complaint. The amended, consolidated complaint was filed on January 31, 2014 and names
HSBC Bank USA and HSBC Bank plc, but not HSBC, as defendants, among others. This action is at avery early stage.

Foreign Exchange (“FX™) Litigation Since December 2013 HSBC, HSBC Bank plc, HSBC North Americaand HSBC Bank USA
have been named as defendants, among others, in several putative class actions filed in the U.S. District Court for the Southern
District of New York. These class actions allege, among other things, that the defendants conspired to restrain trade in violation
of thefederal anti-trust lawsby, among other things, mani pul ating the WM/Reutersforeign currency rates, thereby injuring plaintiffs
and others by forcing them to pay artificial and non-competitive prices for products based off those foreign currency rates. In
February 2014, thedistrict court judge appointed interim lead class counsel and ordered the plaintiffstofile aconsolidated amended
complaint. These actions are at avery early stage.

Madoff Litigation In December 2008, Bernard L. Madoff ("Madoff") was arrested for running a Ponzi scheme and a trustee was
appointed for the liquidation of hisfirm, Bernard L. Madoff Investment Securities LLC ("Madoff Securities"), an SEC-registered
broker-dealer and investment adviser. Various non-U.S. HSBC companies provided custodial, administration and similar services
toanumber of fundsincorporated outsidethe United Stateswhose assetswereinvested with Madoff Securities. Plaintiffs(including
funds, fundsinvestors and the Madoff Securitiestrustee, as described bel ow) have commenced M adoff-rel ated proceedings against
numerous defendants in a multitude of jurisdictions. Various HSBC companies have been named as defendants in suits in the
United States, Ireland, Luxembourg and other jurisdictions. Certain suits (which include U.S. putative class actions) allege that
the HSBC defendants knew or should have known of Madoff's fraud and breached various duties to the funds and fund investors.

The U.S. District Court for the Southern District of New York dismissed all claims against the HSBC defendants on forum non
conveniens grounds and in one of the actions involving claims of investors in Thema International Fund plc also declined to
consider preliminary approval of aproposed settlement between the lead plaintiff in that action and the relevant HSBC defendants
(including, subject to the granting of leave to effect a proposed agreement, HSBC Bank USA). On September 16, 2013, the Court
of Appeals affirmed the district court’s dismissal and on October 1, 2013 the Thema plaintiff filed a petition to have the appeal
reheard by the Court of Appeals en banc. The Court of Appeals has postponed its decision on the petition until after the United
States Supreme Court decides Chadbourne & Park LLP v. Troice, No. 12-179.
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In December 2010, the Madoff Securitiestrustee commenced suits against various HSBC companiesin the U.S. Bankruptcy Court
andinthe English High Court. The Madoff Securitiestrusteefiled asuitintheU.S. captioned Picard v. HSBC et al (Bankr S.D.N.Y.
No. 09-01364), which also names certain funds, investment managers, and other entities and individuals, seeking $9 hillion in
damages and additional recoveriesfrom HSBC Bank USA, certain of our foreign affiliates and the various other codefendants. In
July 2011, the district court dismissed the trustee's various common law claims on the grounds that the trustee lacked standing to
assert them. On June 20, 2013, the Court of Appeals affirmed the decision of the district court. On October 9, 2013, the trustee
filed apetition for awrit of certiorari seeking leavefor afurther appeal to the United States Supreme Court. The HSBC defendants’
filed their response to the petition for awrit of certiorari on December 9, 2013. On January 13, 2014, the Supreme Court invited
the Solicitor General to file a brief in the case expressing the views of the United States.

The district court returned the trustee's bankruptcy claims to the bankruptcy court for further proceedings. Those claims seek,
pursuant to U.S. bankruptcy law, recovery of unspecified amounts received by the HSBC defendants from funds invested with
M adoff, including amountsthat the HSBC defendants received when they redeemed unitsheldin thevariousfunds. HSBC acquired
those fund units in connection with financing transactions the HSBC defendants had entered into with various clients. Between
September 2011 and April 2012, the HSBC defendants and certain other defendants moved again to withdraw the case from the
Bankruptcy Court. The district court has granted the HSBC defendants’ withdrawal motions asto certain issues, and briefing and
oral arguments on the merits of the withdrawn issues are now complete. Decisions with respect to other issues remain pending
and are expected in 2014. The HSBC defendants’ responses to the remaining bankruptcy law claims are currently due in the
bankruptcy court in April, 2014.

The trustee's English action, which names HSBC Bank USA and other HSBC entities as defendants, seeks recovery of unspecified
transfers of money from Madoff Securitiesto or through HSBC on the ground that the HSBC defendants actually or constructively
knew of Madoff's fraud. HSBC has not been served with the trustee's English action.

Between October 2009 and April 2012, Fairfield Sentry Limited, Fairfield Sigma Limited and Fairfield Lambda Limited
("Fairfield"), funds whose assets were directly or indirectly invested with Madoff Securities, commenced multiple suits in the
British Virgin Islands and the United States against numerous fund shareholders, including various HSBC companies that acted
as nominees for clients of HSBC's private banking business and other clients who invested in the Fairfield funds. The Fairfield
actions, including an action captioned Fairfield Sentry Ltd. v. Zurich Capital Markets et al. (Bankr. S.D.N.Y. No. 10-03634), in
which HSBC Bank USA isadefendant, and an action captioned Fairfield Sentry Ltd. et al. v. ABN AMRO Schweiz AG et al. (Bankr.
S.D.N.Y. No. 10-03636), naming beneficial owners of accounts held in the name of Citco Global Custody (NA) NV, which include
HSBC Private Bank, a division of HSBC Bank USA, as nomina owner of those accounts for its customers, seek restitution of
amounts paid to the defendants in connection with share redemptions, on the ground that such payments were made by mistake,
based on inflated values resulting from Madoff's fraud. Some of these actions also seek recovery of the share redemptions under
British Virgin Islands insolvency law. The U.S. actions are currently stayed in the bankruptcy court pending developments in
related appellate litigation in the British Virgin Islands.

HSBC Bank USA was also adefendant in an action filed in July 2011, captioned Wailea Partners, LP v. HSBC Bank USA, N.A.
(N.D. Ca. No. 11-CV-3544), arising from derivatives transactions between Wailea Partners, LP and HSBC Bank USA that were
linked to the performance of afund that placed its assets with Madoff Securities pursuant to a specified investment strategy. The
plaintiff alleged, among other things, that the derivatives transactions should be rescinded because HSBC Bank USA knew or
should have known that the fund's assets would not be invested as contemplated and that HSBC Bank USA marketed, sold and
entered into the derivatives transactions on the basis of materially misleading statements and omissionsin violation of California
law. In December 2011, the district court granted HSBC Bank USA's motion to dismiss the complaint with prejudice, and the
plaintiff appealed to the U.S. Court of Appeals for the Ninth Circuit, where the action is captioned Wailea Partners, LP v. HSBC
Bank USA, N.A., (9th Cir., No. 11-18041). Briefing on that appeal was completed in May 2012, and oral argument was held on
January 15, 2014.

There are many factors that may affect the range of possible outcomes, and the resulting financial impact, of the various Madoff-
related proceedings including, but not limited to, the circumstances of the fraud, the multiple jurisdictions in which proceeding
have been brought and the number of different plaintiffs and defendantsin such proceedings. For these reasons, among others, we
are unable to reasonably estimate the aggregate liability or ranges of liability that might arise as a result of these claims but they
could be significant. In any event, we consider that we have good defenses to these claims and will continue to defend them
vigoroudly.

Federal Home Loan Mortgage Corporation v. Bank of America, et al. On March 14, 2013, the Federal Home Loan Mortgage
Corporation ("Freddie Mac"), filed alawsuit in the U.S. District Court for the Eastern District of Virginia naming as defendants
HSBC Bank USA and other panel USD LIBOR panel banks, as well as the British Bankers Association. The lawsuit alleges
improper practices in connection with the setting of USD LIBOR, and claims violation of the Sherman Act, breach of contract,
and fraud arising out of various swap agreements entered into by Freddie Mac with the USD LIBOR panel banks, including HSBC
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Bank USA. In May 2013 the lawsuit was transferred to the USD LIBOR Litigation Multi-District Proceeding pending before
Judge Buchwald in the Southern District of New York where it will be subject to a stay imposed by that court. The lawsuit is at
an early stage, and does not allege specific damages asto HSBC Bank USA.

Mortgage Securitization Activity and Litigation Inaddition to the repurchaserisk described in Note 26, "Guarantee Arrangements
and Pledged Assets," HSBC Bank U SA hasal so beeninvol ved asasponsor/seller of loansused tofacilitatewhol el oan securitizations
underwritten by HSI. During 2005-2007, HSBC Bank USA purchased and sold $24 billion of whole loans to HSI which were
subsequently securitized and sold by HSI to third parties. The outstanding principal balance on these loans was approximately
$6.5 billion and $7.4 billion at December 31, 2013 and 2012, respectively.

Participantsinthe U.S. mortgage securitization market that purchased and repackaged whol el oanshave been the subject of lawsuits
and governmental and regulatory investigationsand inquiries, which have been directed at groupswithin the U.S. mortgage market,
such asservicers, originators, underwriters, trusteesor sponsorsof securitizations, and at particular participantswithin thesegroups.
As the industry's residential mortgage foreclosure issues continue, HSBC Bank USA has taken title to a 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 violations 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 eachtrust, wecontinueto receivesignificant and adverse publicity in connectionwith theseand similar matters, including
foreclosures that are serviced by othersin the name of "HSBC, as trustee.”

HSBC Bank USA and certain of our affiliates have been named as defendantsin anumber of actionsin connection with residential
mortgage-backed securities ("RMBS") offerings, which generaly allege that the offering documents for securities issued by
securitization trusts contained material misstatements and omissions, including statements regarding the underwriting standards
governing the underlying mortgage loans. In September 2011, the Federal Housing Finance Agency (the "FHFA"), acting in its
capacity as conservator for the Federal National Mortgage Association ("Fannie Mag") and the Federal Home Loan Mortgage
Corporation ("Freddie Mac"), filed an action in the U.S. District Court for the Southern District of New York against HSBC Bank
USA, HSBC USA, HSBC North America, HSI, HSI Asset Securitization Corporation ("HASCQO") and five former and current
officers and directors of HASCO seeking damages or rescission of mortgage-backed securities purchased by Fannie Mae and
Freddie Mac that were either underwritten or sponsored by HSBC entities. We expect to allocate any potential judgment or other
potential payment in connection with this matter among the various HSBC entities with potential exposure. The aggregate unpaid
principa balance of the securities was approximately $1.6 billion at December 31, 2013. This action, captioned Federal Housing
Finance Agency, as Conservator for the Federal National Mortgage Association and the Federal Home Loan Mortgage Corporation
v. HSBC North America Holdings Inc. et al. (S.D.N.Y. No. CV 11-6189-LAK), is one of a series of similar actions filed against
17 financial institutions alleging violations of federal and state securities laws in connection with the sale of private-label RMBS
purchased by Fannie Mae and Freddie Mac, primarily from 2005 to 2008. These actions were transferred to a single judge, who
directed the defendant in the first-filed matter, UBS, to file amotion to dismiss. In May 2012, the district court filed its decision
denying themotionto dismiss FHFA's securities|aw claimsand granting the motion to dismiss FHFA's negligent misrepresentation
claims. The district court's ruling formed the basis for rulings on the other matters, including the action filed against HSBC Bank
USA and our affiliates. On April 5, 2013, the Second Circuit Court of Appeals affirmed the ruling of the district court. In January
2013, the FHFA parties met with the Magistrate Judge to discuss how to structure mediation. Since that time, a number of the
FHFA defendants have resolved their lawsuits.

Discovery in the HSBC entities' case continues. Factual discovery closed in December 2013. Expert discovery is scheduled to
continue through the end of July 2014, with the summary judgment motion scheduled to be fully briefed by the end of July 2014.
The court has set September 29, 2014 as the trial date for HSBC's case. These dates are subject to change by the court.

In January 2012, Deutsche Zentral -Genossenschaftsbank ("DZ Bank") filed asummonswith noticein New York County Supreme
Court, State of New York, naming as defendants HSBC North America, HSBC USA, HSBC Bank USA, HSBC Markets (USA)
Inc., HASCO and HSI in connection with DZ Bank's alleged purchase of $122.4 million in RMBS from the HSBC defendants. In
February 2012, HSH Nordbank AG ("HSH") filed a summons with notice in New York County Supreme Court, State of New
York, naming as defendants HSBC, HSBC North America, HSBC USA, HSBC Bank USA, HMUS, HASCO, and two Blaylock
entitiesalleging HSH purchases of $41.3 millionin RMBSfrom the HSBC and Blaylock defendants. In May 2012, HSBC removed
both the DZ Bank and HSH casesto the U.S. District Court for the Southern District of New York. The cases were consolidated
in an action captioned Deutsche Zentral-Genossenschaftsbank AG, New York Branch v. HSBC North America Holdings Inc., et al
(S.D.N.Y. No. 12-CV-4025) following removal. In September 2012, DZ Bank and HSH filed a consolidated complaint against all
defendants named in their prior summonses other than HSBC. The claims against the U.S. HSBC entities are for (i) fraud; (ii)
fraudulent concealment; (iii) negligent misrepresentation; (iv) aiding and abetting fraud; and (v) rescission. In December 2013,
the court granted defendants' motion to dismiss the case. DZ Bank has filed a notice of appeal.
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In December 2012, Bayerische Landesbank ("BL") filed a summons with notice in New York County Supreme Court, State of
New York, naming as defendants HSBC, HSBC North America, HMUS, HSBC Bank USA, HASCO and HSI. In May 2013 BL
served the HSBC entitieswith acomplaint aleging that BL purchased $75 million in RMBS from the defendants and has sustained
unspecified damages as a result of material misrepresentations and omissions regarding certain characteristics of the mortgage
loans backing the securities. The claims against the HSBC entities are for (i) fraud; (ii) fraudulent conceament; (iii) negligent
misrepresentation; (iv) aiding and abetting fraud; and (v) rescission. Thisactionis at an early stage.

In December 2013, Commerzbank AG London Branch filed a summons with notice in New York County Supreme Court, State
of New York, alleging fraudin connectionwith the sale of RM BSagai nst anumber of financial institutions, including HSI, HASCO,
HMUS and HSBC. Thisaction is at avery early stage.

In November 2013, Deutsche Bank National Trust Company ("DBNTC"), as Trustee of HASCO 2007-NC1, served a complaint
that followed a summons with notice previoudly filed in New York County Supreme Court, State of New York, naming HSBC
Bank USA as the sole defendant. The complaint alleges that DBNTC brought the action at the direction of certificateholders of
the Trust, seeking specific performance and/or damages of at least $508 million arising out of the alleged breach of various
representations and warranties made by HSBC Bank USA in the applicable pooling and servicing agreement regarding certain
characteristics of the mortgage loans contained in the Trust. HSBC Bank USA filed a motion to dismiss. This action is at a very
early stage.

In December 2010 and February 2011, HSBC Bank USA received subpoenas from the SEC seeking production of documents and
information relating to our involvement, and the involvement of our affiliates, in specified private-label RMBS transactions as an
i ssuer, sponsor, underwriter, depositor, trustee or custodian aswell as our involvement as a servicer. We have also had preliminary
contacts with other governmental authorities exploring the role of trusteesin private-label RMBS transactions. In February 2011,
we also received a subpoenafrom the U.S. Department of Justice (U.S. Attorney's Office, Southern District of New York) seeking
production of documents and information relating to loss mitigation efforts with respect to HUD-insured mortgages on residential
properties |ocated in the State of New York. In January 2012, our affiliate, HSI, was served with a Civil Investigative Demand by
the Massachusetts State Attorney General seeking documents, information and testimony related to the sale of RMBS to public
and private customers in the State of Massachusetts from January 2005 to the present.

We expect these types of claims to continue. As aresult, we may be subject to additional claims, litigation and governmental
and regulatory scrutiny related to our participation in the U.S. mortgage securitization market, either individually or asa
member of a group.

Governmental and Regulatory Matters

Foreclosure Practices InApril 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
asimilar consent order with the Federal Reserve Board ("FRB") (together with the OCC Servicing Consent Order, the " Servicing
Consent Orders") following completion of abroad horizontal review of industry foreclosure practices. The OCC Servicing Consent
Order requiresHSBC Bank USA to take prescribed actionsto address the defi ciencies noted in the joint examination and described
in the consent order. We continue to work with the OCC and the FRB to align our processes with the requirements of the Servicing
Consent Orders and implement operational changes as required.

The Servicing Consent Orders required an independent review of foreclosures (the "Independent Foreclosure Review") pending
or completed between January 2009 and December 2010 to determine if any borrower was financially injured as a result of an
error in the foreclosure process. As required by the Servicing Consent Orders, an independent consultant was retained to conduct
that review. 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 has been replaced by a broader framework under which we and twelve other
participating servicers are, in the aggregate, providing in excess of $9.3 hillion in cash payments and other assistance to help
eligible borrowers. Pursuant to the IFR Settlement Agreements HSBC North America made a cash payment of $96 millioninto a
fund used to make payments to borrowers that were in active foreclosure during 2009 and 2010 and is providing other assistance
(e.g., loan modifications) to help digible borrowers. As aresult, in 2012, we recorded expenses of $19 million which reflectsthe
portion of HSBC North Americastotal expense of $104 million that we believeisallocableto us. As of December 31, 2013, Rust
Consulting, Inc., the paying agent, has issued almost all checksto eligible borrowers. Borrowers who receive compensation will
not be required to execute arelease or waiver of rights and will not be precluded from pursuing litigation concerning foreclosure
or other mortgage servicing practices. For participating servicers, including HSBC Bank USA and HSBC Finance, fulfillment of
thetermsof thel FR Settlement Agreementswill satisfy the Independent Forecl osure Review requirementsof the Servicing Consent
Orders, including the wind down of the Independent Foreclosure Review.
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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 asthe U.S. Department of Justice or state Attorneys General, which
couldincludetheimposition of civil money penaltiesand other sanctionsrel ating to the activitiesthat arethe subject of the Servicing
Consent Orders. Pursuant to the IFR Settlement Agreement with the OCC, however, the OCC has agreed that it will not assess
civil money penalties or initiate any further enforcement action with respect to past mortgage servicing and foreclosure-rel ated
practices addressed in the Servicing Consent Orders, provided the terms of the IFR Settlement Agreement arefulfilled. The OCC's
agreement not to assess civil money penalties is further conditioned on HSBC North America making payments or providing
borrower assistance pursuant to any agreement that may be entered into with the U.S. Department of Justice in connection with
the servicing of residential mortgage loans within two years. The FRB has agreed that any assessment of civil money penalties by
the FRB will reflect a number of adjustments, including amounts expended in consumer relief and payments made pursuant to
any agreement that may be entered intowith the U.S. Department of Justicein connection with the servicing of residential mortgage
loans. In addition, the IFR Settlement Agreements do 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 U.S. Department of Housing and Urban Development and state Attorneys
General of 49 states announced a settlement with the five largest U.S. mortgage servicers with respect to foreclosure and other
mortgage servicing practices. Following the February 2012 settlement, these government agenciesinitiated discussionswith other
mortgage industry servicers. HSBC Bank USA, together with our affiliate HSBC Finance, have had discussions with U.S. bank
regulators and other governmental agencies regarding a potential resolution, although the timing of any settlement is not presently
known. We recorded an accrual of $38 million in the fourth quarter of 2011 (which was reduced by $6 million in the second quarter
of 2013) reflecting the portion of the HSBC North America accrual that we currently believe is allocable to HSBC Bank USA.
As this matter progresses and more information becomes available, we will continue to evaluate our portion of the HSBC North
Americaliability which may result inachangeto our current estimate. Any such settlement, however, may not 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. 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.

Anti-Money Laundering, Bank Secrecy Act and Office of Foreign Assets Control Investigations. 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 actions require improvements to
establish an effective compliance risk management program across our U.S. businesses, including various issues relating to Bank
Secrecy Act and Anti-Money Laundering ("AML") compliance. Steps continue to be taken to address the requirements of the
AML/BSA Consent Orders to achieve compliance, and ensure that effective policies and procedures are maintained.

In December 2012, HSBC, HSBC North Americaand HSBC Bank USA entered into agreementsto achieve aresolution with U.S.
and United Kingdom government agencies regarding past inadegquate compliance with AML/BSA and sanctions laws, including
the previously reported investigations by the U.S. Department of Justice, the FRB, the OCC and the U.S. Department of Treasury's
Financial Crimes Enforcement Network ("FinCEN") in connection with AML/BSA compliance, including cross-border
transacti onsinvolving our cash handling busi nessin M exico and banknotesbusinessintheU.S., and historical transactionsinvolving
parties subject to OFAC economic sanctions. As part of the resolution, HSBC and HSBC Bank USA entered into a five-year
deferred prosecution agreement with the U.S. Department of Justice, the United States Attorney's Office for the Eastern District
of New York, and the United States Attorney's Office for the Northern District of West Virginia (the "U.S. DPA"), and HSBC
entered into atwo-year deferred prosecution agreement with the New York County District Attorney ("DANY DPA"), and HSBC
consented to a cease and desist order and a monetary penalty order with the FRB. In addition, HSBC Bank USA entered into a
monetary penalty consent order with FinCEN and a separate monetary penalty order with the OCC. HSBC also entered into an
undertaking with the U.K. Financial Services Authority, now a Financial Conduct Authority ("FCA") Direction, to comply with
certain forward-looking obligations with respect to AML and sanctions requirements over afive-year term.

Under these agreements, HSBC and HSBC Bank USA made paymentstotaling $1.921 billion to U.S. authorities, of which $1.381
billion was attributed to and paid by HSBC Bank USA, and are continuing to comply with ongoing obligations. Over the five-
year term of the agreementswith the U.S. Department of Justice and the FCA, an independent monitor (who also will be, for FCA
purposes, a"skilled person™ under Section 166 of the Financial Services and Markets Act) will evaluate HSBC's progressin fully
implementing its obligations, and will produce regular assessments of the effectiveness of HSBC's compliance function. Michael
Cherkasky was selected as the independent monitor and his monitorship is proceeding as anticipated and consistent with the
timelines and requirements set forth in the relevant agreements. In July 2013, the United States District Court for the Eastern
District of New York entered an order approving the U.S. DPA pursuant to the court's supervisory power and granting the parties
application to place the case in abeyance for five years. The court will maintain supervisory power over the implementation of the
U.S. DPA while the case isin abeyance.
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If HSBC and HSBC Bank USA fulfill all of the requirementsimposed by the U.S. DPA, the U.S. Department of Justice's charges
against those entities will be dismissed at the end of the five-year period of that agreement. Similarly, if HSBC fulfills all of the
regquirements imposed by the DANY DPA, DANY's charges against it will be dismissed at the end of the two-year period of that
agreement. The U.S. Department of Justice may prosecute HSBC or HSBC Bank USA in relation to the matters that are subject
of the U.S. DPA if HSBC or HSBC Bank USA breaches the terms of the US DPA, and DANY may prosecute HSBC in relation
to the matters which are the subject of the DANY DPA if HSBC violates the terms of the DANY DPA.

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 anew activity in itsexisting
financial subsidiary, unlessit 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.

The settlement with the U.S. and U.K. government agencies does not preclude 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.

Our affiliate, HSI, continues to cooperatein areview of itsAML/BSA compliance program by the Financial Industry Regulatory
Authority and asimilar examination by the SEC, both of which were initiated in the third quarter of 2012.

Other Regulatory and Law Enforcement Investigations. Wecontinueto cooperatein ongoinginvestigationsby theU.S. Department
of Justice and the IRS regarding whether certain HSBC Group companies and employees acted appropriately in relation to certain
customers who had U.S. tax reporting requirements.

InApril 2011, HSBC Bank USA received a"John Doe" summons from the Internal Revenue Service (the "IRS") directing us to
produce records with respect to U.S.-based clients of an HSBC Group company in India. We have cooperated fully by providing
responsive documents in our possession in the U.S. to the IRS.

Alsoin April 2011, HSBC Bank USA received a subpoena from the SEC directing HSBC Bank USA to produce records in the
United States related to, among other things, HSBC Private Bank Suisse SA's cross-border policies and procedures and adherence
to U.S. broker-dealer and investment adviser rules and regulations when dealing with U.S. resident clients. HSBC Bank USA
continues to cooperate with the SEC.

InJuly 2013, HSBC and certain of itsaffiliates, including HSBC Bank USA, received a Statement of Objectionsfrom the European
Commission relating to its ongoing investigation of alleged anti-competitive activity by a number of market participants in the
credit derivatives market between 2006 and 2009. The Statement of Objections sets out the European Commission's preliminary
views and does not prejudge the final outcome of itsinvestigation. HSBC responded to the Statement of Objections. Based on the
facts currently known, it is not practicable at thistime for usto predict the resolution of the European Commission'sinvestigation,
including the timing or impact on HSBC or us.

HSBC and certain of its affiliates, including HSBC Bank USA, along with a number of other firms, are being investigated by
several law enforcement and/or regulatory agencies in various countries in relation to trading on the foreign exchange market.
HSBC is cooperating with the investigations which al are at an early stage.

Based on the facts currently known, in respect of each of these investigations, it is not practicable at thistime for usto determine
the terms on which these ongoing investigations will be resolved or the timing of such resolution or for usto estimate reliably the
amounts, or range of possible amounts, of any fines and/or penalties. As matters progress, it is possible that any fines and/or
penalties could be significant.

238



HSBC USA Inc.

29. Financial Statements of HSBC USA Inc. (Parent)

Condensed parent company financial statements follow.

Balance Sheet

At December 31, 2013 2012
(in millions)

Assets:
Cash and due from BankS. ..........uiiiiie i e . D 8 % —
TrAOING GSSALS. ...ttt ettt b et b et b b s e bt e b s e bbbt s bbbt bt bt 573 985
SeCUritieS aVall DI E-FOr-SAIE........ciiiee e 504 612
Securities held-to-maturity (fair value of $4 million and $8 million at December 31, 2013 and 2012,
[0S0 = o 1Y/ )Y ST 4 8
[0 03O 23 28
Recaivabl €S from SUBSIAIANES. ........couiiriiiee s 11,230 14,245
Receivables from other HSBC affiliales..........oiiiiieeeeeeee e 5,304 5,107
Investment in subsidiaries:

7= 101 (] 0 PSSRSO 18,279 18,892

L@ 11 1= PRSPPI 23 23
€770 0 11171 S RSS — 510
(@11 =S = (RSOSSN 320 542
QIO L= =SS TSRS $ 36,268 $ 40,952
Liabilities: -
Interest, taxes and Other [1aDIlItIES........ccoovereiirrecer e en $ 201 $ 100
Payables AU tO SUDSIAIAITES........coeiuiiierieiitese ettt et e et ae s 4 2,672
Payables due to other HSBC affiliales..........ooueirieirieirerc s 171 956
S aTo a1 1 00T (01T 3,379 5,022
I o Lo L= 11,488 9,802
Long-term debt due to subsidiary and other HSBC affiliates™ ............coo.oorvoeeeeeeeceeeeeeeeee e 4,561 4,564
IO L= N 1= 11 L= OSSOSO 19,804 23,116
ShArENOIAEIS EOUITY......eitiitiiee ittt sttt b et b e bbb et e e e se e e et et et eneenas 16,464 17,836
Total liabilities and Shar€NOldErS' EOUITY.........ccrururirrieeeeeeeeeeeeee e ese e $ 36,268 $ 40,952

@ Contractual scheduled maturities for the debt over the next five years are as follows: 2014 — $2.9 billion; 2015 — $4.3 hillion; 2016 — $1.5 billion; 2017 —

$1.3 hillion; 2018 — $3.0 hillion; and thereafter — $3.0 billion.

239



HSBC USA Inc.

Statement of Income (Loss)
Year Ended December 31, 2013 2012 2011

(in millions)

Income:
Dividends from banking SUBSIAIaries ..........cccccucueuiercrcucecicceeeee et $ — $ — $ 1
Dividends from other SUDSIAIAIES.......ccevvereeeeeeieirece e 1 57 2
INterest from SUDSIAIANES.......ccvvveirieirieiree s 67 67 67
Interest from other HSBC affiliates.......cooviieeieeeeeee e 95 27 17
Other INtErESt INCOME.......ccveiieieeseeese st eee ettt st te et e e sae e enaenee e eneesennes 22 19 19
Other SECUNtIES QAINS, NEL......ccueiiiieieteeeie e et e e e ereens — 21 —
Other income from SUDSIAIAITES. ........ooveeeeeeeee s 276 (290) (131)
Other income from other HSBC Affiliates.......cooviverriniinreeeee e 543 472 (18)
(@1 0T g o) 1= (799) (155) 312
LI 1= 10 0= SRS 205 218 269
Expenses:
INtEreSt t0 SUDSITIANES .....covieetieeiereete et nes 45 69 70
Interest to other HSBC AffilIateS........oiviieieieeeeeeeee e 59 65 48
Other INTEIESt EXPENSE. ..ottt et sttt st st bne 231 198 224
ProvisSion fOr Credit I0SSES........uiiiiiiiie et sttt eneas — — QD
GOOAWI T TMP@ITMIBNL. ..ottt sttt eneenes 510 — —
Other expenses with other HSBC Affili@tes........coovvevrirrinrereeeeee e — 19 12
(@1 L= g o= 1S = 124 8 2
T OBl EXPENSES ...ttt ettt sttt e et e et et e aeeae e st eae et e s aesaeebeebesee e et e eee s e e e e e e eneeneenes 969 359 355
L oss before taxes and equity in undistributed income of subsidiaries...........ccocevevenenee. (764) (141) (86)
INCOME tAX DENEFIT ....veeeteece et e e 101 47 62
Loss before equity in undistributed income of subsidiaries..........ccccooeveevciencievcceniennnns (663) (94) (29)
Equity in undistributed income (10ss) of SUBSIAIANES .........ccoveireiineir e 325 (951) 1,042
NELINCOME (I0SS).....evcveeeeeetcteeeee ettt ettt sttt s st te e seetebese s s st esenssesseteneas $ (338) $ (1,045 $ 1,018

Statement of Comprehensive Income (Loss)

Year Ended December 31, 2013 2012 2011
(in millions)
Net income (l0ss) $ (338 $ (1,045 $ 1,018
Net changesin unrealized gains (losses). net of tax as applicable on:
Securities available-for-sale, not other-than-temporarily impaired............ccoccoeveernnne (1,010) 109 786
Other-than-temporary impaired debt securities available-for-sale............ccccoivinennne. — — 1
Other-than-temporary impaired securities hel d-to-maturity ..........cccceeveerevniennvesnnienes 7 — 11
Adjustment to reverse other-than-temporary impairment on securities held-to-
maturity due to deconsolidation of avariableinterest entity.........ccccceevivviencnevvseniene, — — 142
Derivatives designated as cash flow hedges...........cccocviiiiiiininccccce, 118 28 (142
Unrecognized actuarial gains, transition obligation and prior service costs relating to
pension and postretirement benefits, Net Of taX..........ccocevererereince e 8 6 )
Other comprehensive income (10SS), NEL OF 18X .....cccceievereicicrececee e 877) 143 795
ComprehensiVe iNCOME (I0SS)......c.ciiiriiiriiriieesie bbb $ (1,215 $ (902) $ 1,813
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Statement of Cash Flows

Year Ended December 31, 2013 2012 2011
(in millions)
Cash flows from operating activities:
NEL INCOME (I0SS) ....vvvvecrcreteretetere ettt ettt b bbbt b bbbt et bbbt et e b bbbt ebebebebebebene (338) $ (1,045 $ 1,018
Adjustments to reconcile net income (loss) to net cash provided by operating
activities:
Depreciation and amortiZation............cceeeeeeeerieiie s e 37 1 14
Net changein other assets and [1abilitieS.........ccvveiveircirecee e 2,087 (3,177) (997)
Undistributed loss (gain) of SUDSIdIANES........cc.cereeirieirieereeeeeee e (325) 951 (1,042)
Net changein trading assets and [iabilitieS...........ccoeveiveireire e 362 (321) (72)
(@1 0= o= PSRRI (16) 58 (27)
Net cash provided by (used in) operating aCtiVities..........coceoverreneieneienenennene 1,807 (3,533) (1,106)
Cash flows from investing activities:
PUIChases Of SECUMTIES. ........ccuieiriiiiie et (139) (342) —
Sales and Maturities Of SECUMTIES.......uiueveieeeeeceee e e 208 14 21
NEt ChaNGE IN TOANS......ccviiiiicice st sr et e e e e e e e e e e enens 5 5 10
Net change in investments in and advances to subsidiaries..........ccocooveevveceneccseenen, (1,666) (918) (886)
(@111 P8 1 1= (T — 1 —
Net cash used in INVESING aCtIVITIES .......ccvecveieececece e (1,592) (1,240) (855)
Cash flows from financing activities:
Net change in Short-term DOITOWINGS ......cvviiririreeere e (1,643) 186 1,809
Issuance of long-term debt, net of iISSUANCE COSES.......covvvririiieiece e 4,401 7,209 5,646
Repayment of 10Ng-term debt ...........cviiirieiieies e (2,875) (2,858) (5,450)
DRV (=g oS o 7 o [T (73) (73) (73)
Capital contributions from Parent.........ccccceveeieceeiesie e re s — 312 —
Additions (reductions) of capital SUMPIUS.........ccccerireriririeineiseesee s 17) (3) 29
Net cash provided by financing activities. ..o (207) 4,773 1,961
Net changein cash and due from banks..........ccceoeeicicicce s 8 — —
Cash and due from banks at beginning Of YEar ..........ccccceririeri s — — —
Cash and due from banks at end Of YE&I..........cccevirieereieice e 8 $ — $ —
Cash paid for:
IIEEIESE ..ottt ettt bbb bbbt et bbbttt bbbt et ettt bbb e bbbt et et ettt ebebetane 321 % 317 % 338

HSBC Bank USA is subject to legal restrictions on certain transactions with its non-bank affiliates in addition to the restrictions

on the payment of dividends to us. See Note 24, "Retained Earnings and Regulatory Capital Requirements,” for further

discussion.

241



HSBC USA Inc.

SELECTED QUARTERLY FINANCIAL DATA (UNAUDITED)

The following table presents a quarterly summary of selected financia information.

2013 2012
Fourth Third Second First Fourth Third Second First
(in millions)

Net interest iNCOME........cccovereererereereee e $ 526 $ 492 $ 518 $ 505 $ 526 $ 510 $ 535 $ 587
Provision for credit 10SSeS........cccvveevvereieienienennn. 51 54 67 21 120 84 89 —
Net interest income after provision for credit

[OSSES....ccviieiiieisie e 475 438 451 484 406 426 446 587
Other FeVENUES.......cveeeeeeeeeerie e 267 432 566 592 303 408 879 383
Operating EXPENSES. .......coviveerrererrerenesesresesseseesenens 1,540 855 788 789 681 1,628 1,567 872
Income from continuing operations before
income tax expense (benefit).......ccoverevererennennen, (798) 15 229 287 28 (794) (242 98
Income tax expense (benefit)...........ccccocerccennee. (93) 11 49 104 (29) (12) 351 18
Income (loss) from continuing operations............. (705) 4 180 183 47 (782)  (593) 80
Income from discontinued operations, net of tax .. — — — — — — 48 155
Net inCOME (10SS)....cucucvererercecrereree e $(705) $ 4 $ 180 $ 183 $ 47 $(782) $ (545 $ 235
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Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

There were no disagreements on accounting and financial disclosure matters between HSBC USA and itsindependent accountants
during 2013.

Item 9A. Controls and Procedures

Evaluation of Disclosure Controls and Procedures We maintain a system of internal and disclosure controls and procedures
designed to ensure that information required to be disclosed by HSBC USA in the reports we file or submit under the Securities
Exchange Act of 1934, as amended (the "Exchange Act"), is recorded, processed, summarized and reported on atimely basis. Our
Board of Directors, operating through itsAudit Committee, which is composed entirely of independent outside directors, provides
oversight to our financial reporting process.

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

Changes in Internal Control over Financial Reporting There has been no changein our internal control over financial reporting
that occurred during the quarter ended December 31, 2013 that has materially affected, or isreasonably likely to materially affect,
our internal control over financial reporting.

Management’s Assessment of Internal Control over Financial Reporting Management is responsible for establishing and
maintaining an adequate internal control structure and procedures over financial reporting as defined in Rule 13a-15(f) of the
Exchange Act, and has completed an assessment of the effectiveness of HSBC USA’sinternal control over financial reporting as
of December 31, 2013. In making this assessment, management used the criteriarelated to internal control over financial reporting
described in "Internal Control - Integrated Framework (1992)" established by the Committee of Sponsoring Organizations of the
Treadway Commission.

Based on the assessment performed, management concluded that as of December 31, 2013, HSBC USA’s internal control over
financial reporting was effective.

Item 9B. Other Information

Disclosures Pursuant to Section 13(r) of the Securities Exchange Act Section 13(r) of the Securities Exchange Act, requires
each issuer registered with the SEC to disclose inits annual or quarterly reports whether it or any of its affiliates have knowingly
engaged in specified activitiesor transactionswith personsor entitiestargeted by U.S. sanctionsprogramsrelating to Iran, terrorism,
or the proliferation of weapons of massdestruction, even if those activitiesare not prohibited by U.S. law and are conducted outside
the U.S. by non-U.S. affiliatesin compliance with local laws and regulations.

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

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

HSBC has 13 loans outstanding to an Iranian petrochemical and energy company. These loans are supported by the official Export
Credit Agencies of the following countries: the United Kingdom, France, Germany, Spain, The Netherlands, South Korea and
Japan. The HSBC Group continuesto seek repayments from the company under the existing loans in accordance with the original
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maturity profiles. All repaymentsmade by thelranian company havereceived alicense or an authorization from rel evant authorities.
Two repayments have been received under each loan in 2013.

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

In 2002, the HSBC Group provided aloan to Bank Tejarat with a guarantee from the Government of Iran to fund the construction
of a petrochemical plant undertaken by a U.K. contractor. This loan was supported by the U.K. Export Credit Agency and is
administered under licensefrom therelevant European Government. No repayments have been received directly from Bank Tejarat
in 2013 and claims have been settled by the supporting Export Credit Agency.

The HSBC Group a so maintains sub-participationsin four loans provided by other international banksto Bank Tejarat and Bank
Mellat with guarantees from the Government of Iran. These sub-participations were supported by the Export Credit Agencies of
Italy, The Netherlands and Spain. The repayments due under the sub-participations were not received during 2013, and claims are
being processed and settled by the relevant European Export Credit Agencies. Licenses and relevant authorizations have been
obtained from the competent authorities of the European Union in respect of the transactions.

Estimated gross revenue to the HSBC Group generated by these loans in repayment for 2013, which includes interest and fees,
was approximately $2.2 million. Estimated net profit for HSBC during 2013 was approximately $1.3 million. While the HSBC
Group intends to continue to seek repayment, it does not intend to extend any new loans.

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

The HSBC Group has worked with relevant regulatory authorities to obtain licenses where required and ensure compliance with
laws and regulations while seeking to cancel the guarantees and counter indemnities. Several were canceled during 2013 and
approximately 20 remain outstanding.

Estimated gross revenue to the HSBC Group for 2013, which includes fees and/or commissions was $10,000. The HSBC Group
does not alocate direct costs to fees and commissions and, therefore, has not disclosed a separate profits measure. The HSBC
Group is seeking to cancel al relevant guarantees and does not intend to provide any new guarantees involving Iran.

Check clearing Certain Iranian banks sanctioned by the United States continue to participate in officia clearing systems in the
U.A.E., Bahrain, Oman, Lebanon, Qatar, and Turkey. The HSBC Group has a presence in these countries and, as such, participates
in the clearing systems. The Iranian banks participating in the clearing systems differ by location and include Bank Saderat, Bank
Mélli, Future Bank, and Bank Mellat. The HSBC Group has implemented automated and manual controls in order to preclude
settling check transactions with these institutions. There was no measurable gross revenue or net profit generated by this activity
in 2013.

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

* The HSBC Group maintains a frozen account in the U.K. for an Iranian-owned, U.K.-regulated financia institution. In
April 2007, the U.K. government issued a license to allow the HSBC Group to handle certain transactions (operational
payments and settlement of pre-sanction transactions) for thisinstitution. In December 2013, the U.K. government issued
anew license allowing the HSBC Group to deposit certain check payments. There was some licensed activity in 2013.

*  TheHSBC Group actsasthetrustee and administrator for pension schemesinvolving threeemployeesof aU.S.-sanctioned
Iranian bank in Hong Kong. Under the rules of these schemes, the HSBC Group accepts contributions from the Iranian
bank each month and all ocates the fundsinto the pension accounts of the three I ranian bank employees. The HSBC Group
runs and operates these pension schemes in accordance with Hong Kong laws and regulations.

* 1n2010, HSBC closed itsrepresentative officein Iran. The HSBC Group maintainsalocal account with aU.S.-sanctioned
Iranian bank in Tehran in order to facilitate residual activity related to the closure. During 2013, the HSBC Group used
thisaccount to pay tax equivalent to approximately $20,000 to Iran's Social Security Organization. The HSBC Group has
been authorized by the U.S. Government (and by relevant non-U.S. regulators) to make these types of payments in
connection with the liquidation and deregistration of the representative office in Tehran, and anticipates making the last
of such paymentsin 2014.
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Estimated gross revenue to the HSBC Group in 2013 for all Iranian bank-related activity described in this section, which includes
fees and/or commissions, was $109,013. The HSBC Group does not allocate direct costs to fees and commissions and therefore
has not disclosed a separate profits measure. The HSBC Group intends to continue to wind down this Iranian bank-related activity
and not enter into any new such activity.

Iranian embassy-related activity The HSBC Group held a bank account in London for the Iranian embassy L ondon, which was
used to support Iranian students studying in the U.K. and in which there was minimal activity during 2013. The account was closed
in 2013, and the funds were moved into unclaimed balances.

Activity related to U.S. Executive Order 13224 The HSBC Group maintained afrozen personal account for anindividual sanctioned
under Executive Order 13224, and by the U.K. and the U.N. Security Council. Activity on this account in 2013 was permitted by
alicenseissued by the U.K. There was no measurable gross revenue or net profits generated to the HSBC Group in 2013.

The HSBC Group held personal and business accounts in the U.K. for two individuals sanctioned by the U.S. under Executive
Order 13224. U.K. and U.N. Security Council sanctions against both these individuals were lifted in 2012. All the accounts were
closed during 2013. The account balances were returned to the relevant individual . There was no measurable gross revenue or net
profit generated to the HSBC Group in 2013.

The HSBC Group holds a frozen personal account in the United Arab Emirates for an individual who was designated under
Executive Order 13224 during 2013. Subseguent to designation and prior to the freezing of the account in the second quarter, there
were severa transactions. Estimated grossrevenuein 2013 was approximately $250. There has been no activity and no measurable
grossrevenue or net profit generated since the second quarter of 2013. A second personal account held in Hong Kong for the same
individual was closed in the third quarter of 2013 and the balance moved into unclaimed balances. There has been no activity and
no measurable gross revenue or net profit generated on the account in 2013 since designation.

The HSBC Group held an account and had an outstanding loan for a partnership that included one individual sanctioned under
Executive Order 13224. The account has been closed, and the sanctioned individual has been removed from the loan account.
There was no measurable gross revenue or net profits to the HSBC Group recognized in 2013 for this activity.

Activity related to U.S. Executive Order 13382 The HSBC Group held an account for a customer in the United Arab Emirates that
was sanctioned under Executive Order 13382 in 2013. The account was closed in 2013, and the funds were moved into unclaimed
balances. The estimated gross revenue or net profits generated to the HSBC Group in 2013 was $37.00.

Frozen accounts and transactions The HSBC Group and HSBC Bank USA maintain several accountsthat arefrozen under rel evant
sanctions programs and on which no activity, other than the posting of nominal amounts of interest, took place during 2013. In
2013, the HSBC Group and HSBC Bank USA also froze payments where required under rel evant sanctions programs. There was
No gross revenue or net profit to the HSBC Group.
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PART 111

Item 10. Directors, Executive Officers and Corporate Governance

Directors Set forth below is certain biographical information relating to themembersof HSBC USA'sBoard of Directors, including
descriptions of the specific experience, qualifications, attributes and skillsthat support each such person's service as a Director of
HSBC USA. We have aso set forth below the minimum director qualifications reviewed by HSBC and the Board in choosing
Board members.

All of our non-executive Directors are or have been either chief executive officersor senior executives at other companiesor firms,
with significant general and specific corporate experience and knowledge that promotes the successful implementation of the
strategic plans of HSBC USA and its parent, HSBC North America, for which each of our Directors also serve as a Director. Our
Directors also have high levels of personal and professional integrity and ethical character. Each possesses the ability to be
collaborative but also assertive in expressing his or her views and opinions to the Board and management. Based upon his or her
management experience each Director has demonstrated sound judgment and the ability to function in an oversight role.

Directorsareelected to three-year termsuntil their tenure exceeds six years, at which point they are el ected annually. Consequently,
Messrs. Bader and Blakely and Ms. Mistretta will be considered for election in 2015, 2017 and 2015, respectively, and all other
Directors are subject to annual elections. There are no family relationships among the directors.

Phillip D. Ameen, age 65, joined the HSBC USA and HSBC Bank USA Boards in May 2013, and is Chair of their respective
Audit Committee and a member of their respective Risk Committee. Since April 2012, he has served as a member of the Boards
of Directors of HSBC North Americaand HSBC Finance, and as a member of their respective Audit and Risk Committees since
May 2012. Effective May 2013, Mr. Ameen was appointed Chair of the Audit Committees of HSBC North Americaand HSBC
Finance. Until March 2008, he served asVice President, Comptroller, and Principal Accounting Officer of General Electric Capital
Co. (“GE"). Prior to joining GE, he was Audit Partner of KPMG Peat Marwick. He joined GE in 1985, where he spent time in
lending, leasing, and mergers and acquisitions before joining GE Headquarters staff.

Mr. Ameen served on the International Financial Reporting I nterpretations Committee of the International Accounting Standards
Board, the Accounting Standards Executive Committee of the American Ingtitute of Certified Public Accounting, was the longest-
serving member of the Financial Accounting Standards Board Emerging Issues Task Force and was Chair of the Committee on
Corporate Reporting of Financial Executives International. He is a member of the Keenan Flagler Business School Board of
Advisersand has served as Trustee of the Financial Accounting Foundation Inc. and of Elon University. Mr. Ameenisan alumnus
of the University of North Carolina, Chapel Hill and was a Certified Public Accountant in New York and North Carolina. He now
serves on the Boards of Directors of severa private equity technology enterprises. His experience in the accounting profession
provides him with highly relevant expertise for insight into business operations and financial performance and reporting, which
are valuable as a member of the HSBC USA Board and Audit Committee.

Jeffrey A. Bader, Age 68, joined the HSBC USA, HSBC Bank USA and HSBC North AmericaBoardsin April 2012. Heisalso
a member of the HSBC USA, HSBC Bank USA and HSBC North America Risk and Compliance Committees. Dr. Bader isa
visiting scholar withthe John L. Thornton ChinaCenter at the BrookingsInstitution ("Brookings'). Dr. Bader returned to Brookings
after serving in the Obama administration as senior director for East Asian affairs on the National Security Council from January
2009 to April 2011. Prior to hisappointment to the Obamaadministration, Dr. Bader wasthefirst director of the John L. Thornton
China Center and senior fellow of the Foreign Policy program at Brookings. Dr. Bader was a member of the State Department
from 1975 to 2002. His assignments as a foreign service officer included Kinshasa and Lubumbashi, Zaire (Congo); Taipei;
Beijing; the U.S. Mission to the United Nations; Deputy Chief of Mission in Lusaka, Zambia; Deputy Consul General in Hong
Kong; and severa tours in Washington in the State Department’'s Bureau of East Asian & Pecific Affairs. He served as deputy
director of the Office of Chinese & Mongolian Affairs from 1987 to 1990 and director of the same office in 1995-1996. In 1996,
Dr. Bader was appointed deputy assistant secretary of state for East Asian & Pacific Affairs, with responsibility for the People's
Republic of China, Taiwan, Hong Kong, Mongolia, Vietham, Thailand, Cambodia, Burma, and Laos. In August 1997, he was
named director for Asian affairs at the National Security Council, with responsibility for U.S. relations with the People's Republic
of Chinaand Taiwan, in which capacity he served until 1999. From 1999 to 2001, Dr. Bader served as United States ambassador
to the Republic of Namibia. From May 2001 until May 2002, Dr. Bader served as assistant United States trade representative
responsiblefor the People's Republic of China, Hong Kong, Taiwan, and Mongolia. After hisretirement fromtheU.S. Government
in 2002, Dr. Bader was Senior Vice President of Stonebridge International, LL C, until hejoined Brookingsin 2005. He also served
as amember of the Editorial Board of China Security magazine, the Academic Advisory Group of the U.S. China Congressional
Working Group and the policy advisory Board of the Asia Society.
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In 2011, Dr. Bader set up Jeffrey Bader, LL C, aconsulting group that workswith asmall number of companies on their challenges
inAsia. Heisthe President and sole proprietor. He has been a director of the National Committee on U.S.-China Relations, a
non-profit foundation active in U.S.-China exchanges, since 2012.

Dr. Bader's experience asamember of the U.S. Department of State provided him with comprehensive knowledge of international
affairs and foreign policy, particularly in Asia including China, Hong Kong, Taiwan and Mongolia. This experience is further
enhanced by his affiliations with the Brookings Institute and is highly relevant to our strategic focus on international connectivity.

Kevin M. Blakely, age 62, joined the HSBC USA, HSBC Bank USA and HSBC North America Boards in December 2013. He
isalso amember of theHSBC USA, HSBC Bank USA and HSBC North America Risk and Compliance Committees. Mr. Blakely
has more than forty years of financial industry experience. In 2012, Mr. Blakely established KMB Financial LLC which offers
consulting and advisory services and in 2012 and 2013 he served as Senior Advisor at Deloitte & Touche, LLP. In that capacity,
he focused on assisting large financial institutions in the area of Governance, Regulatory and Risk Management activities.
Previoudly, hewas Senior Vice President and Chief Risk Officer for Huntington Bancshares Incorporated from 2009 to 2011. From
2007 to 2009 he was President, Chief Executive Officer and Director of the Risk Management Association. From 1990 to 2007
he held various executive positions with KeyCorp, including Chief Risk Officer and Head of Risk Review. He began his career
in 1973 with the OCC as a Bank Regulator and Field Examiner. Before leaving the OCC in 1990 he held the position of Deputy
Comptroller, Special Supervision and was Chair of the agency’s Enforcement Review Committee.

Mr. Blakely has often been sought out asan industry expert on matters pertai ning to risk management. He has presented at numerous
industry conferences, academic forums, regulatory events and has provided banking related Congressional testimony on several
occasions.

William R. P. Dalton, age 70, joined the HSBC USA Board in May 2008. He has been a member of the HSBC North America
and HSBC Bank USA Boards also since 2008. Mr. Dalton is a member of the HSBC USA, HSBC Bank USA and HSBC North
America Audit and Risk Committees and is Co-Chair of the HSBC USA Fiduciary Committee. He was a member of HSBC
Finance's Board from April 2003 to May 2008. Mr. Dalton retired in May 2004 as an Executive Director of HSBC, a position he
held from April 1998. He also served HSBC as Global Head of Personal Financial Servicesfrom August 2000 to May 2004. From
April 1998 to January 2004 he was Chief Executive of HSBC Bank plc. Mr. Dalton held positions with various HSBC entitiesfor
25 years. Mr. Dalton currently servesasadirector of Associated Electric and Gas|nsurance Services ("AEGIS"), AEGISManaging
Agency for Lloyds of London Syndicate 1225, United States Cold Storage Inc., and Talisman Energy Inc. HeisaGovernor of the
Center for the Study of Financial Innovation, London. With 52 years of banking experience, including 12 asabank chief executive
officer, Mr. Dalton brings banking industry knowledge and insight to HSBC USA's strategies and operations as part of HSBC's
global organization. He has held several leadership roleswith HSBC, including as Executive Director of HSBC from 1998 to 2004
and Global Head of Personal Financial Servicesfrom 2000 to 2004. His extensive global experience with HSBC ishighly relevant
as we seek to operate our core businessesin support of HSBC's global strategy.

Anthea Disney, age 69, joined the HSBC USA and HSBC Bank USA Boards in May 2008 and has been a member of the HSBC
North America Board since 2005. Sheis a member of the HSBC USA, HSBC Bank USA and HSBC North America Compliance
Committees. Ms. Disney is aso Chair of the HSBC North America Nominating and Governance Committee.

Shewas amember of HSBC Finance's Board from 2001 to 2005. Ms. Disney is a Partner and Co-Founder of Women's Enterprise
Initiative, Northwest Connecticut founded in January 2010. She was formerly Executive Vice President for Content at News
Corporation from 1999 to 2009, and a member of its worldwide Executive Management Committee. She held various positions
with The News Corporation Limited from 1989 to 2009. From 2004 to 2008 she was al so Executive Chairman Gemstar-TV Guide
International. She has also been a director of the Center for Communication from 2001 to 2008 and served as a director of The
CIT Group from 1998 to 2001. Currently she serves on the board of Western Connecticut Healthcare and the board of the North
Western Connecticut Economic Devel opment Corporation. Ms. Disney has40 years of experiencein the communicationsindustry,
of which 20 were as an executive at News Corporation and Gemstar-TV Guide International. Ms. Disney's leadership rolesin the
communi cations and marketing areas bring particular expertiseto HSBC's efforts to promote HSBC's brand val ues and standards.
In these leadership roles, Ms. Disney has also had extensive experience in running complex organizations. With her experience at
Gemstar-TV Guide International, Ms. Disney obtained astrong understanding of theimportant issuesfor international businesses.
In addition, Ms. Disney has served on the Board of Directors for HSBC Finance, which was previously Household I nternational,
from 2001 until 2005, which provides a historical insight into HSBC's operations in North America more generally.

Irene M. Dorner, age 59, joined theHSBC USA, HSBC Bank USA and HSBC North AmericaBoards and was appointed President
and Chief Executive Officer of HSBC USA and HSBC Bank USA in January 2010. Ms. Dorner was also appointed Chairman of
the Board of HSBC USA and HSBC Bank USA and Chief Executive Officer of HSBC North Americain October 2011. Sheisa
member of the HSBC USA, HSBC Bank USA and HSBC North America Compliance Committees. She joined HSBC in 1986 and
has held numerous positions in the United Kingdom and Asia. She previously held the position of Deputy Chairman and Chief
Executive Officer of HSBC Bank Malaysia Berhad, Chairman of HSBC Amanah and Chairman of HSBC Amanah Takaful from
2007 to 2009. From 2006 to 2007, shewas General Manager Premier and Weal th, and from 2003 to 2006 she was General M anager,
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North, Scotland and Northern Ireland, of HSBC Bank plc. Ms. Dorner is a Group Managing Director as of February 1, 2013, and
has been a Group General Manager since 2007. Ms. Dorner also serves on the Board of the British-American Business Council,
The Clearing House and the Financial Services Roundtable.

As Chief Executive Officer of HSBC USA, Ms. Dorner'sinsight and particular knowledge of HSBC USA's operations are critical
to an effective Board of Directors. The presence of the Chief Executive Officer is also critical to efficient and effective
communication of the Board's direction to management of HSBC USA. She also has many years of experience in leadership
positionswith HSBC and extensiveglobal experiencewithHSBC, whichishighly relevant aswe seek to operate our core businesses
in support of HSBC's global strategy.

Robert K. Herdman, age 65, joined the HSBC USA and HSBC Bank USA Boardsin May 2010 and is Chair of their respective
Risk Committee since May 2011. He served as Chair of the respective HSBC USA and HSBC Bank USA Audit Committee until
May 2013. He has also been amember of HSBC Finance's Board since January 2004, and is also Chair of its Risk Committee.
Since March 2005, he has served as a member of the Board of Directors of HSBC North America and as non-executive Interim
Chairman of the Board from May to December 2013. He was previously Chair of HSBC North America sAudit Committee from
March 2005 until May 2013. He has served as Chair of HSBC North America's Risk Committee since May 2011. Mr. Herdman
wasamember of and the Chair of the HSBC Finance Compliance Committee from December 2010 and the HSBC USA Compliance
Committeefrom August 2010to May 2011. Mr. Herdman hasa so served on the Board of Directorsof Cumminsinc. since February
2008 andisthe Chair of itsAudit Committee, and onthe Board of Directorsof WPX Energy, Inc. andisChair of itsAudit Committee
since December 2011. Since January 2004, Mr. Herdman has been a Managing Director of Kalorama Partners LLC, a
Washington, D.C. consulting firm specializing in providing advice regarding corporate governance, risk assessment, crisis
management and related matters. Mr. Herdman was the Chief Accountant of the SEC from October 2001 to November 2002. The
Chief Accountant serves asthe principal advisor to the SEC on accounting and auditing matters, and isresponsiblefor formulating
and administering the accounting program and policies of the SEC. Prior to joining the SEC, Mr. Herdman was Ernst & Young's
Vice Chairman of Professional Practicefor its Assurance and Advisory Business Services ("AABS") practicein the Americasand
the Global Director of AABS Professional Practice for Ernst & Young International. Mr. Herdman was the senior Ernst & Young
partner responsible for the firms' relationships with the SEC, FASB and American Ingtitute of Certified Public Accountants
("AICPA™). He served on the AICPA's SEC Practice Section Executive Committee from 1995 to 2001 and as a member of the
AICPA's Board of Directors from 2000 to 2001.

Mr. Herdman'smembership onthe Boardissupported by hisparticul ar financial expertise, whichisparticularly valued asamember
of the Audit Committee. His experience with the SEC and in the public accounting profession provided Mr. Herdman with broad
insight into the business operations and financial performance of a significant number of public and private companies.

Richard A. Jalkut, age 69, joined the HSBC USA Board in 2000 and the HSBC Bank USA Board in 1992. He has also been a
member of the HSBC North America Board since 2008. Mr. Jalkut is Co-Chair of the HSBC USA Fiduciary Committee, Chair of
the HSBC USA, HSBC Bank USA and HSBC North America Compliance Committees and a member of the HSBC USA, HSBC
Bank USA and HSBC North America Risk Committees. Mr. Jalkut is the President and Chief Executive Officer of Telepacific
Communications. He was a director of Birch Telecom, Inc. until June 2006. Formerly, he was the President and Chief Executive
of Pathnet and, prior to that, President and Group Executive, NY NEX Telecommunications. Mr. Jalkut wasalso adirector of IKON
Office Solutions and Covad Communications until 2008, and is currently the Chair of the Board of Hawaii Telecom and adirector
of U.S. Telepacific Corporation and Univar Corporation. Mr. Jalkut isaTrustee of Lesley University in Cambridge, M assachusetts.

Mr. Jalkut has many years of experiencein the communicationsindustry as chief executive officer of Tel epacific Communications,
Pathnet and NYNEX Telecommunications. As a chief executive officer, Mr. Jalkut brings experience in managing the operations
of alarge company. In addition, hisleadership rolesin the communications area bring particular knowledge that supports HSBC's
effortsto enhanceitsinterna and external communications. In addition, Mr. Jalkut has served on the Board of Directorsfor HSBC
USA since 2000 and HSBC Bank USA since 1992, and, accordingly, he is able to provide a historical perspective to the HSBC
USA Board.

Samuel Minzberg, age 64, joined the HSBC USA Board in April 2013 and the HSBC Bank USA Board in June 2013. He has
been a Director of HSBC North America since March 2005 and has served on its Audit Committee since 2005 and Nominating
and Governance Committee since 2013. Heisaalso a member of the HSBC USA and HSBC Bank USA Audit Committees. He
was previously a member of the HSBC Finance Board from May 2008 through April 2013. Mr. Minzberg is a partner with the
law firm of Davies Ward Phillips & Vineberg, in Montreal. Mr. Minzberg is currently also Chairman of HSBC Bank Canada and
amember of itsAudit Committee, aDirector of Reitmans (Canada) Limited, and a Director and past President of the Sir Mortimer
B. Davis- Jewish General Hospital Centre Board. He was previously adirector of Quebecor Medialnc. and Richmont MinesInc.

Mr. Minzberg's experience as atax attorney provides a unique expertise in evaluating and advising HSBC USA on tax strategies
and particularly with respect to transactional matters. As a partner with a firm with a diverse client base, he has had experience
with a number of industries with varied considerations in effecting business and tax strategies. He has been a practicing attorney
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for over thirty years, dedicated mainly to tax and corporate matters. AsaCanadian, he brings diverse perspectives and knowledge
to the Boardroom, which is also relevant for understanding the prior cross-border operations of HSBC USA and the continuing
broader context of HSBC'sglobal operations, aswell asthepotential tax and other considerationsof potential cross-border initiatives
of HSBC USA and its affiliates.

Nancy G. Mistretta, age 59, joined the HSBC USA, HSBC Bank USA and HSBC North America Boards in April 2012,
Ms. Mistretta is a member of the Compliance Committee. She is also a member of the HSBC North America Nominating and
Governance Committee.

Ms. Migtrettaisaretired partner of Russell Reynolds Associates ("RRA"™), an executive search firm, where she served as a partner
from February 2005 until June 2009. She was a member of RRA's Not-For-Profit Sector and was responsible for managing
executive officer searches for many large philanthropic organizations, with a special focus on educational searchesfor presidents,
deans and financial officers. Ms. Mistretta was also active in the CEO/Board Services Practice of Russell Reynolds. Prior to
joining RRA, Ms. Mistretta was with JPMorgan Chase & Co. ("JPMorgan") and its heritage institutions for 29 years and served
asaManaging Director in Investment Banking from 1991-2005. Ms. Mistretta has al so served as Director of The Scotts Miracle-
Gro Company since 2007. Sheis Chairperson of the Compensation and Organization Committee and a member of the Audit and
Finance Committee of Scotts Miracle-Gro.

Ms. Mistretta's experience throughout her nearly 30-year career at JPMorgan, provided her with a broad base of leadership,
international, marketing/consumer industry, retail and financial experience, including through roles as Managing Director
responsible for Investment Bank Marketing and Communications, industry head responsible for the Global Diversified Industries
group and industry head responsible for the Diversified, Consumer Products and Retail Industries group, is highly relevant to
HSBC USA'ssupport of HSBC's global strategy. She provides banking industry knowledge and insight with respect to the Global
Banking and Markets businesses.

Executive Officers Informationregardingtheexecutiveofficersof HSBC USA asof February 24, 2014 ispresentedinthefollowing
table.

Year

Name Age Appointed Present Position

Irene M. Dorner .......... 59 2010 President and Chief Executive Officer

EricK. Ferren............. 40 2014 Executive Vice President, Chief Financial Officer and Chief Accounting Officer

Stuart A. Alderoty....... 54 2011 Senior Executive Vice President and General Counsel

Stephen A. Bottomley 54 2012 Senior Executive Vice President, Head of Commercial Banking

Steven G. Ekert .......... 47 2013 Senior Executive Vice President, Chief Risk Officer

Mark Martindli .......... 54 2007 Senior Executive Vice President, Chief Auditor

Kevin Newman........... 56 2014 Senior Executive Vice President, Head of Retail Banking and Wealth
Management

Patrick M. Nolan......... 48 2010 Senior Executive Vice President, Head of Global Banking and Markets
Americas

Gregory T. Zeeman..... 45 2012 Senior Executive Vice President and Chief Operating Officer

Mary E. Bilbrey.......... 50 2012 Executive Vice President, Head of Human Resources

Loren C. Klug............. 53 2013 Executive Vice President, Head of Strategy and Planning and Chief of Staff to
the CEO

Patrick D. Schwartz.... 56 2008 Executive Vice President and Secretary

Marlon Young............. 58 2006 Executive Vice President, Head of Private Banking Americas

Irene M. Dorner, Director and President and Chief Executive Officer of HSBC USA and HSBC Bank USA. See Directors for
Ms. Dorner's biography.

Eric K. Ferren, Executive Vice President, Chief Financial Officer and Chief Accounting Officer of HSBC USA, and Deputy Chief
Financial Officer of HSBC North America since January 2014. He has held thetitle of Chief Accounting Officer of HSBC USA,
HSBC Finance and HSBC North America since July 2010. Mr. Ferren is also a Director of HSBC Trust Company (Delaware),
National Association. Prior to Mr. Ferren's appointment as Chief Accounting Officer, Mr. Ferren was responsible for severa
accounting areas acrossHSBC North Americaand its subsidiaries. Prior tojoining HSBC, Mr. Ferren wasthe Controller for UBS's
North American Asset Management business from May 2005 to June 2006. Prior to that, Mr. Ferren was the Controller for
Washington Mutual's Home L oans Capital Market's business and several finance roles within the servicing business from January
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2002 through May 2005. Prior to January 2002, Mr. Ferren was a Senior Manager at Ernst & Young LLP in Chicago where he
focused on global banking, commercial banking, and securitizations. He is a Certified Public Accountant registered in the U.S.
and amember of the American Institute of Certified Public Accountants.

Stuart Alderoty, Senior Executive Vice President and General Counsel since June 2011. Heisalso Senior Executive Vice President
and General Counsel of HSBC North Americasince November 2010. Prior to joining HSBC in 2010, Mr. Alderoty was Managing
Counsel with American Express from 2006 to 2010 and prior to that he was Chief Litigation Counsel for American Express from
2002 to 2006. Prior to joining American Express in 2002, he was a litigator in private practice for 17 years, the last 13 of which
were with the firm of Leboeuf, Lamb, Greene and MacRae, where he was a partner since1996. Mr. Alderoty serves on the Board
of the Count Basie Theatre Foundation, a not-for-profit in Red Bank, New Jersey and is aso on the Board of the Institute for
Inclusion in the Legal Profession, a not-for-profit organization that addresses diversity challengesin the legal profession.

Stephen A. Bottomley, Senior ExecutiveVicePresident, Head of Commercial Banking since January 2012. Prior to thisappointment,
Mr. Bottomley was Regional Head of Strategy and Planning for HSBC Bank Middle East from 2009 to 2012. From 2008 to 2009
he was Head of European Strategy and from 2007 to 2008 he was Head of Commercial Banking U.K. He joined HSBC in 1982
and has held a variety of positionsin Commercial Banking and Corporate & Investment Banking. Mr. Bottomley was appointed
a Group General Manager of HSBC in January 2013.

Steven G. Ekert, Senior Executive Vice President, Chief Risk Officer of HSBC USA, HSBC North America and HSBC Finance
since June 2013. He is responsible for al Risk and Compliance functions in North America, including Credit Risk, Operational
Risk, Market Risk, Financial Crime and Regulatory Compliance as well as the enterprise-wide risk and compliance framework.
Prior to joining HSBC in the United States, Mr. Ekert held various positions with Citigroup Inc. including, Chief Risk Officer of
Citi Holdings and Citi Private Bank.

Mark Martinelli, Senior Executive Vice President and Chief Auditor since March 2007. He has also been the Chief Auditor of
HSBC North America since November 2009 and Chief Auditor of HSBC Finance since October 2013. Prior to that time,
Mr. Martinelli was President and Chief Executive Officer of hsbe.com from 2006 to 2007, and Chief Financial Officer of hsbc.com
from 2002 to 2006. Mr. Martinelli joined HSBC in the U.S. as part of Republic National Bank of New York in 1991, and has held
varioussenior officer positionsin Finance, Strategy, Planning and Audit. Prior tojoining HSBCinthe U.S., hewasasenior manager
with the public accounting firm of KPMG LLP. He is a Certified Public Accountant registered in the U.S., a Chartered Global
Management Accountant and a member of the American Institute of Certified Public Accountants. Mr. Martinelli has served on
the Audit Committee of the New York Clearing House since 2007 and served asits Chairman from January 2011 to February 2013.
He has been adirector on the Baruch College Fund Board of Trustees since April 2010 and has served as the Chairman of itsAudit
Committee since September 2011. Since October 2013, Mr. Martinelli has served on St. John's University Department of
Accounting and Taxation Executive Advisory Board.

Kevin Newman, Senior Executive Vice President, Head of Retail Banking and Wealth Management North America since January
2014. Prior to thisrole, Mr. Newman was Group Head of Retail Banking from January 2011 to January 2014. Mr. Newman first
joined HSBC in 1989. From 1997 to 2001, hewasHead of Global Distribution, Consumer Businessat Citibank. Heregjoined HSBC
in 2001, serving as Head of hsbc.com moving to Head of Personal Financial Services for North Americaand from 2009 to 2011,
wasHead of theOneHSBC Program beforeassuming hiscurrent role. Prior tojoining HSBC, Mr. Newman held variousinformation
technology positions at companies in England, including Mars and Woolwaorth.

Patrick M. Nolan, Senior Executive Vice President, Head of Global Banking and Markets Americas since May 2010. Prior to that
hewasin the Global Banking and Markets division of HSBC Bank plc from 2004 to 2009, most recently as Global Head of Credit
Lending from 2009 to May 2010, and previously as Managing Director, Head of Coverage Europe from 2008 to 2009, and Head
of Corporate Banking U.K. from 2004 to 2008. From 2002 to 2004 he was Executive Vice President and Managing Director, Head
of Corporate Finance and Advisory for HSBC Securities (Canada) Inc. He joined the HSBC Group in 1987 as an employee of
Midland Bank plc. Mr. Nolan was appointed a Group General Manager of HSBC in January 2013.

Gregory T. Zeeman, Senior Executive Vice President and Chief Operating Officer USA of HSBC USA, HSBC Finance, and HSBC
North AmericasinceAugust 2012. From March 2012 to August 2012 hewas Executive Vice President and Chief Operating Officer
USA of HSBC USA, HSBC Finance, and HSBC North America. Prior to his current role, Mr. Zeeman served as Executive Vice
President, Head of Change Delivery for the Americas since 2011. Mr. Zeeman served as Deputy Chief Executive Officer and Chief
Technology Services Officer for HSBC in Singapore from 2009 through 2011 and Chief Servicing Officer for HSBC Consumer
and Mortgage Lending from 2006 to 2009. Mr. Zeeman first joined the organization in 1999, where he has served in awide range
of genera management and leadership roles, primarily focused on consumer oriented lines of business. Prior to joining the
organization, he worked as a strategy consultant at the Boston Consulting Group.

Mary E. Bilbrey, Executive Vice President, Head of Human Resources USA since May 2012. Prior to that, shewas Head of Human
Resources for Globa Banking and Markets and Global Private Banking Human Resources from April 2011 until May 2012,
Previously she was Global Head of Transformation Deployment from June 2009 until April 2011, and from 2003 to 2009 she was
Executive Vice President Human Resources for HSBC Finance.
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Loren C. Klug, ExecutiveVice President, Head of Strategy and Planning of HSBC USA, HSBC North Americaand HSBC Finance
since January 2012 and since September 2013 he has held the additional title of Chief of Staff to the Chief Executive Officer. He
was previously Executive Vice President - Strategy & Planning of HSBC Finance and HSBC North Americafrom February 2008
through December 2011. From March 2004 to January 2008, he was Managing Director, Strategy and Development, and
concurrently from January 2005 to November 2007 he was responsible for strategy development and customer group oversight
for the HSBC Group's global consumer finance activities. Mr. Klug joined HSBC Financein 1989, and since that time has held a
variety of commercial finance and strategy positions. Prior to such time he held positions in commercial real estate and banking.

Patrick D. Schwartz, Executive Vice President and Secretary since May 2008. Mr. Schwartz has served asHSBC USA's Secretary
since September 2007 and was previously Deputy General Counsel-Corporate of HSBC USA from May 2010 to May 2011 and a
Senior Vice President from September 2007 to May 2008. He has al so served as Corporate Secretary of HSBC North Americaand
HSBC Finance since September 2007. Mr. Schwartz has held several different titles for HSBC USA since September 2007, but
served as its Secretary continuously since that time. Mr. Schwartz was the General Counsel of HSBC Finance from June 2009 to
April 2011, and a Deputy General Counsel from May 2004 to June 2009. He served as a senior legal advisor of HSBC North
Americafrom February 2004 to April 2011. Mr. Schwartz counsels management and the Board of Directorsof HSBC USA, HSBC
Finance and HSBC North America with respect to corporate governance matters.

Marlon Young, Executive Vice President, Head of Private Banking Americas since May 2010. He was previousy Managing
Director, Head of Private Banking Americas from October 2006 to May 2010. Mr. Young joined HSBC as Managing Director and
Head of Domestic Private Banking for HSBC Bank USA in March 2006. He served as Managing Director and Head of Private
Client Lending for Smith Barney from 2004 through 2006. Prior to that, Mr. Young held various positions with Citigroup from
1979, including Head of the Northeast Region for Citigroup Private Bank, Head of Investment Finance and Senior Credit Officer
for the U.S. Northeast and Mid-Atlantic Regions.

Corporate Governance
Board of Directors - Board Structure The business of HSBC USA is managed under the oversight of the Board of Directors,
whose principal responsibility is to enhance the long-term value of HSBC USA to HSBC. The Board of Directors also provides
leadership in the maintenance of prudent and effective control sthat enable management to assess and manage risks of the business.
The affairs of HSBC USA are governed by the Board of Directors, in conformity with the Corporate Governance Standards, in
the following ways:
« providing input and endorsing business strategy formulated by management and HSBC;
» providing input and approving the annual operating, funding and capital plans prepared by management;
 monitoring theimplementation of strategy by management and HSBC USA's performancerel ative to approved operating,
funding and capital plans and risk appetite;
* reviewing and advising as to the adequacy of the succession plans for the Chief Executive Officer and senior executive
management;
* reviewing and providing input to HSBC concerning evaluation of the Chief Executive Officer's performance;
* reviewing and approving the Corporate Governance Standards and monitoring compliance with the standards;
* assessing and monitoring the major risks facing HSBC USA consistent with the Board of Director's responsibilities to
HSBC; and
» monitoring the risk management structure designed by management to ensure compliance with HSBC palicies, ethical
standards and business strategies.

Board of Directors - Committees and Charters The Board of Directors of HSBC USA has four standing committees: the Audit
Committee, the Compliance Committee, the Fiduciary Committee and the Risk Committee. The charters of the Audit Committee,
the Compliance Committee, the Fiduciary Committee and the Risk Committee, as well as our Corporate Governance Standards,
are available on our website at www.us.hsbc.com or upon written request made to HSBC USA Inc., 26565 North Riverwoods
Boulevard, Suite 100, Mettawa, I1linois 60045 Attention: Corporate Secretary.

Audit Committee The Audit Committee is responsible, on behalf of the Board of Directors, for oversight and advice to the Board
of Directors with respect to:

« theintegrity of HSBC USA'sfinancial reporting processes and effective systems of internal controlsrelating to financial
reporting;

* HSBC USA's compliance with legal and regulatory requirements that may have a material impact on our financial
statements; and

« the qualifications, independence, performance and remuneration of HSBC USA's independent auditors.
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The Audit Committee is currently comprised of the following independent directors (as defined by our Corporate Governance
Standards, which are based upon the rules of the New York Stock Exchange ("NY SE")): Phillip D. Ameen (Chair), William R. P.
Dalton and Samuel Minzberg. The Board of Directors has determined that each of these individuals is financially literate. The
Board of Directors has also determined that Mr. Ameen qualifies as an audit committee financial expert.

Audit Committee Report During the previous year, the Audit Committee met and held discussions with management and KPMG
LLP. The Audit Committee reviewed and discussed with management and KPMG L L Pthe audited financial statements contained
in the Company'sAnnua Report on Form 10-K for the year ended December 31, 2013. The Audit Committee al so discussed with
KPMG LLPthe matters required to be discussed by applicable requirements of the Public Company Accounting Oversight Board
regarding theindependent registered public accounting firm'scommuni cationswith the Audit Committee concerningindependence,
such communications also included its findings related to internal controlsin conjunction with itsfinancial statement audit. The
Audit Committee also discussed management's assessment of the effectiveness of internal controls over financial reporting.

KPMG LLP submitted to the Audit Committee the written disclosures and the letter required by applicable requirements of the
Public Company Accounting Oversight Board regarding the independent regi stered public accounting firm's communi cationswith
the Audit Committee concerning independence. The Audit Committee discussed with KPMG LLP such firm's independence.

Based on the reviews and discussions referred to above, the Audit Committee recommended to the Board of Directors that the
audited financial statementsbeincluded inthisAnnual Report on Form 10-K for the year ended December 31, 2013 for filing with
the SEC.

Audit Committee

Phillip D. Ameen (Chair)
William R. P. Daton
Samuel Minzberg

Compliance Committee The Compliance Committeeisresponsible, onbehal f of theBoard of Directors, for monitoring and oversight
of:

» HSBC Bank USA's adherenceto the provisions of the BSA/AML Consent Order with the OCC and our effortsto achieve
and maintain an effective BSA/AML compliance program;

« the corrective actionsin theloan servicing, forecl osure processing and loss mitigation functions of HSBC Bank USA and
to ensure that HSBC Bank USA complies with the OCC Servicing Consent Order;

» HSBC Bank USA's adherence to the provisions of the Enterprise-Wide Compliance Consent Order with the OCC and
our efforts to achieve and maintain an effective enterprise-wide compliance program; and

* HSBC USA's and HSBC Bank USA's Compliance function and the devel opment of a strong Compliance culture.
The Compliance Committeeis currently comprised of the following directors: Richard A. Jalkut (Chair), Jeffrey A. Bader, Kevin
M. Blakely, Anthea Disney, Nancy G. Mistrettaand Irene M. Dorner.

Fiduciary Committee The primary purpose of the Fiduciary Committeeisto supervisethefiduciary activities of HSBC Bank USA
to ensure the proper exercise of its fiduciary powers in accordance with 12 U.S.C. § 92a- Trust Powers of National Banks and
related regulations promulgated by the OCC, which define fiduciary activities to include serving traditional fiduciary duties, such
as trustee, executor, administrator, registrar of stocks and bonds, guardian, receiver or assignee; providing investment advice for
afee; and processing investment discretion on behalf of another.

The duties and responsihilities of the Fiduciary Committee include ongoing evaluation and oversight of:
* the proper exercise of fiduciary powers,
« the adequacy of management, staffing, systems and facilities;
» the adequacy of ethical standards, strategic plans, policies, and control procedures;
* investment performance;
» the adequacy of risk management and compliance programs as they relate to fiduciary activities; and
* regulatory examination and internal and external audit reports of fiduciary activities.

William R.P. Daton (Co-Chair) and Richard A. Jalkut (Co-Chair) are members of the Fiduciary Committee. All members of the
Fiduciary Committee are independent directors under our Corporate Governance Standards.
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Risk Committee The Risk Committee is responsible, on behalf of the Board of Directors, for oversight and advice to the Board
with respect to:

» HSBC USA'srisk appetite, tolerance and strategy;

* our systems of risk management and internal control to identify, measure, aggregate, control and report risk;

» management of capital levels and regulatory ratios, related targets, limits and thresholds, and the composition of our
capital;

« alignment of strategy with our risk appetite, as defined by the Board of Directors; and

» maintenance and development of a supportive and proactive risk management culture that is appropriately embedded
through procedures, training and leadership actions so that all employees are aert to the wider impact on the whole
organization of their actions and decisions and appropriately communicate regarding identified risks.

The Risk Committeeis currently comprised of the following directors: Robert K. Herdman (Chair), Phillip D. Ameen, Jeffrey A.
Bader, Kevin, M. Blakely, William R. P. Dalton and Richard A. Jalkut.

Nominating and Compensation Committees The Board of Directors of HSBC USA does not maintain a standing nominating
committee or compensation committee. The Nominating and Governance Committee of the HSBC North America Board of
Directors (the"Nominating and Governance Committee") isresponsiblefor, among other things, oversight and advicetothe HSBC
North America Board of Directors with respect to:

» making recommendations concerning the structure and composition of the HSBC North America Board of Directorsand
itscommitteesand the Boardsand committeesof itssubsidiaries, including HSBC USA, to enabl ethese Boardsto function
most effectively; and

« identifying qualified individuals to serve on the HSBC North America Board of Directors and its committees and the
Boards and committees of its subsidiaries, including HSBC USA.

The Nominating and Governance Committee also has specified responsibilities with respect to executive officer compensation.
See Item 11. Executive Compensation - Compensation Discussion and Analysis - Oversight of Compensation Decisions. The
Nominating and Governance Committee is currently comprised of the following directors: Anthea Disney (Chair), Samuel
Minzberg, Nancy G. Mistretta and Begtriz R. Perez. Ms. Disney, Mr. Minzberg and Ms. Mistretta currently serve as directors of
HSBC North America, HSBC USA and HSBC Bank USA. Ms. Perez currently serves as a director of HSBC North Americaand
HSBC Finance.

Board of Directors - Director Qualifications HSBC and the Board of Directors believe a Board comprised of members from
diverse professional and personal backgrounds who provide abroad spectrum of experiencein different fields and expertise best
promotes the strategic objectives of HSBC USA. HSBC and the Board of Directors evaluate the skills and characteristics of
prospective Board membersin the context of the current makeup of the Board of Directors. Thisassessment includesan examination
of whether a candidate is independent, as well as consideration of diversity, skills and experience in the context of the needs of
the Board of Directors, including experience as a chief executive officer or other senior executive or in fields such as government,
financial services, finance, technol ogy, communi cationsand marketing, and an understanding of and experienceinaglobal business.
Although there is no formal written diversity policy, the Board considers a broad range of attributes, including experience,
professional and personal backgrounds and skills, to ensure there is a diverse Board. A majority of the non-executive Directors
are expected to be active or retired senior executives of large companies, educational institutions, governmental agencies, service
providersor non-profit organizations. Adviceand recommendationsfrom others, such asexecutive search firms, may be considered,
asthe Board of Directors deems appropriate.

The Board of Directors reviews all of these factors, and others considered pertinent by HSBC and the Board of Directors, in the
context of an assessment of the perceived needs of the Board of Directors at particular pointsin time. Consideration of new Board
candidates typically involves a series of internal discussions, development of a potential candidate list, review of information
concerning candidates, and interviews with selected candidates. Under our Corporate Governance Standards, in the event of a
major changein aDirector's career position or status, including achangein employer or asignificant changein job responsibilities
or achange in the Director's status as an "independent director," the Director is expected to offer to resign. The Chairman of the
Board, in consultation with the Chief Executive Officer and senior executive management, will determine whether to present the
resignation to the Board of Directors. If presented, the Board of Directors has discretion after consultation with management to
either accept or reject theresignation. In addition, the Board of Directorsdiscussesthe effectivenessof the Board and itscommittees
on an annual basis, which discussion includes areview of the composition of the Board.

Asset forthin our Corporate Governance Standards, while representing the best interests of HSBC and HSBC USA, each Director
is expected to:

« promote HSBC's brand values and standards in performing their responsibilities;

» have the ability to spend the necessary time required to function effectively as a Director;
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« develop and maintain asound understanding of the strategies, businessand senior executive succession planning of HSBC
USA;

« carefully study all Board materials and provide active, objective and constructive participation at meetings of the Board
and its committees;

* assist in affirmatively representing HSBC to the world;
* be available to advise and consult on key organizational changes and to counsel on corporate issues;
« develop and maintain a good understanding of global economic issues and trends; and

» seek clarification from experts retained by HSBC USA (including employees of HSBC USA) to better understand legal,
financial or businessissues affecting HSBC USA.

Under the Corporate Governance Standards, Directors have full accessto senior management and other employeesof HSBC USA.
Additionally, the Board and its committees have the right at any time to retain independent outside financial, legal and other
advisors, at the expense of HSBC USA.

Board of Directors - Delegation of Authority The HSBC North AmericaBoard of Directors has del egated its powers, authorities
and discretion, to the extent they concern the management and day to day operation of the businesses and support functions of
HSBC North America and its subsidiaries to a management Executive Committee comprised of senior executives from the
businesses and staff functions. Under this authority the Executive Committee approves and addresses all matters which are of a
routine or technical nature and relate to mattersin the ordinary course of business. The HSBC USA Chief Executive Officer, Chief
Financial Officer, Chief Risk Officer, Head of Regulatory Compliance, Head of Financial Crimes Compliance, Chief Operating
Officer, Heads of each Business, Head of Internal Audit, Head of Strategy and Planning, General Counsel, Secretary and Head of
Communications are members of the HSBC North America Executive Committee.

The objective of the Executive Committee is to maintain a reporting and control structure in which all of the line operations of
HSBC North America and all its subsidiaries, including HSBC USA, are accountable to individual members of the Executive
Committee who report to the HSBC North America Chief Executive Officer, who in turn reports to the HSBC Chief Executive
Officer.

Board of Directors - Risk Oversight by Board HSBC USA has acomprehensive risk management framework designed to ensure
all risks, including credit, liquidity, interest rate, market, operational, reputational and strategic risk, are appropriately identified,
measured, monitored, controlled and reported. The risk management function oversees, directs and integrates the various risk-
related functions, processes, policies, initiatives and information systems into a coherent and consistent risk management
framework. Our risk management policies are primarily implemented in accordance with the practices and limits by the HSBC
Group Management Board. Oversight of all risks specific to HSBC USA commences with the Board of Directors, which has
delegated principal responsibility for anumber of these matters to the Audit Committee, the Risk Committee and the Compliance
Committee.

Audit Committee The Audit Committee has responsibility for oversight of and adviceto the Board of Directors on mattersrelating
to financial reporting and for oversight of internal controls over financial reporting. As set forth in our Audit Committee charter,
the Audit Committeeis responsible, on behalf of the Board of Directors, for oversight and advice to the Board of Directors with
respect to:

« theintegrity of HSBC USA's financial reporting processes and effective systems of internal controls relating to financial
reporting;

* HSBCUSA'scompliancewithlegal and regulatory requirementsthat may haveamaterial impact on our financial statements;
and

* the qudlifications, independence, performance and remuneration of HSBC USA's independent auditors.

TheAudit Committee also has the responsibility, power, direction and authority to receive regular reports from the Internal Audit
Department concerning major findings of internal audits and to review the periodic reports from the Internal Audit Department
that include an assessment of the adequacy and effectiveness of HSBC USA's processes for controlling activities and managing
risks.

Risk Committee As set forth in our Risk Committee charter, the Risk Committee has the responsibility, power, direction and
authority to:

« receive regular reports from the Chief Risk Officer that enable the Risk Committee to assess the risks involved in the
business and how risks are monitored and controlled by management and to give explicit focus to current and forward-
looking aspects of risk exposure which may require an assessment of our vulnerability to previously unknown or
unidentified risks;
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« review and discusswith the Chief Risk Officer the adequacy and effectivenessof our internal control and risk management
framework in relation to our strategic objectives and related reporting;

» oversee and advise the Board of Directorson all high-level risks;

« approve with HSBC the appointment and replacement of the Chief Risk Officer;

* review and approve the annual key objectives and performance review of the Chief Risk Officer;

» seek appropriate assurance as to the Chief Risk Officer's authority, access, independence and reporting lines;

* review the effectiveness of our internal control and risk management framework and whether management has discharged
its duty to maintain an effective internal control system;

« consider the risks associated with proposed strategic acquisitions or dispositions;

* receive regular reports from HSBC USA's Asset Liability Management Committee ("ALCQ") in order to assess major
financial risk exposures and the steps management has taken to monitor and control such exposures,

* review with senior management, and, as appropriate, approve, guidelines and policiesto govern the processfor assessing
and managing various risk topics, including litigation risk and reputational risk; and

» oversee the continuing maintenance and enhancement of a strong enterprise-wide risk management culture.

At each quarterly Risk Committee meeting, the Chief Risk Officer makes a presentation to the committee describing key and
emerging risksfor HSBC USA, which may include operational and internal controls, market, credit, information security, capital
management, liquidity and litigation. In addition the head of each Risk functional areais available to provide the Risk Committee
areview of particular potential risksto HSBC USA and management's plan for mitigating these risks.

HSBC USA maintains a Risk Management Committee that provides strategic and tactical direction to risk management functions
throughout HSBC USA, focusing on: credit, funding and liquidity, capital, market, operational, security, fraud, reputational and
compliance risks. The Risk Management Committee is comprised of the function heads of each of these areas, as well as other
control functionswithin the organization. Irene Dorner, the Chief Executive Officer and a Director, isthe Chair of this committee.
Onan annual basis, the Board reviewsthe Risk Management Committee's charter and framework. The Operational Risk & Internal
Control Committee (the "ORIC Committee"), the Fiduciary Risk Management Committee and the HSBC USA Disclosure
Committee report to the Risk Management Committee and, together with the ALCO, define the risk appetite, policies and limits;
monitor excessive exposures, trends and effectiveness of risk management; and promulgate a suitable risk management culture,
focused within the parameters of their specific areas of risk.

ALCO provides oversight and strategic guidance concerning the composition of the balance sheet and pricing as it affects net
interest income. It establishes limits of acceptable risk and oversees maintenance and improvement of the management tools and
framework used to identify, report, assess and mitigate market, interest rate and liquidity risks.

The ORIC Committee is responsible for oversight of the identification, assessment, monitoring, appetite for, and proactive
management and control of, operational risk for HSBC USA. Operational Risk is defined as the risk of loss resulting from
inadequate or failed internal processes, people and systems, or from externa events. The ORIC Committee is designed to ensure
that senior management fully considers and effectively manages our operational risk in a cost-effective manner so asto reduce the
level of operational risk losses and to protect the organization from foreseeabl e future operational losses.

The Fiduciary Risk Management Committee is responsible for oversight of all fiduciary activities within HSBC USA.

The HSBC USA Disclosure Committee is responsible for maintenance and evaluation of our disclosure controls and procedures
and for assessing the materiality of information required to be disclosed in periodic reports filed with the SEC. Among its
responsibilitiesisthereview of quarterly certifications of business and financial officersthroughout HSBC USA asto the integrity
of our financial reporting process, the adequacy of our internal and disclosure control practices and the accuracy of our financial
statements.

Compliance Committee As set forth in our Compliance Committee charter, the Compliance Committee has the responsihility,
power, direction and authority to:

« receive regular reports from management on plans to strengthen our compliance risk management practices;
» oversee the continuing maintenance and enhancement of a strong compliance culture;

« receive regular reports from the Chief Risk Officer that enable the Compliance Committee to assess major compliance
exposures and the steps management has taken to monitor and control such exposures, including the manner in which
the regulatory and legal requirements of pertinent jurisdictions are evaluated and addressed;

* approve the appointment and replacement of the Chief Risk Officer and other statutory compliance officers and review
and approve the annual key objectives and performance review of the Chief Risk Officer;
« review thebudget, plan, changesin plan, activities, organi zation and qualificationsof thecompliancefunctionsasnecessary
or advisable in the Committee's judgment;
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« review and monitor the effectiveness of the compliance functions and the Compliance Program, including testing and
monitoring functions, and obtain assurances that the compliance functions, including testing and monitoring functions,
are appropriately resourced, have appropriate standing within the organization and are free from management or other
restrictions;

» seek such assurance as it may deem appropriate that the Chief Risk Officer participates in the risk management and
oversight process at the highest level on an enterprise-wide basis; hastotal independence from individual business units;
reports to the Compliance Committee and has internal functional reporting lines to the HSBC Head of Group Risk; and
has direct access to the Chairman of the Compliance Committee, as needed; and

« upon request of the Board, provide the Board with negative assurance as to such regulatory and legal requirements asthe
Compliance Committee deems possible.

In support of these responsibilities, HSBC Bank USA maintains an Executive Compliance Steering Committee, which is a
management committee established to provide overall strategic direction and oversight to HSBC Bank USA's response to the
consent cease and desist order issued by the OCC and significant HSBC Bank USA compliance issues. Irene Dorner, the Chief
Executive Officer and a Director, isthe Chair of this committee, the membership of which also includes the heads of our business
segments, our Chief Risk Officer and senior management of our compliance, Legal and other control functions. The Executive
Compliance Steering Committee reportsto both the Compliance Committee of the Board of Directorsand theHSBC North America
Executive Committee. The Executive Compliance Steering Committee is supported by the HSBC North America Project
Management Office, which is a management committee established as the HSBC North America Regional Compliance Officer's
forum for developing and overseeing the response to the consent cease and desist orders. This committee defines deliverables,
provides ongoing direction to project teams, approves all regulatory submissions and prepares materials for presentation to the
Board of Directors. The Project Steering Committee al so provides oversight to individual project managers, compliance and BSA/
AML subject matter experts, and external consultants to ensure any regulatory requested deliverables, including FRB and OCC
deliverables, are met.

For further discussion of risk management generally, see the "Risk Management" section of the MD&A.

Section 16(a) Beneficial Ownership Reporting Compliance Section 16(a) of the Exchange Act, as amended, requires certain of
our Directors, executive officers and any persons who own more than 10 percent of aregistered class of our equity securities to
report their initial ownership and any subsequent change to the SEC and the NY SE. With respect to the issues of HSBC USA
preferred stock outstanding, we reviewed copies of all reports furnished to us and obtained written representations from our
Directors and executive officers that no other reports were required. Based solely on areview of copies of such forms furnished
to us and written representations from the applicable Directors and executive officers, all required reports of changesin beneficial
ownership werefiled on atimely basis for the 2013 fiscal year.

Code of Ethics HSBC USA has adopted a Code of Ethics that is applicable to its chief executive officer, chief financial officer,
chief accounting officer and controller, which Code of Ethicsisincorporated by referencein Exhibit 14 to thisAnnual Report on
Form 10-K. HSBC North America also has a general code of ethics applicable to all U.S. employees, including employees of
HSBC USA, which is referred to as its Statement of Business Principles and Code of Ethics. That document is available on our
website at www.us.hsbc.com or upon written request made to HSBC USA Inc., 26525 North Riverwoods Boulevard, Suite 100,
Mettawa, Illinois 60045, Attention; Corporate Secretary.
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Item 11. Executive Compensation

Compensation Discussion and Analysis

The following compensation discussion and analysis (the "2013 CD& A") and accompanying tables summarizes the principles,
objectives and factors considered in evaluating and determining the 2013 compensation for our executive officers. Specific
compensation information rel ating to our Chief Executive Officer, Chief Financial Officer, the next three most highly compensated
executives, and one additional officer who would have been included in the three most highly compensated category except that
he was not serving as an executive officer at the end of the last completed fiscal year is contained in this portion of the Form 10-
K. Collectively, these officers are referred to as the Named Executive Officers ("NEOS").

Oversight of Compensation Decisions
Remuneration Committee

The HSBC Board of Directors has a Remuneration Committee ("REMCQO") which meets regularly to consider Human Resources
issues, particularly terms and conditions of employment, remuneration and retirement benefits. With authority delegated by the
HSBC Board, REMCO isresponsible for approving the remuneration policy of HSBC, including the terms of variable pay plans,
share plans and other long-term incentive plans worldwide. In thisrole, REMCO is a so responsible for approving the individual
remuneration packages for the most senior HSBC executives, generally those having an impact on HSBC's risk profile ("senior
executives").

The members of REMCO during 2013 are the following non-executive directors of HSBC: Sir Simon Robertson, Chairman
beginning May 24, 2013, J. D. Coombe, R. Fasshind, W. S. H. Laidlaw and J. L. Thornton, who retired as Chairman on May 24,
2013. Asanindirect wholly owned subsidiary of HSBC, HSBC USA is subject to the remuneration policy established by HSBC,
and the Chief Executive Officer of HSBC USA is one of the senior executives whose compensation is reviewed and approved by
REMCO.

Delegation of Authority from Remuneration Committee

The remuneration of executives who are not "senior executives' within the broader view of HSBC is determined by HSBC
executives who have the authority delegated to them by REMCO to endorse remuneration (up to pre-determined levels of
compensation and levels of management that differ by level of delegated authority). At the highest level, REMCO delegates this
authority to the HSBC Group Chief Executive, Stuart T. Gulliver. Mr. Gulliver further delegated this authority regionally to
approve pay packages to Irene M. Dorner, as HSBC USA's Chief Executive Officer. Remuneration decisions can be further
delegated to other relevant authorities within HSBC, as appropriate, depending on their level of responsibility and the scope of
their role.

Those with delegated authority to approve remuneration for executives do so after consultation with HSBC's Group Managing
Director of Human Resources as well as with the relevant heads of global business segments or heads of global staff functions,
such as Finance or Legal. For example, Mr. Gulliver also delegates authority for endorsement of executive remuneration for the
GB&M businessto the Chief Executive, Global Banking and Markets, Samir Assaf. Asaresult, Ms. Dorner shares oversight and
recommendation responsibility for the GB& M businesses of HSBC USA with Mr. Assaf.

Board of Directors; HSBC North America Nominating and Governance Committee

The HSBC North America Board of Directors reviewed and made recommendations concerning proposed 2013 performance
assessmentsand variabl e pay compensation award proposal sfor the Chief Executive Officer and direct reportstothe Chief Executive
Officer and certain other Covered Employees("Covered Employees'), inclusiveof theNEOs. TheBoard of Directorsalso reviewed
fixed pay recommendations for 2014 for the NEOs and had the opportunity to recommend changes before awards were finalized.

The Nominating and Governance Committee of HSBC North America (the "HNAH Nominating and Governance Committee")
performed certain responsibilities related to oversight and endorsements of compensation for 2013 performance with respect to
HSBC North America and its subsidiaries. The duties of the HNAH Nominating and Governance Committee, among others,
include: i) reviewing the corporate governance framework to ensure that best practices are maintained and relevant stakeholders
are effectively represented, ii) overseeing the framework for ng risk in the responsibilities of employees, the determination
of who are Covered Employees under the Interagency Guidelines on Incentive Based Compensation Arrangements as published
by the Federal Reserve Board, and the measuresused to ensurethat risk isappropriately considered in making discretionary variable
pay compensation recommendations, iii) making recommendations concerning proposed performance assessments and
discretionary variable pay compensation award proposals for the Chief Executive Officer, direct reports of the Chief Executive
Officer and certain other Covered Employees, including any recommendations for reducing or canceling discretionary variable
pay compensation previously awarded, and iv) reviewing the coverage and competitiveness of employee pension and retirement
plans and general benefits. The recommendations related to employee compensation are incorporated into the submissions to
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REMCO, or to Mr. Gulliver and Ms. Dorner, in instances where REM CO has del egated remunerati on authority. During the fourth
quarter of 2013 and in January 2014, the HNAH Nominating and Governance Committeereviewed performance review summaries
and compensation recommendations for senior executives for 2013 performance. During the first quarter of 2014, the HNAH
Nominating and Governance Committee reviewed a summary provided by the Compensation and Performance Management
Governance Committee ("CPM G Committee") of the approved risk evidence statementsthat arerequired of al U.S. businessunits
and functions to support 2013 variable pay recommendations.

Compensation and Performance Management Governance Committee

In 2010, HSBC North America established the Compensation and Performance Management Governance Committee ("CPMG
Committee"). The CPMG Committee was created to provide a more systematic approach to incentive compensation governance
and ensuretheinvolvement of theappropriatelevel sof |eadershipinacomprehensiveview of compensation practi cesand associ ated
risks.

Themembersof the CPM G Committeeare senior executiverepresentativesfrom HSBC North America'sstaff and control functions,
consisting of Risk, Legal, Finance, Audit, Human Resources and Corporate Secretary. The CPMG Committee approvesthe list of
Covered Employees and their mandatory performance objectives; reviews compensation impact related to regulatory and control
findings; and can make recommendations to reduce or cancel previous grants of incentive compensation based on actua results
and risk outcomes.The CPM G Committee can make its recommendations to the HNAH Nominating and Governance Committee,
REMCO, Mr. Gulliver, or Ms. Dorner, depending on the nature of the recommendation or the delegation of authority for making
final decisions. The CPMG Committee held six formal meetingsin 2013, as well as two formal meetings during the first quarter
of 2014.

Objectives of HSBC USA's Compensation Program

A global reward strategy for the HSBC Group, as approved by REMCO, is utilized by HSBC USA. The usage of aglobal reward
strategy promotes a uniform compensation philosophy throughout the HSBC Group, common standards and practices throughout
the HSBC Group'sglobal operations, and aparticular framework for REM CO to usein carrying out itsresponsibilities. Thereward
strategy includes the following elements:

e A focus on total compensation (fixed pay and annual discretionary variable pay) with the level of annual discretionary
variable pay (namely, cash, deferred cash and the value of long-term equity incentives) differentiated by performance;

« Anassessment of reward with reference to clear and relevant objectives set within a performance scorecard framework.

e Our most senior executives, including Ms. Dorner and John T. McGinnis, Patrick M. Nolan, Steven G. Ekert,
Gregory T. Zeeman and C. Mark Gunton, set objectives using a performance scorecard framework. Under a
performance scorecard framework, objectives are separated into financial objectives and non-financial
objectives, and the weighting between the categories varies by executive. The performance scorecard also
requires an assessment of the executive's adherence to the HSBC Group values and behaviors consistent with
managing a sound financia institution. Specific objectives are required of al Covered Employees including
targets relating to Compliance, Internal Audit and general risk management and internal control measures.

* Intheperformancescorecards, certain objectiveshavequantitative standardsthat may include meeting designated
financial performancetargetsfor thecompany or theexecutive'srespectivebusinessunit and increasing empl oyee
engagement metrics. Qualitative objectives may include key strategic business initiatives or projects for the
executive's respective business unit. Quantitative and qualitative objectives only provide some guidance with
respect to 2013 compensation. However, in keeping with HSBC Group's reward strategy, discretion played a
considerablerolein establishing theannual discretionary variable pay awardsfor HSBC USA'ssenior executives;

» The use of considered discretion to assess the extent to which performance has been achieved, rather than applying a
formulaic approach which, by its nature, is inherently incapable of considering all factors affecting results and may
encourage inappropriate risk taking. In addition, environmental factors and social and governance aspects that would
otherwise not be considered by applying absolute financial metrics may be taken into consideration. While there are
specific quantitative goals as outlined above, thefinal reward decision is not solely dependent on the achievement of one
or al of the objectives,

» Deélivery of asignificant proportion of variable pay in deferred HSBC ordinary shares to align recipient interests to the
future performance of the HSBC Group and to retain key talent; and

e A total compensation package (fixed pay, annual discretionary variable pay, and other benefits) that is competitive in
relation to comparable organizations in the respective markets in which the HSBC Group operates.
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Internal Equity

HSBC USA'sexecutiveofficer compensationisanalyzed internally at the direction of HSBC's Group Managing Director of Human
Resourceswith aview to align treatment globally and across busi ness segments and functions, taking into consideration individual
responsibilities, size and scale of the businesses the executives lead, and contributions of each executive, along with geography
and local labor markets. These factors are then calibrated for business and individual performance within the context of their
business environment against their respective Comparator Group, as detailed herein.

Link to Company Performance

HSBC Group's compensation plans are designed to motivate its executives to improve the overall performance and profitability
of the HSBC Group as well as the specific region, unit or function to which they are assigned. The HSBC Group seeks to offer
competitive fixed pay with a significant portion of discretionary variable pay compensation components structured to reward
performance. Management of risk within an executive's area(s) of responsibility is also a significant consideration. The
discretionary annual variablepay awardsare based onindividual and businessperformance, asmorefully described under Elements
of Compensation - Annual Discretionary Variable Pay Awards. For the NEOs, common financial objectivesincluded: capital and
risk-weighted asset management, profit before tax, and cost discipline; and common non-financia objectives included: people
management, regulatory compliance, strategy execution, and risk management. Each NEO also had other individua objectives
specific to his or her role.

Consequently, variable pay makes up a significant proportion of total compensation, while maintaining an appropriate balance
between fixed and variable elements. Actual compensation paid will increase or decrease based on the executive's individual
performance, and results of his or her business unit.

Asthe determination of the variable pay awardsrelative to 2013 performance considered the overall satisfaction of objectivesthat
could not be evaluated until the end of 2013, the final determination on 2013 total compensation was not made until February
2014. To make that evaluation, Mr. Gulliver and Ms. Dorner received reports from management concerning satisfaction of 2013
corporate, business unit and individual objectives.

Competitive Compensation Levels and Benchmarking

When making compensation decisions, we look at the compensation paid to similarly-situated executives in our Comparator
Groups, a practice referred to as "benchmarking." Benchmarking provides a point of reference for measurement but does not
replace analyses of internal pay equity and individual performance of the executive officersthat HSBC al so considerswhen making
compensation decisions. We strive to maintain a compensation program that may attract and retain qualified executives but also
has levels of compensation that differ based on performance.

In 2013, REM CO retained Towers Watson to provide REM CO with market trend information for use during the annual pay review
process and advise REMCO as to the competitive position of our total direct compensation levelsin relation to the Comparator
Groups. Towers Watson provided competitive positions on the highest level executivesin HSBC, including HSBC USA's NEOs.
Comparative competitor information was provided to Messrs. Gulliver and Assaf and Ms. Dorner to evaluate the competitiveness
of proposed executive compensation.

The Comparator Groups are reviewed annually with the assistance of Towers Watson. The primary Comparator Group consists
of our global peers with comparable business operations located within U.S. borders. Primary Comparator Group organizations
are publicly held companies that compete with HSBC for business, customers and executive talent and are broadly similar in size
and international scope. A secondary Comparator Group, consisting of the primary Comparator Group companies and a selection
of U.S.-based peers, isalso used. The secondary Comparator Group is used to benchmark compensation levels for certain roles
that are more regionally focused. The Chief Financial Officer role was benchmarked using the secondary Comparator Group. All
other NEO roles were benchmarked using the primary Comparator Group.

The primary Comparator Group for 2013 consisted of:

Global Peers
Bank of America JPMorgan Chase
Barclays Santander
BNP Paribas Standard Chartered
Citigroup UBS

Deutsche Bank
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The secondary Comparator Group for 2013 consisted of the Global Peers listed above and the following U.S.-based peers:

U.S.-based Peers

Bank of New York Mellon Regions
BB&T State Street
Fifth Third SunTrust
KeyCorp TD Bank
M&T U.S. Bank
Northern Trust Wells Fargo
PNC

The aggregate fee paid to Towers Watson for services provided to HSBC was $537,258, of which $22,019 was apportioned to
HSBC USA for executive benchmarking. Separately, the management of HSBC North Americaretained TowersWatson to perform
non-executive compensation consulting services. In 2013, the aggregate fee paid to Towers Watson by HSBC North America for
these other services was $1,704,826.

Additionally, HSBC North Americaperiodically engagesthe consulting firm McLagan Partnersinc. ("McLagan") to render advice
specific to executive pay policies and practices within the financial services industry. The aggregate fee paid to McLagan for
executive compensation consulting services by HSBC North Americawas $43,174 and for non-executive consulting serviceswas
$86,117. Additionally, the HSBC Group paid $726,507 to McLagan for fees related to compensation surveys used globally.

Elements of Compensation

The primary elementsof executive compensation, which aredescribedin further detail bel ow, arefixed pay and annual discretionary
variable pay awards, which are delivered in cash, deferred cash and long-term equity incentive awards. In addition, executives are
eligible to receive company funded retirement benefits that are offered to employees at al levels who meet the digibility
reguirements of such qualified and non-qualified plans. Although perquisites are provided to certain executives, they typically are
not a significant component of compensation.

Fixed Pay

Fixed pay helps us attract and retain executive talent because it provides a degree of financial certainty and is less subject to risk
than most other pay elements. In establishing individual fixed pay levels, consideration is given to market pay, as well as the
specific responsibilities and experience of the NEO. Fixed Pay is reviewed annually and may be adjusted based on performance
and changes in the competitive market. Consideration is given to compensation paid for similar positions at Comparator Group
companies, particularly at the median level. Other factors such as potential for future advancement, specific job responsibilities,
length of time in current position, pay history, and internal equity influence the final fixed pay recommendations for individual
executives. Fixed pay increases proposed by senior management are prioritized towards high performing employees and those
who have demonstrated rapid development. Additionally, consideration is given to maintaining an appropriate ratio between fixed
pay and variable pay as components of total compensation.

Annual Discretionary Variable Pay Awards

Annual discretionary variable pay ("variable pay") awards differ from year to year and are offered as part of thetotal compensation
package to motivate and reward strong performance. Superior performance is encouraged by placing apart of the executive'stotal
compensation at risk. In the event certain quantitative or qualitative performance goals are not met, cash awards may be reduced
or not paid at all. Variable pay awards may be granted as cash, deferred cash, and long-term equity incentive awards. Employees
will become fully entitled to deferred cash over athreeto five year vesting period.

Long-term equity incentive awards may be madein theform of stock options, restricted shares, and restricted share units ("RSUS").
The purpose of equity-based compensation is to help HSBC attract and retain outstanding employees and to promote the growth
and success of HSBC USA's business over a period of time by aligning the financia interests of these employees with those of
HSBC's shareholders.

Historically, prior to 2005, equity awards were primarily made in the form of stock options within the retail businesses and both
options and restricted share grants in the wholesale businesses. The stock options have a "total shareholder return” performance
vesting condition and only vested, subject to continued employment, if and when the condition was satisfied. No stock options
have been granted to executive officers after 2004.

In 2005, the HSBC Group shifted its equity-based compensation awards to restricted shares with atime vesting condition, in lieu
of stock options. Starting in 2009, RSUs have been awarded asthelong-term equity incentive component of variable discretionary
pay. The restricted shares and RSUs granted consist of a number of shares to which the employee will become fully entitled,
generally over athreeto five year vesting period. The restricted shares and RSUs granted by HSBC also carry rightsto dividends
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or dividend equivalents which are paid or accrue on all underlying share or share unit awards at the same rate paid to ordinary
shareholders.

Following sharehol der approval of the HSBC Share Plan 2011, HSBC introduced anew form of long-term equity incentive awards
for senior executivesunder the Group Performance Share Plan ("GPSP"). Grantsunder the GPSPaimto achievealignment between
theinterestsof participantsand theinterests of shareholdersand to encourage participantsto deliver sustainablelong-term business
performance. Grants under the GPSP are approved by REMCO, by considering performance delivered prior to the date of grant
against apre-determined scorecard. Performance measures on the scorecard are composed of 60 percent financial measures, such
asreturnon equity, capital efficiency ratio, capital strength and dividends, and 40 percent non-financial measures, including strategy
execution, brand equity, compliance, reputation and people. Grants under the GPSP comprise a number of shares to which the
employee will become fully entitled, generally over afive year vesting period, subject to continued employment with the HSBC
Group. Shares which are released upon vesting of an award must be retained until the employee retires from or terminates
employment with the HSBC Group.

REMCO considers and decides the grant of long-term equity awards and considers individual executive performance and goal
achievement as well as the total compensation package when determining the allocation of share-based awards. While share
dilution is not a primary factor in determining award amounts, there are limits to the number of shares that can be issued under
HSBC equity-based compensation programs. Theselimits, morefully described in the variousHSBC Share Plans, were established
by vote of HSBC's shareholders.

Perquisites

Our philosophy isto provide perquisites that are intended to help executives be more productive and efficient or to protect us and
our executivesfrom certain businessrisksand potential threats. Our review of competitive market dataindicatesthat the perquisites
provided to executives are reasonable and within market practice. Perquisites are generally not a significant component of
compensation, except as described below.

Ms. Dorner and Messrs. Nolan and Gunton participated in general benefits available to executives of HSBC USA and certain
additional benefits and perquisites avail able to executives on international assignments. Compensation packages for international
assignees are modeled to be competitive globally and within the country of assignment and attractive to the executive in relation
to the significant commitment that must be made in connection with aglobal posting. The additional benefits and perquisites may
be significant when compared with other compensation received by other executive officers of HSBC USA and can consist of
housing expenses, children's education costs, car allowances, travel expenses and tax equalization. These benefits and perquisites
are, however, consistent with those paid to similarly-situated international assignees subject to appointment to HSBC Group
locations globally and are deemed appropriate by the HSBC Group senior management. Perquisites are further described in the
Summary Compensation Table.

Retirement Benefits

HSBC North America offered a qualified defined benefit pension plan under which HSBC USA executives could participate and
receive a benefit equal to that provided to all eligible employees of HSBC USA with similar dates of hire. Effective January 1,
2013, this pension plan was frozen such that future contributions ceased under the Cash Balance formula, the plan closed to new
participants and employees no longer accrue any future benefits. HSBC North America also maintains a qualified defined
contribution plan with a 401(k) feature and company matching contributions. Executives and certain other highly compensated
employees can elect to participate in a non-qualified deferred compensation plan, in which such employees can elect to defer the
receipt of earned compensation to afuture date. HSBC USA does not pay any above-market or preferential interest in connection
with deferred amounts. Asinternational assignees, Ms. Dorner and Mr. Nolan are accruing pension benefits under foreign-based
defined benefit plans. Mr. Gunton, who also was an international assignee, accrued pension benefits under aforeign-based defined
benefit plan until histermination of employment June 1, 2013. Additional information concerning these plansis contained in the
Pension Benefits Table.

Performance Year 2013 Compensation Actions

HSBC and HSBC USA aim to have areward policy that adheresto the governanceinitiatives of all relevant regulatory bodies and
appropriately considers the risks associated with elements of total compensation.

Levels of fixed pay were reviewed and management determined that in one instance an adjustment in fixed pay of a NEO is
warranted. Effective March 3, 2014, Mr. Zeeman's fixed pay will be increased to $437,750 in conjunction with HSBC's annual
pay review cycle.

Variable pay recommendations were driven by HSBC USA's financial performance in 2013 and are reflective of the continued
progress HSBC USA has made in repositioning and transforming our business to ensure sustainable profitability and long-term
growth. On an IFRSs continuing operations basis, profit before tax improved in 2013 driven largely by lower operating expenses
and lower loan impairment charges. CMB reported lower profit before tax excluding the gain on sale of certain branchesto First
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Niagaradriven by higher loan impairment charges and higher operating expenses to support growth, partially offset by higher net
interest income and higher other operating income. For RBWM, excluding the gain on sale of certain branchesto First Niagara,
loss before tax improved primarily due to lower |oan impairment charges and lower operating expenses, partially offset by higher
other revenues. PB reported lower profit before tax driven by higher operating expenses and higher loan impairment charges,
partially offset by higher net interest income. Excluding goodwill impairment, GB& M reported a higher profit before tax driven
by higher other operating income and lower operating expenses, partially offset by lower net interest income. We continue to
believe the strength of our strategic objectives and the direction of our executive officers are united to support the HSBC Group's
interests and that of HSBC's shareholders. Variable pay awardsfor HSBC USA were approved to be awarded to all of the NEOs,
with the exception of Mr. Gunton whose employment terminated June 1, 2013.

Variable pay awarded to most employeesin respect of 2013 performanceis subject to deferral requirements under the HSBC Group
Minimum Deferral Policy, which requires 10% to 50% of variable pay be awarded in the form of RSUs for HSBC Holdings plc
ordinary shares that are subject to athree year vesting period. The deferral percentage increasesin relation to the amount of total
variable pay awarded.

Some executives, however, are subject to adifferent set of deferral requirements because they are designated as Code Staff ("Code
Staff"), as defined by the United Kingdom's Prudential Regulation Authority ("PRA") Remuneration Code ("the Code"). HSBC
USA, asasubsidiary of HSBC, must have remuneration practicesfor executive officersthat comply with the Code, which requires
firms to identify Code Staff employees. Code Staff are defined as all employees that have a material impact on the firm's risk
profile, including individualswho perform significant influence functions for afirm, executives, senior managers, and risk takers,
asdefined by the Code. Certain employeeswhose remuneration level iscommensurate with Code Staff empl oyees are al so subject
to the Code Staff deferral requirements.

Variable pay typicaly awarded to Code Staff in respect of 2013 performance is subject to different deferral rates than other
employees under the HSBC Group Minimum Deferral Policy. Variable pay awards in excess of $750,000 are subject to a 60%
deferra rate and variable pay awards below $750,000 are subject to a 40% deferral rate. Deferral rates are applied to the total
variable pay award (excluding the GPSP award amounts, if any, which are fully deferred). The deferral amounts are split equally
between deferred cash and deferred RSUs.  Thirty-three percent (33%) of the deferred cash and deferred RSUs vest on each of
thefirst and second anniversaries of the grant date, and thirty-four percent (34%) on the third anniversary of the grant date. RSUs
are subject to an additional six-month retention period upon becoming vested, with provision made for the release of shares as
required to meet associated income tax obligations. At the end of the vesting period, deferred cash is credited with anotional rate
of return equivalent to the annual dividend yield of HSBC Holdings plc shares over the period. Amounts not deferred are also
split equally between non-deferred cash and non-deferred share awards. Non-deferred share awards granted are immediately
vested, yet subject to a six-month retention period with a provision made for the release of shares as required to meet associated
tax obligations. Non-deferred cash awarded for 2013 performancewill be paid on March 21, 2014. Deferred cash, deferred RSUs,
and non-deferred shares will be granted on March 10, 2014.

Ms. Dorner, Mr. Nolan and Mr. Ekert were identified as Code Staff during 2013. The proportions of the total variable pay award
split between GPSP, deferred cash, deferred share award, non-deferred cash and non-deferred share award are shown below.

* Ms. Dorner's variable pay award for performancein 2013 is $2,603,672. She received a GPSP award of $867,804.
The deferred portion of her variable pay consists of $520,760 in deferred cash and $520,760 in deferred RSUs. Ms.
Dornerss remaining variable pay is delivered in equal parts non-deferred cash ($347,174) and immediately-vested
shares ($347,174). During its meeting on January 15, 2014 REM CO exercised itsdiscretion to reduce Ms. Dorner's
overall variable pay by 20% from the original proposal for 2013. This adjustment, impacting total compensation,
was based on areview of the general regulatory and compliance environment for the HSBC Group in the United
States, as well as the context of overall HSBC Group-wide financial performance, market benchmarking and the
individual recommendations and adjustments for similarly situated executives within the HSBC Group.

e Mr. Nolan's variable pay award for performance in 2013 is $2,212,880. He received a GPSP award of $442,576.
The deferred portion of his variable pay consists of $531,091 in deferred cash and $531,091 in deferred RSUs. Mr.
Nolan's remaining variable pay is delivered in equal parts non-deferred cash ($354,061) and immediately-vested
shares($354,061). Duringitsmeeting on January 15, 2014 the REM CO exerciseditsdiscretion to reduce Mr. Nolan's
overall variable pay by approximately 20% from the original proposal for 2013. This adjustment, impacting total
compensation, was based on areview of the general regulatory and compliance environment for the HSBC Group
inthe United States, aswell asthe context of overall HSBC Group-widefinancial performance, market benchmarking
and the individual recommendations and adjustments for similarly situated executives within the HSBC Group.

e Mr. Ekert'svariable pay award for performanceyear 2013is$1,450,000. Thedeferred portion of Mr. Ekert'svariable
pay award consists of $435,000 in deferred cash and $435,000 in deferred RSUs. Mr. Ekert's remaining variable
pay award is delivered in equal parts non-deferred cash ($290,000) and immediately-vested shares ($290,000).
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Messrs. McGinnis and Zeeman are not recognized as Code Staff employees and are not subject to the deferral rates applicable
only to Code Staff. Under the HSBC Group Minimum Deferral Policy applicable to those not recognized as Code Staff, Messrs.
McGinnis and Zeeman each will receive 40% and 35%, respectively, in RSUs as a percent of their total variable pay award for
performance in 2013. Messrs. McGinnis and Zeeman did not receive GPSP awards. Mr. Gunton did not receive variable pay in

respect of 2013 performance due to his termination June 1, 2013.

The following table summarizes the compensation decisions made with respect to the NEOs for the 2012 and 2013 performance
years. The table below differs from the Summary Compensation Table because we determine equity award amounts after the
performance year concludes, while SEC rules require that the Summary Compensation Table include equity compensation in the
year granted. Also, the Summary Compensation Tableincludes changesin pension value and non-qualified deferred compensation
earnings and other elements of compensation as part of total compensation and those amounts are not shown in the table below.

Annual Year
Discretionary Long-term Equity over
Fixed Pay® Variable Cash® Incentive Award® Total Compensation \%*/‘;‘r
2012 2013 2012 2013 2012 2013 2012 2013 Change
Irene M. Dorner
Chairman, President and Chief
Executive Officer $700,000 $966,539 $,024,795 $ 867,934 $2,004,795 $1,735738 $3,729,5900 $3,570,211 (9%
John T. McGinnis®
Senior Executive Vice President and
Chief Financia Officer $500,000 $500,000 $ 558,000 $ 558,000 $ 372,000 $ 372,000 $1,430,000 $1,430,000 — %
Patrick M. Nolan
Senior Executive Vice President,
Head of Global Banking and
Markets Americas $500,000 $500,000 $,267,125 $ 885,152 $1,267,125 $1,327,728 $3,034,250 $2,712,880 (11)%
Steven G. Ekert®®
Senior Executive Vice President,
Chief Risk Officer N/A  $363,846 N/A $ 725,000 N/A $ 725,000 N/A  $1,813,846 N/A
Gregory T. Zeeman®
Senior Executive Vice President and
Chief Operating Officer N/A  $425,000 N/A $ 438,750 N/A  $ 236,250 N/A  $1,100,000 N/A
C. Mark Gunton®”
Senior Executive Vice President,
Chief Risk Officer (former) $513,843 $240,811 $ 362,700 $ — $ 195300 $ — $1,071,843 $ 240,811 (78)%

(O]

®)

(6)

Ms. Dorner received afixed pay increase from $700,000 to $1,000,000 effective February 1, 2013.

Annual Discretionary Variable Cash amount pertains to the performance year indicated and is paid in the first quarter of the subsequent calendar year.
Amounts include cash and deferred cash.

Long-term Equity Incentive Award amount pertainsto the performance year indicated and istypically awarded in thefirst quarter of the subsequent calendar
year. For example, the Long-Term Equity I ncentive Award indicated for 2013 isearned in performanceyear 2013 but will be granted in March 2014. However,
asrequired in the Summary Compensation Table, the grant date fair market value of equity granted in March 2013 is disclosed for the 2013 fiscal year under
the column of Stock Awards in that table. The grant date fair value of equity granted in March 2014 will be disclosed for the under the column of Stock
Awards in the Summary Compensation Table reported for the 2014 fiscal year. Long-term Equity Incentive Award amount includes immediately-vested
shares, deferred RSUs and GPSP awards.

In hisrole as Regional Chief Risk Officer, HSBC North America, Mr. Ekert has risk oversight over HSBC Finance Corporation, as well as HSBC USA.
Amounts discussed within the 2013 CD& A and the accompanying executive compensation tables represent the full compensation paid to Mr. Ekert for his
role as Regional Chief Risk Officer for al three companies.

Mr. Ekert received two additional share awards May 31, 2013, with grant date values of $450,000 and $784,900, as reported in the Grants of Plan-Based
Awards Table.

Mr. Zeeman received one additional share award April 30, 2013, with agrant date value of $750,000, as reported in the Grants of Plan-Based Awards Table.

In his role as Regional Chief Risk Officer, Mr. Gunton had oversight over HSBC North America, HSBC USA, as well as HSBC Finance Corporation.
Amounts discussed within the 2013 CD& A and also the accompanying executive compensation tables represent the full compensation paid to Mr. Gunton
for hisrole as Regional Chief Risk Officer for all three companies. Mr. Gunton is also disclosed as a NEO in the HSBC Finance Corporation Form 10-K
for the year ended December 31, 2013. Mr. Gunton's employment with the company terminated June 1, 2013.

Mr. McGinnis's employment with the company terminated January 4, 2014. Mr. McGinnisremains eligible for avariable pay award of $930,000 in respect
of the 2013 performance year. Under the HSBC Holdings plc deferral guidelines, $558,000 will be paid in cash and $372,000 will be awarded as phantom
shares. The phantom shares and all other outstanding unvested equity awards will be forfeited due to Mr. McGinnis's voluntary resignation.
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Compensation-Related Policies
Ex-Ante Adjustments to Variable Pay Award Recommendations

REM CO hastheresponsibility, power, authority and discretionto review and approve performance-based remuneration by reference
to corporate goals and objectives. Further, REMCO may seek advice from the Group Risk Committee, as appropriate, on whether
any adjustments for risk need to be applied when considering performance objectives or actual performance. Adjustments made
to performance-based remuneration in advance of said remuneration actually being paid are commonly referred to as ex-ante
adjustments. Additionally, theHNAH Nominating and Governance Committeeincludesamong itsduties making recommendations
concerning proposed performance assessments and discretionary variable pay compensation award proposals for the Chief
Executive Officer, direct reports of the Chief Executive Officer and certain other Covered Employees.

Reduction or Cancellation of Deferred Cash and Long-Term Equity Incentive Awards, including "Malus"

REMCO hasthe discretion to reduce or cancel all unvested awardsunder HSBC share plansafter January 1, 2010, including RSUs,
deferred cash, and any accrued dividends on unvested awards. Circumstances that may prompt such action by REMCO include,
but are not limited to: participant conduct considered to be detrimental or bringing the business into disrepute; evidence that past
performance was materially worse than originally understood; prior financial statements are materially restated, corrected or
amended; and evidence that the employee or the empl oyee's business unit engaged inimproper or inadequaterisk analysisor failed
to raise related concerns.

REMCO will assess the seriousness of the circumstances to determine the award reduction, up to a cancellation of the award.
Factors considered in the assessment can include the degree of individual responsibility and the proximity of individuals to the
event leading to a malus action; the magnitude or the financial impact of the event; the extent of the internal mechanisms failed;
circumstances pointing to control weaknesses or poor performance; and whether the financial impact of the circumstances can be
adequately covered by adjustments to the variable pay awards in the year in which the circumstance is discovered. The awards
that may be reduced are not limited to unvested awards granted in the year in which the malus event occurred, and al unvested
awards are available for malus treatment.

Similarly, the HNAH Nominating and Governance Committee includes among its duties making recommendations for reducing
or canceling discretionary variable pay compensation previously awarded for the Chief Executive Officer, direct reports of the
Chief Executive Officer and certain other Covered Employees.

Additionally, all employeeswith unvested share awards or awards subject to aretention period will be required to certify annually
that they have not used personal hedging strategies or remuneration contracts of insurance to mitigate the risk alignment of the
unvested awards.

Employment Contracts and Severance Protection
There are no employment agreements between HSBC USA and the NEOs.

The HSBC-North America (U.S.) Severance Pay Plan and the HSBC-North America (U.S.) Supplemental Severance Pay Plan
provide any eligible employees with severance pay for a specified period of time in the event that his or her employment is
involuntarily terminated for certain reasons, including displacement or lack of work or rearrangement of work. Regular U.S. full-
time or part-time employees who are scheduled to work 20 or more hours per week are eligible. Employees are required to sign
an employment release as a condition for receiving severance benefits. Benefit amounts differ according to position. However,
the benefit islimited for all employees to a 52-week maximum.

Repricing of Stock Options and Timing of Option Grants

HSBC USA does not, and our ultimate parent, HSBC, does not, reprice stock option grants. In addition, neither HSBC USA, nor
HSBC has ever engaged in the practice known as "back-dating" of stock option grants, nor have we attempted to time the granting
of historical stock options in order to gain a lower exercise price. For HSBC equity option plans, the exercise price of awards
made in 2003 and 2004 was the higher of the average market value for HSBC ordinary shares on the five business days preceding
the grant date or the market value on the date of the grant.

The HSBC Group also offersto all employeesa stock purchase plan under its Sharesave Plan in which an employee who commits
to contributing up to 250 GBP each month for one, three or five yearsis awarded optionsto acquire HSBC ordinary shares. At the
end of the term, the employee may opt to use the accumulated amount, plus interest, if any, to purchase shares under the option.
The exercise price for each option is the average market value of HSBC ordinary shares on the five business days preceding the
date of theinvitation to participate, lessa15 to 20 percent discount (depending on theterm). The Sharesave Plan was discontinued
in 2013. Option contracts awarded in previous years remain outstanding and will be administered in accordance with Plan
provisions.
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Tax Considerations

Limitations on the deductibility of compensation paid to executive officers under Section 162(m) of the Internal Revenue Code
are not applicableto HSBC USA, asit is not a public corporation as defined by Section 162(m). As such, all compensation to our
executive officers is deductible for federal income tax purposes, unless there are excess golden parachute payments under
Section 4999 of the Internal Revenue Code following a change in control.

Compensation Committee Interlocks and Insider Participation

As described in the 2013 CD&A, HSBC USA is subject to the remuneration policy established by REMCO and the delegations
of authority with respect to executive officer compensation described above under "Oversight of Compensation Decisions.”

Compensation Committee Report

HSBC USA does not have aCompensation Committee. Whilethe HSBC North AmericaBoard of Directorsand HSBC USA Board
of Directors were presented with information on proposed compensation for performance in 2013, the final decisions regarding
remuneration policies and executive officer awards were made by REMCO or by Mr. Gulliver, Ms. Dorner aswell asthe relevant
heads of global business segments or heads of global staff functionswhere REM CO has del egated final decisions. We, the members
of theBoard of Directorsof HSBC USA, havereviewed the 2013 CD& A and discussed it with management, and have been advised
that management of HSBC has reviewed the 2013 CD& A and believesit accurately reflects the policies and practices applicable
to HSBC USA executive compensation in 2013. HSBC USA senior management has advised usthat they believethe 2013 CD& A
should beincluded in thisAnnual Report on Form 10-K. Based upon the information available to us, we have no reason to believe
that the 2013 CD& A should not be included in this Annual Report on Form 10-K and therefore recommend that it should be
included.

Board of Directors of HSBC USA Inc.

Philip Ameen

Jeffrey A. Bader

Kevin M. Blakely

William R. P. Dalton

Anthea Disney

Irene M. Dorner

Robert K. Herdman

Richard A. Jalkut

Sam Minzberg

Nancy Mistretta
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Executive Compensation

Thefollowing tables and narrative text discuss the compensation awarded to, earned by or paid as of December 31, 2013to (i) Ms.
Irene M. Dorner who served as HSBC USA's Chief Executive Officer, (ii) Mr. John T. McGinnis, who served as HSBC USA's
Chief Financia Officer, (iii) the next three most highly compensated executive officers (other than the Chief Executive Officer
and Chief Financial Officer) who were serving as executive officers as of December 31, 2013, and (iv) one additional former
officer who would have been included in the three most highly compensated category except that he was not serving asan executive
officer at the end of the last completed fiscal year.

Summary Compensation Table

Change in
Non- Pension Value
Equity and Non-
Incentive Quialified
Plan Deferred
Name and Principal Stock Option  Compen-  Compensation All Other
Position Year  Salary®  Bonus® Awards®  Awards  sation Earnings®  Compensation® Total
Irene M. Dorner 2013 $966,539 $ 867,934 $2,004,795 $ — 3 — 8 — $ 1,131,386 $ 4,970,654
Chairman, President and
Chief Executive Officer 2012 $700,000 $1,024795 $135000 $ — $ — 8 827,156 $ 637,439 $ 4,539,390
2011 $700,000 $1,000000 $1014583 $ — $ — 8 509,947 $ 801,764 $ 4,026,294
John T. McGinnis® 2013 $500,000 $ 558000 $ 372000 $ — $ — % 67,815 $ 65300 $ 1,563,115
Senior Executive Vice
President and Chief
Financia Officer 2012 $500,000 $ 558000 $ 340000 $ — $ — 3 48255 $ 65000 $ 1,511,255
2011 $463,077 $ 510000 $ 262500 $ — $ — 8 — 8 532,766 $ 1,768,343
Patrick M. Nolan 2013 $500,000 $ 885152 $1,267,125 $ — 3 — 8 — $ 705,601 $ 3,357,878
Senior Executive Vice
President, Head of
Global Banking and
Markets Americas 2012 $500,000 $1,267,125 $1,103250 $ — 3 — $ 284,749 $ 728981 $ 3,884,105
2011 $500,000 $1,103250 $1,165750 $ — $ — 3 281,560 $ 411,325 $ 3,461,885
Steven G. Ekert®® 2013 $363846 $ 725000 $1,234900 $ — $ — % — 3 15300 $ 2,339,046
Senior Executive Vice
President, Chief Risk
Officer
Gregory T. Zeeman®® 2013 $425000 $ 438750 $ 929025 $ — $ — % — % 222863 $ 2,015,638
Senior Executive Vice
President and Chief
Operating Officer
C. Mark Gunton®® 2013 $240811 $ — $ 19530 $ — $ — % — 3 2,032,330 $ 2,468,441
Senior Executive Vice
President, Chief Risk
Officer (former) 2012 $513843 $ 362,700 $ 240450 $ — $ — 3 860,445 $ 813,436 $ 2,790,874
2011 $523144 $ 446550 $ 227500 $ — $ — 3 268,826 $ 540,587 $ 2,006,607

@

(©)]

(O]

Ms. Dorner received afixed pay increase from $700,000 to $1,000,000 effective February 1, 2013.

The amounts disclosed in 2013 are related to 2013 performance but were paid in March 2014. For Ms. Dorner and Messrs. Nolan and Ekert, the amounts
include a portion granted in the form of deferred cash, as disclosed under the Performance Year 2013 Compensation Actions. Recipientswill become fully
entitled to the deferred cash over athree year vesting period. At the end of the vesting period, the deferred cash will be credited with anotional rate of return
equivalent to the annual dividend yield of HSBC ordinary shares over the period.

Reflects the aggregate grant date fair value of awards granted during the year. Aggregate grant date fair value is determined by multiplying the number of
shares awarded by the prior day closing price for HSBC ordinary shares and the applicable foreign exchange rate. The grants are subject to various time
vesting conditions as disclosed in the footnotes to the Outstanding Equity Awards at Fiscal Year End Table. Dividend equivalents, in the form of cash or
additional shares, are paid on all underlying shares of restricted shares or restricted share units at the same rate as dividends paid on HSBC ordinary shares.

The HSBC - North America (U.S.) Pension Plan ("Pension Plan"), the HSBC - North America Non-Qualified Deferred Compensation Plan ("“NQDCP"),
the Household Supplemental Retirement Income Plan (“SRIP"), the HSBC Bank (UK) Pension Scheme - Defined Benefit Section ("DBS Scheme"), the
Unfunded Unapproved Retirement Benefit Scheme ("UURBS"), and the HSBC International Retirement Benefits Scheme ("I SRBS") are described under
Savings and Pension Plans.

Increase/(decrease) in values by plan for each participant are: Ms. Dorner - ($123,743)(DBS Scheme, Samuel Montagu Section), $97,893 (UURBS); Mr.
McGinnis- $624 (Pension Plan), ($37) (SRIP), $67,228 (NQDCP); Mr. Nolan - ($79,887) (DBS Scheme, Midland Section); Mr. Zeeman ($70,168) (Pension
Plan), ($78,920) (SRIP); Mr. Gunton - ($51,976) (ISRBS). Amounts reflected for Messrs. McGinnis, Nolan and Gunton, respectively, for 2011 have been
adjusted from the previously disclosed values.
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O]

(6)

Components of All Other Compensation are disclosed in the aggregate. All Other Compensation includes perquisites and other personal benefits received
by each Named Executive Officer, such as executive physicals and expatriate benefits to the extent such perquisites and other personal benefits exceeding
$10,000 in 2013. The value of perquisites provided to Mr. Ekert did not exceed $10,000. The following itemizes perquisites and other benefits for each
Named Executive Officer who received perquisites and other benefits in excess of $10,000: Fixed Pay Increase (paid in the form of a periodic allowance)
for Mr. Nolan and Mr. McGinnis of $177,692 and $50,000, respectively; Executive Travel Allowances for Ms. Dorner and Messrs. Nolan and Gunton were
$75,195, $75,127 and $129,152, respectively; Housing, Storage and Furniture Allowances for Ms. Dorner and Messrs. Nolan and Gunton were $5,824,
$318,535and $51,749, respectively; Residential Lease Payment and Associated Living Expenss for Ms. Dorner totaling $445,729; Residential Lease Payments
on behalf of Mr. Zeeman totaling $120,000; Tax Gross Up on Ms. Dorner's residential |ease payment and associated living expenses of $563,164 and Mr.
Zeeman's residential lease payments of $75,718; Executive Physical and Medical Expenses for Ms. Dorner was $22,758; Tax Equalization resulted in net
paymentsto Ms. Dorner and Messrs. Nolan, Zeeman, and Gunton of $13,610, $996, $2,943 and $636,439, respectively; Mortgage Subsidies for Mr. Gunton
were $5,659; Children's Educational Allowances for Messrs. Nolan and Gunton were $133,251 and $51,518, respectively; Separation Payments to Messrs.
Gunton of $1,138,149. Time-Off Program Buyback for Mr. Zeeman of $8,173; Car and Driver for Ms. Dorner and Messrs. Zeeman and Gunton of $5,070,
$729 and $312, respectively; Additional Compensation for Ms. Dorner was $36.

All Other Compensation also includes HSBC USA's contribution of $15,300 for Messrs. McGinnis's, Ekert's and Zeeman's participation in the HSBC -
North America (U.S.) Tax Reduction Investment Plan ("TRIP") in 2013. In addition, Mr. Gunton had a company contribution in the HSBC International
Retirement Benefit Plan ("IRBP") for International Managers in amount of $19,352. The values of the respective company contributions in the IRBP for
Mr. Gunton is calculated using an exchange rate from GBP to U.S. dollars of 1.6163. IRBP is described under Savings and Pension Plans - Deferred
Compensation Plans.

Amounts reflected for Ms. Dorner for 2011 have been adjusted from the previously disclosed values to include additional expenses for housing, inclusive
of gross-ups for taxes.

Amounts shown for Messrs. Ekert, Zeeman and Gunton represent compensation earned in connection with their respective serviceto HSBC North America,
HSBC Finance Corporation, and for HSBC USA. Messrs. Ekert, Zeeman and Gunton are al so disclosed as Named Executive Officersin the HSBC Finance
Corporation Form 10-K for year ended 2013.

Thistable only reflects officers who were Named Executive Officers for the particular referenced years above. Messrs. Ekert and Zeeman were not Named
Executive Officers prior to fiscal year 2013 so the table only reflects compensation for the current fiscal year.

Mr. Gunton's employment with the company terminated June 1, 2013.
Mr. McGinnis's employment with the company terminated January 4, 2014.

267



HSBC USA Inc.

Grants of Plan-Based Awards Table

All
Other Grant
Estimated Future Estimated Future Stock Date
Payouts Under Non- Payouts Under Equity Awards: All Other ) Fair
Equity Incentive Plan Incentive Plan Number Option Exercise  Value of
Awards Awards of Awards: or Base Stock
Shares Number of Price of and
Thres- Maxi-  Thres- Maxi-  of Stock Securities Option Option
Grant hold Target mum hold Target mum or Units Underlying Awards Awards
Name Date $) $) %) #) #) # #) Options (#) ($/Sh) (6]
Irene M. Dorner  3/11/2013 © 55,438 $ 614,877
Chairman, President
and Chief Executive
Officer 3/11/2013 @ 36,959 $ 409,918
3/11/2013 @ $614,877
3/11/2013 © 88,359 $ 980,000
JohnT.
McGinnist™) 3/11/2013 © 33,540 $ 372,000
Senior Executive
Vice President and
Chief Financial
Officer
Patrick M. Nolan ~ 3/11/2013 @ 68,548 $ 760,275
Senior Executive
Vice President,
Head of Global
Banking and
Markets Americas  3/11/2013 © 45,698 $ 506,850
3/11/2013 @ $760,275
Steven G. Ekert 5/31/2013 © 40,187 $ 450,000
Senior Executive
Vice President,
Chief Risk Officer  5/31/2013 © 70,096 $ 784,900
Gregory T.
Zeeman 3112013 © 16,141 $ 179,025
Senior Executive
Vice President and
Chief Operating
Officer 4/30/2013 @ 68,797 $ 750,000
C. Mark Gunton®®  3/11/2013 © 17,608 $ 195,300
Senior Executive
Vice President,
Chief Risk Officer
(former)

(6]

@

(©)]

Reflects an award of Restricted Share Units eligible to vest on the fifth anniversary of the Award Date provided there has been a satisfactory conclusion of
the Deferred Prosecution Agreement dated 12 December 2012 with the US Department of Justice. The total grant date fair value is based on 100% of the
fair market value of the underlying HSBC ordinary shares on March 11, 2013 of GBP 7.37 and converted into U.S. dollars using the GBP exchange rate as
of the date of grant which was 1.5049.

Reflects grant of RSUs, which vests thirty-three percent (33%) on the first and second anniversaries of the grant date and thirty-four percent (34%) on the
third anniversary of the grant date. Upon vesting, RSUs are subject to an additional six-month retention period, with provision made for the release of shares
as required to meet associated income tax obligations. The total grant date fair value is based on 100% of the fair market value of the underlying HSBC
ordinary shares on March 12, 2012 of GBP 5.569 and converted into U.S. dollars using the GBP exchange rate as of the date of grant which was 1.5816.

Reflects grant of immediately-vested shares, yet subject to an additional six-month retention period, with provision madefor the rel ease of sharesasrequired
to meet associated income tax obligations. Thetotal grant date fair valueis based on 100% of the fair market value of the underlying HSBC ordinary shares
on March 11, 2013 of GBP 7.37 and converted into U.S. dollars using the GBP exchange rate as of the date of grant which was 1.5049

Reflects grant of deferred cash, eligible to vest on the fifth anniversary of the Award Date provided there has been a satisfactory conclusion of the Deferred
Prosecution Agreement dated 12 December 2012 with the US Department of Justice. At the end of the vesting period, deferred cash is credited with a
notional rate of return equal to the annual dividend yield of HSBC ordinary shares over the period.
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(6)

®)

(10

(11)

Reflects grant of GPSP awards, which vests one-hundred percent (100%) on March 12, 2018. The total grant date fair value is based on 100% of the fair
market value of the underlying HSBC ordinary shares on March 11, 2013 of GBP 7.37 and converted into U.S. dollars using the GBP exchange rate as of
the date of grant which was 1.5049.

Reflects grant of RSUs, which vest thirty-three percent (33%) on the first and second anniversaries of the grant date and thirty-four percent (34%) on the
third anniversary of the grant date. The total grant date fair value is based on 100% of the fair market value of the underlying HSBC ordinary shares on
March 11, 2013 of GBP 7.37 and converted into U.S. dollars using the GBP exchange rate as of the date of grant which was 1.5049.

Reflects an award of Restricted Share Units eligible to vest on the third anniversary of the Award Date. The award is subject to the satisfaction of certain
performance conditions. Mr. Zeeman is required to maintain a performance rating of Strong or higher throughout the duration of the performance period
and demonstrate behaviors aligned to the Group Values. Thetotal grant date fair value is based on 100% of the fair market value of the underlying HSBC
ordinary shares on April 30, 2013 of GBP 7.04 and converted into U.S. dollars using the GBP exchange rate as of the date of grant which was 1.5494.

Reflects grant of RSUs, which vest thirty-three percent (33%) on April 30, 2014 and April 30, 2015 and thirty-four percent (34%) will vest on April 29,
2016. Thetotal grant datefair valueisbased on 100% of the fair market value of the underlying HSBC ordinary shares on May 31, 2013 of GBP 7.359 and
converted into U.S. dollars using the GBP exchange rate as of the date of grant which was 1.5216. Representsanew hire award to Mr. Ekert for the purpose
of retaining his services and providing an appropriate level of realized pay during the vesting period.

Reflects grant of RSUs, which vest thirty-seven percent (37%) on March 31, 2014, twenty-nine percent (29%) on March 31, 2015, twenty-three percent
(23%) on March 31, 2016 and eleven percent (11%) on March 31, 2017. Thetotal grant date fair value is based on 100% of the fair market value of the
underlying HSBC ordinary shares on May 31, 2013 of GBP 7.359 and converted into U.S. dollars using the GBP exchange rate as of the date of grant which
was 1.5216. Mr. Ekert received this award to replace deferred compensation which was forfeited with his previous employer when he joined the HSBC
Group.

Mr. Gunton's employment with the company terminated June 1, 2013.
Mr. McGinnis's employment with the company terminated January 4, 2014.
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Outstanding Equity Awards At Fiscal Year-End Table

Option Awards Stock Awards
Equity
Equity Incentive
Incentive Plan
Plan Awards:
Awards: Market
Number or Payout
Equity Number of Value of
Incentive of Unearned Unearned
Plan Shares Market Shares, Shares,
Awards: or Units Value of Units or Units or
Number of Number of Number of of Stock Shares or Other Other
Securities Securities Securities That Units of Rights Rights
Underlying Underlying Underlying Have Stock that That That
Unexercised Unexercised Unexercised Option Option Not Have Not Have Not Have Not
Options (#) Options (#) Unearned Exercise Expiration Vested Vested Vested Vested
Name Exercisable Unexercisable Options (#) Price Date @Y %)@ #) 6]
Irene M. Dorner 19,022 ®  $208,293
Chairman, 49,909 4 $546,510
President and
Chief Executive
Officer
17,237 5 $188,747
43,453 () $475,816
57,938 (® $634,429
92,345 9 $1,011,190
JohnT. 9,625 (3 $105,395
McGinnis®®
Senior Executive 28,283 4 $309,703
Vice President
and Chief
Financial Officer
35,053 (6) $383,835
Patrick M. 25,648 (3 $280,849
Nolan
Senior Executive 55,064 (4) $602,958
Vice President,
Global Banking
and Markets
Americas
71,640 (6 $784,468
Steven G. Ekert 71,399 (12 $781,829
Senior Executive 40,934 (13  $448,233
Vice President,
Chief Risk
Officer
Gregory T. 5534 3 $60,598
Zeeman
Senior Executive 12,028 4 $131,708
Vice President
and Chief

Operating Officer
16,869 (6) $184,718
70,705 (10  $774,229

C. Mark 8,341 ©d $91,335
Gunton®

Senior Executive 20,002 4 $219,025
Vice President,

Chief Risk

Officer (former)
18,402 (8 $201,504

@ Share amounts include additional awards accumulated over the vesting periods.
@ The HSBC ordinary shares market value of the shares on December 31, 2013 was GBP 6.624 and the exchange rate from GBPto U.S. dollars was 1.6531.
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(6)

)

(10)

(11)

(12)

(13
(14)

(15)

Thirty-three percent (33%) of this award vested on March 15, 2012, thirty-three percent (33%) vested on March 15, 2013, and thirty-four percent (34%)
vests on March 17, 2014.

Thirty-three percent (33%) of this award vested on March 12, 2013, thirty-three percent (33%) vests on March 12, 2014, and thirty-four percent (34%) will
vest on March 12, 2015.

This award will vest in full on March 15, 2016.

Thirty-three percent (33%) of this award vests on March 11, 2014, thirty-three percent (33%) will vest on March 11, 2015, and thirty-four percent (34%)
will vest on March 11, 2016.

Thisaward will vest in full on March 13, 2017.

This award of Restricted Share Units is eligible to vest March 11, 2018, provided there has been a satisfactory conclusion of the Deferred Prosecution
Agreement dated December 12, 2012 with the U.S. Department of Justice.

Thisaward will vest in full on March 12, 2018.

This award of Restricted Share Unitsis eligible to vest April 30, 2016, subject to the satisfaction of a condition linked to performance (the "Performance
Condition"). The Performance Condition requires the attainment of individual performance targets.

This award fully vested April 30, 2009.

This award will vest thirty-seven percent (37%) on March 31, 2014, twenty-nine percent (29%) on March 31, 2015, twenty-three percent (23%) on March
31, 2016 and eleven percent (11%) on March 31, 2017.

This award will vest thirty-three percent (33%) on April 30, 2014 and April 30, 2015 and thirty-four percent (34%) will vest on April 29, 2016.
Mr. Gunton's employment with the company terminated June 1, 2013.
Mr. McGinnis's employment with the company terminated January 4, 2014.
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Option Exercises and Stock Vested Table

Option Awards Stock Awards
Number of Value Number of Value
Shares Realized Shares Realized

Acquired on on Exercise Acquired on on
Name Exercise (#) $)(1) Vesting (#) Vesting($)(1)
Irene M. Dorner 96,678 (@ $1,058,815
Chairman, President and Chief Executive Officer
John T. McGinnis® 29,837 3 $ 325769
Senior Executive Vice President and Chief Financid
Officer
Patrick M. Nolan 165,517 9 $1,821,759
Senior Executive Vice President, Head of Global Banking
and Markets Americas
Steven G. Ekert — B % —
Senior Executive Vice President, Chief Risk Officer
Gregory T. Zeeman 83,291 (6) $ 931,942
Senior Executive Vice President and Chief Operating
Officer
C. Mark Gunton® 28,360 (0 $ 307,654

Senior Executive Vice President, Chief Risk Officer
(former)

]

(©)]

(O]

®)

)

Value realized on exercise or vesting uses the GBP fair market value on the date of exercise or release and the exchange rate from GBPto USD on the

date of settlement.

Includes the partial release of 47,494 shares granted on March 1, 2010, the partial release of 49,739 shares granted on March 15, 2011, the partial release

of 68,120 shares granted on March 12, 2012, and the release of 36,959 shares granted on March 11, 2013.

Includes the partial release of 19,262 shares granted on March 1, 2010, the partial release of 25,169 shares granted on March 15, 2011, and the partial

release of 38,601 shares granted on March 12, 2012.

Includes the partial release of 122,671 shares granted on March 1, 2010, the partial release of 67,066 shares granted on March 15, 2011, the partial

release of 75,153 shares granted on March 12, 2012 and the release of 45,698 shares granted on March 11, 2013.

Mr. Ekert did not exercise options nor had any shares released in 2013.

Includes the partial release of 12,553 shares granted on March 1, 2010, the partia release of 14,470 shares granted on March 15, 2011, the release of
62,187 shares granted on September 30, 2011, and the partial release of 16,417 shares granted on March 12, 2012.

Includes the partial release of 28,894 shares granted on March 1, 2010, the partial release of 21,813 shares granted on March 15, 2011, and the partial

release of 27,299 shares granted on March 12, 2012.
Mr. Gunton's employment with the company terminated June 1, 2013.
Mr. McGinnis's employment with the company terminated January 4, 2014.
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Pension Benefits

Number of

Years Present Value Payments

) Credited of Accumulated During Last
Name Plan Name Service (#) Benefit ($) Fiscal Year ($)
Irene M. Dorner DBS Scheme — Montagu 275 $ 2774653 @ % —
Chairman, President and Chief Executive UURBS 275 $ 1,068,067 $ —
Officer
John T. McGinnis® Pension Plan — Account 78 $ 36,901 $ —
Senior Executive Vice President and Chief ~ Based 58 $ 50,136 $ —
Financial Officer SRIP
Patrick M. Nolan DBS Scheme — Midland 263 $ 896,450 (2 $ —
Senior Executive Vice President, Head of Post
Global Banking and Markets Americas
Steven G. Ekert N/A®
Senior Executive Vice President, Chief Risk
Officer
Gregory T. Zeeman Pension Plan-Household 134 $ 265,957 $ —
Senior Executive Vice President and Chief ~ SRIP-Household 114 $ 361,995
Operating Officer $ _
C. Mark Gunton® ISRBS 350 $ 4374109 @ $ —

Senior Executive Vice President, Chief Risk
Officer (former)

@ Plan described under Savings and Pension Plans.

@ The amount was converted from GBPto USD using the exchange rate of 1.6531 as of December 31, 2013.
®  Mr. Ekert does not participate in a defined benefit pension plan.

@ Mr. McGinnis's employment with the company terminated January 4, 2014.

®  Mr. Gunton's employment with the company terminated June 1, 2013.

Savings and Pension Plans
Pension Plan

Pension Plan The HSBC - North America (U.S.) Pension Plan ("Pension Plan"), formerly known as the HSBC - North America
(U.S.) Retirement Income Plan, is a non-contributory, defined benefit pension plan for employees of HSBC North America and
itsU.S. subsidiarieswho are at least 21 years of age with one year of service and not part of a collective bargaining unit. Benefits
are determined under a number of different formulas that differ based on year of hire and employer. As further described in Note
21, "Pension and Other Postretirement Benefits' in the accompanying consolidated financial statements, effective January 1, 2013,
the Pension Plan was frozen such that future contributions will cease under Cash Balance formulaand the Pension Plan closed to
new participants and employeesno longer accrue any future benefitsunder the Pension Plan. Effective January 1, 2011, no benefits
presently were earned under any of the legacy formulas of the Pension Plan. However, the Legacy Household Formula (New) was
amended in 2011 to provide an Adjusted Benefit Formula to all participants who were actively employed by of HSBC North
Americaand its U.S. subsidiaries at any timein 2011 and did not meet the requirements for early retirement eligibility upon their
termination of employment. The Adjusted Benefit Formulaaccel erated the service proration component of the Legacy Household
benefit cal cul ation that previously would have occurred only upon satisfying the age and service requirementsfor early retirement
eigibility. Thischangewas madeto ensure full compliance with applicable regulations and eliminate the need to compl ete annual
testing of early retirement benefits.

Supplemental Retirement Income Plan (SRIP)

The Supplemental HSBC Finance Corporation Retirement Income Plan ("SRIP") is a non-qualified defined benefit retirement
plan that is designed to provide benefits that are precluded from being paid to legacy Household employees by the Pension Plan
dueto legal constraints applicableto all qualified plans. SRIP benefits are cal culated without regard to these limits but are reduced
effective January 1, 2008, for compensation deferred to the HSBC - North America Non-Qualified Deferred Compensation Plan
("NQDCP"). The resulting benefit is then reduced by the value of qualified benefits payable by the Pension Plan so that there is
no duplication of payments. Benefits are paid in a lump sum to executives covered by a Household or Account Based Formula
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between July and December in the calendar year following the year of termination. No additional benefitswill accrue under SRIP
after December 31, 2010.

Formula for Calculating Benefits

Legacy Household Formula (New): Appliesto executiveswho were hired after December 31, 1989, but prior to January 1, 2000,
by Household International, Inc. The normal retirement benefit at age 65 is the sum of (i) 51% of average salary that does not
exceed the integration amount and (ii) 57% of average compensation in excess of the integration amount. For this purpose,
compensation includestotal fixed pay and cash variable (as earned); provided, effective January 1, 2008, compensation is reduced
by any amount deferred under the NQDCP, andisaveraged over the48 highest consecutive monthssel ected fromthe 120 consecutive
months preceding date of retirement. The integration amount is an average of the Social Security taxable wage bases for the 35
year period ending with the year of retirement. The benefit is reduced pro-rata for executives who retire with less than 30 years
of service. If an executive has more than 30 years of service, the percentages in the formula, (the 51% and 57%) are increased
1/24 of 1 percentage point for each month of servicein excess of 30 years, but not more than 5 percentage points. Executives who
are at least age 55 with 10 or more years of service may retire before age 65 in which case the benefit percentages (51% and 57%)
are reduced.

Account Based Formula: Applies to executives who were hired by Household International, Inc. after December 31, 1999. It
also appliesto executives who were hired by HSBC Bank USA after December 31, 1996 and became participantsin the Pension
Planon January 1, 2005, or werehired by HSBC after March 28, 2003. Theformulaprovidesfor anotional account that accumul ates
2% of annual fixed pay for each calendar year of employment. For this purpose, compensation includes total fixed pay and cash
incentives (as paid) (effective January 1, 2008, compensation is reduced by any amount deferred under the NQDCP). At the end
of each calendar year, interest is credited on the notional account using the value of the account at the beginning of the year. The
interest rate is based on the lesser of average yields for 10-year and 30-year Treasury bonds during September of the preceding
calendar year. The notional account is payable at termination of employment for any reason after three years of service although
payment may be deferred to age 65.

Provisions Applicable to All Formulas: Theamount of compensation used to determine benefitsis subject to an annual maximum
that varies by calendar year. The limit for 2013 is $255,000. The limit for years after 2013 will increase from time-to-time as
specified by IRS regulations. Benefits are payable as a life annuity, or for married participants, a reduced life annuity with 50%
continued to asurviving spouse. Participants (with spousal consent, if married) may choose from avariety of other optional forms
of payment, which are all designed to be equivalent in value if paid over an average lifetime. Retired executives covered by a
Household or Account Based Formulamay elect alump sum form of payment (spousal consent isrequired for married executives).

HSBC Bank (UK) Pension Scheme - Defined Benefit Section ("DBS Scheme™)

The HSBC Bank (UK) Pension Scheme - Defined Benefit Section ("DBS") is anon-contributory, defined benefit pension plan for
employees of HSBC Bank plc. Benefits are determined under anumber of different formulasthat differ based on year of hire and
employer. The Samuel Montagu Section of the DBS was merged into the DBS on January 17, 2000, and applies to executives
who were hired by Samuel Montagu & Co. Ltd. prior to January 16, 2000. The normal retirement benefit at age 60 for members
of the Executive section is 2/3rd of final pensionable fixed pay plus a one-time 3% increase under the terms of the agreement that
transferred the assets and liabilities of the Samuel Montagu Pension Scheme to the HSBC Bank (UK) Pension Scheme - Defined
Benefit Section. For executives earning over GBP100,000 at retirement, final pensionable fixed pay is the average basic annual
fixed pay over the last three years before retirement. Executives who wish to retire before age 60 are dligible for an actuarially
reduced benefit if they receive the consent of HSBC Bank (UK) and the DBS Trustee. The Midland Section for Post 74 Joiners
of the DBS applies to executives who were hired after December 31, 1974, but prior to July 1, 1996, by HSBC Bank plc. The
normal retirement benefit at age 60 is 1/60th of final fixed pay multiplied by number of years and complete months of Midland
Section membership plus pensionable service credits up to amaximum of 40, reduced by 1/80th of the single person's Basic State
Pension for the 52 weeks prior to leaving pensionable service multiplied by number of years and complete months of Midland
Section membership. For this purpose, final fixed pay isthe actual fixed pay paid during the final 12 months of service for those
earning an annualized fixed pay that is less than or equal to GBP100,000 at the time of retirement and the average fixed pay for
the last three years before retirement for those earning an annualized fixed pay that is greater than GBP100,000 at the time of
retirement. Executiveswho are at | east age 50 may retire before age 60 in which case the retirement benefit isreduced actuarialy.

Unapproved Unfunded Retirement Benefits Scheme ("UURBS")

Unapproved Unfunded Retirement Benefits Scheme ("UURBS") is an unfunded defined benefit plan that is designed to provide
executives who opt out of their tax advantaged U.K. pension plan with aggregate benefits that are equivalent to the benefits the
executivewould have received if they had remained active participantsin the relevant pension plan. Benefits paid by the UURBS
are not paid by a pension trust but are paid directly by the employer and are not subject to additional U.K. taxes on amountsin
excess of the Lifetime Allowance, GBP1,500,000 for 2012-13.

HSBC International Retirement Benefits Scheme (Jersey) ("ISRBS")
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The HSBC International Staff Retirement Benefits Scheme (Jersey) ("ISRBS") is a defined benefit plan maintained for certain
international managers. Each member must contribute five percent of hisfixed pay to the plan during his service, but each member
who has completed 20 years of service or who enters the senior management or general management sections during his service
shall contribute 6 2/3 percent of his salary. In addition, a member may make voluntary contributions, but the total of voluntary
and mandatory contributions cannot exceed 15 percent of histotal compensation. Upon |leaving service, the value of the member's
voluntary contribution fund, if any, shall be commuted for aretirement benefit.

Theannual pension payableat normal retirement is 1/480 of the member'sfinal fixed pay for each completed monthinthe executive
section, 1.25/480 of hisfinal fixed pay for each completed month in the senior management section, and 1.50/480 of hisfinal fixed
pay for each completed month in the general management section. A member's normal retirement date isthefirst day of the month
coincident with or next following his 53rd birthday. Payments may be deferred or suspended but not beyond age 75.

If amember leaves before normal retirement with at least 15 years of service, he will receive apension which is reduced by 0.25
percent for each complete month by which termination precedes normal retirement. If heterminateswith at least 5 years of service,
he will receive an immediate lump sum equivalent of his reduced pension.

If amember dies before age 53 while heis still accruing benefitsin the ISRBS then both alump sum and a widow's pension will
be payable immediately.

The lump sum payable would be the cash sum equivalent of the member's Anticipated Pension, where the Anticipated Pension is
the notional pension to which the member would have been entitled if he had continued in service until age 53, computed on the
assumption that his final fixed pay remains unaltered. In addition, where applicable, the member's voluntary contributions fund
will be paid as alump sum.

In general, the widow's pension payable would be equal to one half of the member's Anticipated Pension. Aswell as this, where
applicable, a children's allowance is payable on the death of the Member equal to 25% of the amount of the widow's pension.

If the member retires before age 53 on the grounds of infirmity he will be entitled to a pension as from the date of his leaving
service equal to his Anticipated Pension, where Anticipated Pension has the same definition asin the previous section.

Present Value of Accumulated Benefits
For the Account Based formula: The value of the notional account balances currently available on December 31, 2013.

For other formulas: The present value of the benefit payable at assumed retirement using interest and mortality assumptions
consistent withthoseused for financial reporting purposesunder SFA S 87 with respect to the company'saudited financial statements
for the period ending December 31, 2013. However, no discount has been assumed for separation prior to retirement due to death,
disability or termination of employment. Further, the amount of the benefit so valued is the portion of the benefit at assumed
retirement that has accrued in proportion to service earned on December 31, 2013.

Deferred Compensation Plans

Tax Reduction Investment Plan HSBC North America maintains the HSBC - North America (U.S.) Tax Reduction Investment
Plan ("TRIP"), which is a deferred profit-sharing and savings plan for its eligible employees. With certain exceptions, a
U.S. employee who has been employed for 30 days and who is not part of a collective bargaining unit may contribute into TRIP,
on a pre-tax and after-tax basis (after-tax contributions are limited to employees classified as non-highly compensated), up to
40 percent of the participant's cash compensation (subject to a maximum annual pre-tax contribution by a participant of $17,500
for 2013 (plus an additional $5,500 catch-up contribution for participants age 50 and over for 2013), as adjusted for cost of living
increases, and certain other limitations imposed by the Internal Revenue Code) and invest such contributions in separate equity
or income funds.

If the employee has been employed for at |east one year, HSBC USA contributes three percent of compensation on behalf of each
participant who contributes one percent and matches any additional participant contributions up to four percent of compensation.
However, matching contributions will not exceed six percent of a participant's compensation if the participant contributes four
percent or more of compensation. The plan provides for immediate vesting of all contributions. With certain exceptions, a
participant's after-tax contributionsthat have not been matched by uscan bewithdrawn at any time. Both our matching contributions
made prior to 1999 and the participant's after-tax contributions that have been matched may be withdrawn after five years of
participation in the plan. A participant's pre-tax contributions and our matching contributions after 1998 may not be withdrawn
except for animmediate financial hardship, upon termination of employment, or after attaining age 59 Y. Participants may borrow
from their TRIP accounts under certain circumstances.

Supplemental Tax Reduction Investment Plan HSBC North America also maintains the Supplemental HSBC Finance
Corporation Tax Reduction Investment Plan ("STRIP"), which is an unfunded plan for eligible employees of HSBC USA and its
participating subsidiarieswho are legacy Household empl oyees and whose compensati on exceeded limitsimposed by the Internal
Revenue Code. Beginning January 1, 2008, STRIP participants received a 6% contribution for such excess compensation, reduced
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by any amount deferred under the NQDCP, invested in STRIP through a credit to a bookkeeping account maintained by us which
deems such contributions to be invested in equity or income funds selected by the participant. Employer contributionsto STRIP
participants terminated after December 31, 2010.

Non-Qualified Deferred Compensation Plan HSBC North Americamaintainsthe NQDCPfor the highly compensated employees
intheorganization, including executivesof HSBC USA. Certain Named Executive Officersareeligibleto contributeup to 80 percent
of their fixed pay and/or cash variable pay in any plan year. Participants are required to make an irrevocabl e el ection with regard
to the percentage of compensation to be deferred and the timing and manner of future payout. Two types of distributions are
permitted under the plan, either a scheduled in-service withdrawal, which must be scheduled at least 2 years after the end of the
plan year in which the deferral is made, or payment upon termination of employment.

For either the scheduled in-service withdrawal or payment upon termination, the participant may elect either alump sum payment,
or if the participant has over 10 years of service, installment payments over 10 years. Due to the unfunded nature of the plan,
participant elections are deemed investments whose gains or |osses are cal cul ated by referenceto actual earnings of theinvestment
choices. In order to provide the participants with the maximum amount of protection under an unfunded plan, a Rabbi Trust has
been established where the participant contributions are segregated from the general assets of HSBC USA. The Investment
Committeefor the plan endeavorstoinvest the contributionsin amanner consistent with the partici pant's deemed el ectionsreducing
the likelihood of an underfunded plan.

HSBC International Retirement Benefit Plan ("'IRBP") for International Managers The HSBC International Retirement
Benefit Plan ("IRBP") is a defined contribution retirement savings plan maintained for certain international managers who have
attained the maximum number of years of service for participation in other plans covering international managers, including the
ISRBS. Participants receive an employer paid contribution equal to 15% of fixed pay and may elect to contribute 2.5% of fixed
pay as non-mandatory employee contributions, which contributions are matched by employer contributions. Additionaly,
participants can make unlimited additional voluntary contributions of fixed pay. The plan provides for participant direction of
account balances in awide range of investment funds and immediate vesting of all contributions.

Non-Qualified Defined Contribution and Other Non-Qualified Deferred Compensation Plans

Executive Aggregate
Contributions Employer Aggregate Withdrawals/ Aggregate
in Contributions Earnings Distributions Balance at

Name 2013 in 2013(3) in 2013(4) in 2013 12/31/2013(5)
Irene M. Dorner N/A N/A N/A N/A N/A
Chairman, President and Chief Executive Officer
John T. McGinnis®” $ 63480 P 3 — $ 67228 $ — $ 467,015
Senior Executive Vice President and Chief
Financial Officer — $ — 32,246 — 151,657
Patrick M. Nolan N/A N/A N/A N/A N/A
Senior Executive Vice President, Head of Global
Banking and Markets Americas
Steven G. Ekert N/A N/A N/A N/A N/A
Senior Executive Vice President, Chief Risk
Officer
Gregory T. Zeeman $ — $ — $ 70118 $ — $ 293,073

Senior Executive Vice President and Chief
Operating Officer

C. Mark Gunton® $ 13823 @ ¢ 19352 $ 26542 $ — $ 317,824

Senior Executive Vice President, Chief Risk
Officer (former)

@ For Mr. McGinnis, amount reflects contributions under the HSBC-North AmericaNon-Qualified Deferred Compensation Plan (“NQDCP"). Mr. McGinnis
elective deferralsinto the NQDCP during 2013 consist of $30,000 of the 2013 fixed pay disclosed in the Summary Compensation Table and $33,480 of the
2012 cash variable pay disclosed in the Summary Compensation Table.

@ For Mr. Gunton the amount reflects contributions under the International Retirement Benefit Plan ("IRBP") for International Managers, converted from
GBPto USD using the exchange rate of 1.6531 as of December 31, 2013. Both the NQDCP and the IRBP for International Managers are described under
Savings and Pension Plans.

®  For Mr. Gunton the amount reflects contributions under the IRBPfor International Managers, converted from GBPto USD using the exchange rate of 1.6531
as of December 31, 2013.
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(O]

O]

(6)

Aggregate earnings reflect market-based investment experience credited to participant accounts.

For Mr. McGinnisthe aggregate bal ance includes his balance under the Supplemental HSBC Finance Corporation Tax Reduction Investment Plan (“"STRIP")
($151,657), which isdescribed under Savings and Pensions Plans, aswell his balance under the NQDCP ($467,015). For Mr. Zeeman the aggregate balance
reflects his balance under the STRIP. For Mr. Gunton the aggregate balance reflects his balance under the IRBP.

Mr. Gunton's employment with the company terminated June 1, 2013.
Mr. McGinnis's employment with the company terminated January 4, 2014.
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Potential Payments Upon Termination Or Change-In-Control

The following tables describe the payments that HSBC USA would be required to make as of December 31, 2013 to Ms. Dorner
and Messrs. McGinnis, Nolan, Ekert, Zeeman and Gunton as aresult of termination, retirement, disability or death or achangein
control of the company as of that date. These amounts shown are in addition to those generally available to salaried employees,
such as disability benefits and accrued vacation pay, or are specific to the Named Executive Officers, such as the amounts under
the HSBC - North America (U.S.) Severance Pay Plan which is dependent on an employee'sfixed pay. The specific circumstances
that would trigger such payments are identified, and the terms of such payments are defined under the HSBC - North America
(U.S.) Severance Pay Plan and the particular terms of deferred cash awards and long-term equity incentive awards. Asindicated
in the 2013 CD& A, there are no employment agreements between HSBC USA and the Named Executive Officers.

Irene M. Dorner

Executive

Benefits Voluntary

and Involuntary for

Payments Not for Good Change in
Upon \oluntary Normal Cause For Cause Reason Control
Termination Termination Disability Retirement Termination Termination Termination Death Termination
Fixed Pay

Restricted

Stock/Units $3,064,986 (1) $ 3,064,986 (1) $ 3,064,986 (1) $ 3064986 (1) $3,064,986 1) $ 3,064,986 (1)
Deferred

Cash $1,193252 (2 $1,193252 2 $ 1,193,252 (2 $ 1193252 (2 $1,193252 (2 $ 1,193,252 (2

@ Thisamount represents a full vesting of the outstanding restricted shares and/or restricted share units assuming “good leaver" statusis granted by REMCO
and atermination dateof December 31, 2013, and theamount iscal cul ated using the closing priceof HSBC ordinary sharesand exchangerateon December 31,
2013.

@ This amount represents a full vesting of the outstanding deferred cash assuming "good leaver" status is granted by REMCO and a termination date of
December 31, 2013.

John T. McGinnis®

Executive

Benefits Voluntary

and Involuntary for

Payments Not for Good Change in

Upon Voluntary Normal Cause For Cause Reason Control
Termination Termination Disability Retirement Termination Termination Termination Death Termination
Fixed Pay $ 153846 (1

Restricted

Stock/Units $ 798933 (2% 798933 (2% 798933 (2 $ 798933 (9% 798933 (9% 798933 (2

@ Under the terms of the HSBC - North America (U.S.) Severance Pay Plan, Mr. McGinnis would receive 16 weeks of his current fixed pay upon separation
from the company.

@ Thisamount represents afull vesting of the outstanding restricted shares and/or restricted share units assuming "good leaver" statusis granted by REMCO
and atermination dateof December 31, 2013, and theamount iscal culated using the closing price of HSBC ordinary sharesand exchangerateon December 31,
2013.

@ Mr. McGinnis's employment with the company terminated January 4, 2014.
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Patrick M. Nolan

Executive

Benefits Voluntary

and Involuntary for

Payments Not for Good Change in

Upon Voluntary Normal Cause For Cause Reason Control
Termination Termination Disability Retirement Termination Termination Termination Death Termination
Fixed Pay

Restricted

Stock/Units $1,668275 (1) $ 1,668275 (1)$ 1,668275 (1) $ 1668275 (1) $1,668275 (1) $ 1668275 (1)
Deferred

Cash $1,441595 (2 $ 1,441,595 (29 $ 1,441,595 (2 $ 1,441595 (2 $1,441595 (2 $ 1441595 (9

(6]

@]

This amount represents afull vesting of the outstanding restricted shares and/or restricted share units assuming "good leaver" statusis granted by REMCO
and atermination date of December 31, 2013, and theamount iscal culated using the closing price of HSBC ordinary sharesand exchangerateon December 31,
2013.

This amount represents a full vesting of the outstanding deferred cash assuming "good leaver" status is granted by REMCO and a termination date of
December 31, 2013.

Steven G. Ekert

Executive

Benefits Voluntary

and Involuntary for

Payments Not for Good Change in

Upon Voluntary Normal Cause For Cause Reason Control
Termination Termination Disability Retirement Termination Termination Termination Death Termination
Fixed Pay $ 169231 q

Restricted

Stock/Units $ 313886 (% 313886 (9% 313886 (9 $ 313836 (9% 313886 (2% 313836 (o

(6]

Under the terms of the HSBC - North America (U.S.) Severance Pay Plan, Mr. Ekert would receive 16 weeks of his current fixed pay upon separation from
the company.

@ This amount represents afull vesting of the outstanding restricted share units assuming "good leaver" statusis granted by REMCO and a termination date
of December 31, 2013, and is calculated using the closing price of HSBC ordinary shares and exchange rate on December 31, 2013.
Gregory T. Zeeman
Executive
Benefits Voluntary
and Involuntary for
Payments Not for Good Change in
Upon \oluntary Normal Cause For Cause Reason Control
Termination Termination Disability Retirement Termination Termination Termination Death Termination
Fixed Pay $ 228846 (1)
Restricted
Stock/Units $ 549,073 (33 $ 549,073 (3 $ 549,073 (3 $ 549073 (3 $1,151,253 (2 $ 549073 (3

(6]

@

(©)]

Under the terms of the HSBC - North America (U.S.) Severance Pay Plan, Mr. Zeeman would receive 28 weeks of his current fixed pay upon separation
from the company.

This amount represents a full vesting of the outstanding time-based and performance-based vesting restricted share units assuming "good leaver” statusis
granted by REM CO and atermination date of December 31, 2013, and theamount is cal cul ated using the closing price of HSBC ordinary sharesand exchange
rate on December 31, 2013.

This amount represents afull vesting of the outstanding time-based vesting restricted share units and pro-rata vesting of the outstanding performance-based
vesting restricted share unitsassuming "good leaver” statusis granted by REM CO and atermination date of December 31, 2013, and theamount is cal cul ated
using the closing price of HSBC ordinary shares and exchange rate on December 31, 2013.
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C. Mark Gunton

Executive

Benefits Voluntary

and Involuntary for

Payments Not for Good Change in
Upon Voluntary Normal Cause For Cause Reason Control

Termination Termination Disability Retirement Termination Termination Termination Death Termination
Special

Termination

Agreement $ 1138149 (1

Restricted

Stock/Units $ 506,569 (2

@

Mr. Gunton'semployment with the company terminated June 1, 2013. Thisamount represents consideration for entering into aspecial termination agreement
upon separation from service.

This amount represents the aggregate fair market value of outstanding restricted shares and/or restricted share units, calculated using the closing price of
HSBC ordinary shares and exchange rate on June 1, 2013.
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Director Compensation

The following tables and narrative footnotes discuss the compensation earned by our Non-Executive Directors in 2013. As an
Executive Director, Ms. Dorner does not receive any additional compensation for her service on the Board of Directors.

The table below outlines the annual compensation program for Non-Executive Directors for 2013. Amounts are pro-rated based
on dates of service for newly appointed Non-Executive Directors.

Annualized Compensation Rates for Non-Executive Directors
Related to Service on the Board of Directors and Committees for HSBC USA and HSBC North America

Board Retainer

HSBC North America $ 105,000
HSBC USA $ 105,000
Audit Committee

Audit Committee Chair for HSBC North America, HSBC USA and HSBC Finance Corporation $ 80,000
Audit Committee Member for HSBC North Americaand HSBC USA $ 20,000
Risk Committee

Risk Committee Chair for HSBC North America, HSBC USA and HSBC Finance Corporation $ 80,000
Risk Committee Member for HSBC North Americaand HSBC USA $ 20,000
Fiduciary Committee

HSBC USA Co-Chair $ 10,000
Compliance Committee

Compliance Committee Chair for HSBC North Americaand HSBC USA $ 80,000
Compliance Committee Member for HSBC North Americaand HSBC USA $ 50,000
Nominating and Governance Committee

Nominating Committee Chair for HSBC North Americaand HSBC USA $ 40,000
Nominating Committee Member for HSBC North Americaand HSBC USA $ 20,000

The 2013 total compensation of our Non-Executive Directorsin their capacities as directors of HSBC North Americaand HSBC
USA, and in the case of Messrs. Ameen, Herdman and Minzberg, also as directors of HSBC Finance Corporation, is shown in the
following table:

Change in
Pension Value
And
Non-Qualified
Fees Earned or Stock Option Deferred All Other
Paid inCash Awards Awards Compensation Compensation Total

Name OR $)? )@ Earnings ($)® $)“ ©)
Philip Ameen $ 347917 $ — $ — $ 98,347 $ 182 $ 446,446
Jeffrey A. Bader $ 280,000 $ — 3 — 3 5 % 1870 $ 281875
Kevin M. Blakely $ 23333 $ — — $ — $ — $ 23,333
William R.P. Dalton $ 255,000 $ — % — $ — % 1870 $ 256,870
Anthea Disney $ 320,000 $ — % — $ 301,171 $ 1870 $ 623,041
Robert K. Herdman $ 735,000 $ — — $ — 3 182 $ 735182
Louis Hernandez, Jr. $ 130,000 $ — $ — $ — $ — $ 130,000
Richard A. Jalkut $ 320,000 $ — % — 3 — % 1,870 $ 321,870
Samuel Minzberg $ 265,000 $ — % — % — 3 1,870 $ 266,870
Nancy Mistretta $ 300,000 $ — % — $ — % 1,870 $ 301,870

@ Represents aggregate compensation for service on Board of Directors and Committees of HSBC North America, HSBC USA and, in the case of Messrs.
Ameen, Herdman and Minzberg, HSBC Finance Corporation.
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Fees paid to Mr. Ameen include the following amounts for 2013: $105,000 annual cash retainer for membership on each of the HSBC North Americaand
HSBC Finance Corporation boards, and $61,250 annual cash retainer for membership on the HSBC USA board; $18,889 for membership and serving as
Chair of the HSBC North America Audit Committee, $22,222 for membership and serving as Chair of the HSBC Finance Corporation Audit Committee,
and $15,556 for membership and serving as Chair of the HSBC USA Audit Committee; $6,667 for membership onthe HSBC North AmericaRisk Committee,
and $13,333 for membership on the HSBC Finance Corporation Risk Committee.

Fees paid to Mr. Bader include the following amounts for 2013: $105,000 annual cash retainer for membership on each of the HSBC North America and
HSBC USA boards; $16,667 for membership on the HSBC North America Compliance Committee, and $33,333 for membership on the HSBC USA
Compliance Committee; $6,667 for membership on the HSBC North America Risk Committee, and $13,333 for membership on the HSBC USA Risk
Committee.

Fees paid to Mr. Blakely include the following amounts for 2013: $8,750 annual cash retainer for membership on each of the HSBC North America and
HSBC USA boards; $1,389 for membership on the HSBC North America Compliance Committee, $2,777 for membership on the HSBC USA Compliance
Committee; $556 for membership on the HSBC North America Risk Committee, $1,111 for membership on the HSBC USA Risk Committee.

Fees paid to Mr. Dalton include the following amounts for 2013: $105,000 annual cash retainer for membership on each of the HSBC North America and
HSBC USA boards; $6,667 for membership onthe HSBC North AmericaAudit Committee, and $13,333 for membership onthe HSBC USA Audit Committee;
$6,667 for membership on the HSBC North America Risk Committee, and $13,333 for membership on the HSBC USA Risk Committee; $5,000 for serving
as Co-Chair of the HSBC USA Fiduciary Committee.

Feespaid to Ms. Disney include the following amounts for 2013: $105,000 as part of annual cash retainer for membership on the HSBC North Americaand
HSBC USA boards; $16,667 for membership on the HSBC North America Compliance Committee, $33,333 for membership onthe HSBC USA Compliance
Committee; $40,000 for serving as Chair of the Nominating Committee for HSBC North America; $6,667 for membership on the HSBC North America
Risk Committee, and $13,333 for membership on the HSBC USA Risk Committee.

Fees paid to Mr. Herdman include the following amounts for 2013: $300,000 for serving as Interim Chair of the HSBC North America board; $105,000
annual cash retainer for membership on each of the HSBC North America, HSBC Finance Corporation and HSBC USA boards; $13,333 for serving as Chair
of each of the Audit Committees of HSBC North America, HSBC Finance Corporation and HSBC USA until May 2013; and $26,667 for serving as Chair
of each of the Risk Committees of HSBC North America, HSBC Finance Corporation and HSBC USA.

Fees paid to Mr. Hernandez include the following amounts for 2013: $52,500 annual cash retainer for membership on each of the HSBC North America
and HSBC USA boards; $5,000 for serving as Co-Chair of the HSBC USA Fiduciary Committee; $3,333 for membership on the HSBC North America
Audit Committee, and $6,667 for membership on the HSBC USA Audit Committee; $3,333 for membership on the HSBC North America Risk Committee,
and $6,667 for membership on the HSBC USA Risk Committee. Mr. Hernandez left the Board June 30, 2013.

Fees paid to Mr. Jalkut include the following amounts for 2013: $105,000 annual cash retainer for membership on each of the HSBC North America and
HSBC USA boards; $10,000 for serving as Co-Chair of the HSBC USA Fiduciary Committee; $26,667 for serving as Chair of the Compliance Committee
for HSBC North America, and $53,333 for serving as Chair of the Compliance Committee for HSBC USA; $6,667 for membership on the HSBC North
America Risk Committee, and $13,333 for membership on the HSBC USA Risk Committee.

Fees paid to Mr. Minzberg include the following amounts for 2013: $105,000 annual cash retainer for membership on the HSBC North America board,
$26,250 annual cash retainer for membership on the HSBC Finance Corporation board, and $78,750 annual cash retainer for membership on the HSBC
USA board; $6,667 for membership on the HSBC North America Audit Committee, $3,333 for membership on the HSBC Finance Corporation Audit
Committee, and $10,000 for membership on the HSBC USA Audit Committee; $6,667 for membership on the HSBC North America Risk Committee,
$3,333 for membership on the HSBC Finance Corporation Risk Committee, and $10,000 for membership on the HSBC USA Risk Committee.

Feespaid to Ms. Mistrettainclude the following amounts for 2013: $105,000 annual cash retainer for membership on each of the HSBC North Americaand
HSBC USA boards; $16,667 for membership on the Compliance Committee for HSBC North America, and $33,333 for serving as Chair of the Compliance
Committeefor HSBC USA; $20,000 for membership on the Nominating Committee for HSBC North America; $6,667 for membership on the HSBC North
America Risk Committee, and $13,333 for membership on the HSBC USA Risk Committee.

HSBC USA does not grant stock awards or stock options to its Non-Executive Directors

The HSBC USA Director Retirement Plan covers Non-Executive Directors elected prior to 1998. As an eligible Non-Executive Director with at least five
years of service, Mr. Jalkut is eligible for the maximum retirement benefit upon the conclusion of his service on the Board. Mr. Jalkut will receive quarterly
retirement benefit payments commencing at the later of age 65 or retirement from the Board, and continuing for ten years. Because he has completed at
least 15 years of service, the annual amount of the retirement benefit he will receiveisthe annual retainer in effect at the time of the last Board meeting Mr.
Jalkut will attend. If Mr. Jalkut should die, his beneficiary will receive a death benefit calculated as if Mr. Jalkut had retired on the date of death. If Mr.
Jalkut isretired and dies before receiving retirement benefit paymentsfor theten year period, the balance of the paymentswill be continued to hisbeneficiary.
The plan is unfunded and payment will be made out of the general funds of HSBC USA or HSBC Bank USA. Non-Executive Directors elected prior to
1999 may elect to participate in the HSBC USA/HBUS Plan for Deferral of Directors Fees. Under this plan, they may elect to defer receipt of all or apart
of their retainer. The deferred retainers accrue interest on aquarterly basis at the one year Employee Extra CD rate in effect on the first business day of each
quarter. Upon retirement from the Board, the deferrals plusinterest are paid to the Director in quarterly or annual installments over afive or ten year period.
No eligible Director elected to defer receipt of their 2013 retainer into the HSBC USA/HBUS Plan for Deferral of Directors Fees.

The HSBC North America Directors Non-Qualified Deferred Compensation Plan allows Non-Executive Directors to elect to defer their cash feesin any
planyear. Directorshavetheability to defer up to 100% of their annual retainersand/or feesinto the HSBC-North AmericaDirectorsNon-Qualified Deferred
Compensation Plan. Under this plan, pre-tax dollars may be deferred with the choice of receiving payouts while still serving on the Board of HSBC USA
according to aschedul e established by the Director at thetime of deferral or adistribution after leaving the Board in either lump sum or quarterly installments.
Amountsshown for Mr. Ameen, Mr. Bader and Ms. Disney reflect the gains or |osses cal culated by referenceto the actual earnings of theinvestment choices.

Components of All Other Compensation are disclosed in aggregate. Non-Executive Directors are offered, on terms that are not more favorable than those
available to the genera public, a MasterCard/Visa credit card issued by one of our subsidiaries with a credit limit of $15,000. HSBC USA guarantees the
repayment of amounts charged on each card. We provide each Director with $250,000 of accidental death and dismemberment insurance for which the
company paid a premium of $181 per annum for each participating Director and a $10,000,000 personal excess liability insurance policy for which the
company paid premium of $1,689 per annum for each participating Director. Mr. Ameen and Mr. Herdman declined the personal excess liability insurance
policy; the amount shown pertains to the annual premium for AD& D insurance exclusively.
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Under HSBC's Matching Gift Program, for all Non-Executive Directors who were members of the Board in 2006 and continue to be on the Board, we match
charitablegiftsto qualified organi zations (subject toamaximum of $10,000 per year), including eligiblenon-profit organi zationswhich promoteneighborhood
revitalization or economic development for low and moderate income populations, with a double match for the first $500 donated to higher education
institutions (both public and private). Additionally, each current Non-Executive Director, who was a member of the HSBC Finance Corporation Board in
2006 and continues to be on the HSBC USA Board, may ask usto contribute up to $10,000 annually to charities of the Director's choice which qualify under
our philanthropic program. We made charitable donations of $10,000 under the Matching Gift Program at Ms. Disney's request and $10,500 under the
Matching Gift Program at Mr. Jalkut's request.
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Compensation Policies and Practices Related to Risk Management

Most HSBC USA employees are eligiblefor some form of incentive compensation; however, those who actually receive payments
are a subset of eligible employees, based on positions held and individual and business performance. Employeesin direct sales
environments participate in either the annual discretionary variable pay plan, the primary incentive compensation plan for all
employees, or in quarterly and annual discretionary business incentive plans. Specific groups of employees who are typically
involved in servicing environments participate in formulaic plans.

A key feature of our remuneration policy is that it is risk informed, seeking to ensure that risk-adjusted returns on capital are
factored into the determination of annual variable pay and that variable pay poolsare cal cul ated only after appropriate risk-adjusted
return has accrued on shareholders' capital. We apply Economic Profit (defined as the average annual difference between return
on invested capital and HSBC's benchmark cost of capital) and other metrics to develop variable pay levels and target a 12% to
15% return on shareholder equity. These requirements are built into the performance scorecard of the senior HSBC executives and
areincorporated in regional and business scorecards in an aligned manner, thereby ensuring that return, risk, and efficient capital
usage shape reward considerations. The HSBC Group Chief Risk Officer and the Global Risk Function of HSBC provide input
into the performance scorecard, ensuring that key risk measures are included.

Theuse of aperformance scorecard framework ensuresan aligned set of objectivesand impactsthelevel of individual pay received,
as achievement of objectives is considered when determining the level of variable pay awarded under the annual discretionary
cash award plan. On a performance scorecard, objectives are separated into two categories: financial and non-financial. Financial
objectives, as well as other objectives relating to efficiency and risk mitigation, customer development and the productivity of
human capital are all measures of performance that may influence reward levels. Overall performance under both scorecards is
also judged on adherence to the HSBC Group values principles of being ‘open, connected and dependable’ and acting with
‘courageous integrity.'

In 2010, building upon the combined strengths of our performance scorecard and risk management processes, outside consultants
were engaged to assist in the development of aformal incentive compensation risk management framework. Commencing with
the 2011 objectives-setting process, standard risk performance measures and targetswere established and monitored for employees
who were identified as having the potential to expose the organization to material risks, or who are responsible for controlling
those risks.

The Nominating and Governance Committee of HSBC North America and the Compensation and Performance Management
Governance Committee ("CPMG Committee") have been established, which among other duties, have oversight for objectives-
setting and risk monitoring. The Nominating and Governance Committee of HSBC North Americahas oversight and endorsement
of certain compensation matters. As part of its duties, the Nominating and Governance Committee oversees the framework for
assessing risk in the responsibilities of employees, the determination of who are Covered Employees ("Covered Employees”)
under the Interagency Guidelines on Incentive Based Compensation Arrangements as published by the Federal Reserve Board,
and the measures used to ensure that risk is appropriately considered in making variable pay recommendations. The Nominating
and Governance Committee also can make recommendations concerning proposed performance assessments and incentive
compensation award proposals for the Chief Executive Officer, direct reports of the Chief Executive Officer and certain other
Covered Employees, including any recommendations for reducing or canceling incentive compensation previously awarded. The
recommendationsrel ated to empl oyee compensation areincorporated i nto the submissionsto the HSBC Hol dings pl c Remuneration
Committee ("REMCQ") of the Board of Directors of HSBC, or to Mr. Gulliver and Ms. Dorner, in instances where REMCO has
delegated remuneration authority.

In 2010, HSBC North Americaestablished the CPM G Committee. The CPM G Committeewas created to provideamore systematic
approach to incentive compensation governance and to ensure the involvement of the appropriate levels of leadership, while
providing acomprehensiveview of compensation practicesand associated risks. The CPM G Committee comprisessenior executive
representatives from HSBC North Americas staff and control functions, consisting of Risk, Compliance, Legal, Finance, Audit,
Human Resources and Company Secretary. The CPM G Committee hasresponsibility for oversight of the compensation framework
for Covered Employees; compensation-related regulatory and audit findings and recommendations related to such findings;
incentive plan review; review of guaranteed bonuses and buyouts of bonuses and equity grants, including any exceptions to
established policies; and recommendation to REMCO of malus actions pertaining to previous grants of incentive compensation
based on actual results and risk outcomes. Additionally, compensation processes for employees are evaluated by the CPMG
Committee to ensure adequate controls are in place, while reinforcing the distinct performance expectations for employees. The
CPMG Committee can make its recommendations to the Nominating and Governance Committee, REMCO, Mr. Gulliver, or Ms.
Dorner, depending on the nature of the recommendation or the delegation of authority for making final decisions.

I ncentivecompensation awardsare subject to control sestablished under acomprehensiverisk management framework that provides
the necessary controls, limits, and approvals for risk taking initiatives on a day-to-day basis ("Risk Management Framework™).
Business management cannot bypass these risk controls to achieve scorecard targets or performance measures. As such, the Risk
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Management Framework is the foundation for ensuring excessive risk taking is avoided. The Risk Management Framework is
governed by a defined risk committee structure, which oversees the development, implementation, and monitoring of the risk
appetite process for HSBC USA. Risk Appetite is set by the Board of HSBC. A risk appetite for U.S. operations is annually
reviewed and approved by the HSBC North America Risk Management Committee and the HSBC North America Board of
Directors.

Risk Adjustment of Incentive Compensation

HSBC USA usesanumber of techniquesto ensurethat theamount of incentive compensati on received by an employeeappropriately
reflects risk and risk outcomes, including risk adjustment of awards, deferral of payment, appropriate performance periods, and
reducing sensitivity to short-term performance. The techniques used differ depending on whether the incentive compensation is
paid under the general discretionary cash award plan, discretionary business incentive plan, or aformulaic plan.

The discretionary plan is designed to allow managers to exercise judgment in making variable pay recommendations, subject to
appropriate oversight. When making award recommendationsfor an employee participating in the discretionary plan, performance
against the objectives established in the performance scorecard is considered. Where objectives have been established with respect
to risk and risk outcomes, managers will consider performance against these objectives when making variable pay award
recommendations. Managerswill aso consider pertinent material risk events when making variable pay award recommendations.

Participantsin the discretionary plan are subject to the HSBC Group Minimum Deferral Policy, which provides minimum deferral
guidelines for variable pay awards. Deferral rates applicable to compensation earned in performance year 2013, ranging from 0
to 60%, increase in relation to the level of variable pay earned and in respect of an employee's classification under the United
Kingdom's Prudential Regulation Authority ("PRA") Remuneration Code ("the Code"), as further described under the section
"Performance Year 2013 Compensation Actions' in the 2013 CD& A. Variable pay is deferred in the form of cash and/or through
the use of Restricted Share Units. The deferred Restricted Share Units generally have athree-year graded vesting period. At the
end of the vesting period, deferred cash is credited with anotional rate of return equivalent to the annual dividend yield of HSBC
ordinary shares over the period. The economic value of pay deferred in the form of Restricted Share Units will ultimately be
determined by the ordinary share price and foreign exchange ratein effect when each tranche of shares awarded isreleased. Grants
under the Group Performance Share Plan ("GPSP") consist of anumber of sharesto which the employeewill becomefully entitled,
generally over afive-year vesting period, subject to theindividual remaining in employment. Sharesthat are rel eased upon vesting
of an award must be retained until the employee retires from or terminates employment with the HSBC Group. An employeewho
retires from or terminates employment with "good leaver" status will have vested awards under the GPSP released immediately.
An employee who terminates employment without "good leaver” status will have vested awards under the GPSP released in three
equal installments on the first, second and third anniversaries of the termination of employment with the HSBC Group.

An employee who terminates employment without "good leaver” status being granted by REM CO forfeits all unvested equity and
deferred cash. Deferred variable pay awards are al so subject to malustreatment, as further described under the section "Reduction
or Cancellation of Long-Term Equity Awards' in the 2013 CD& A. Additionally, all employees with unvested awards or awards
subject to aretention period are required to certify annually that they have not used personal hedging strategies or remuneration
contracts of insurance to mitigate the risk alignment of the unvested awards.

Employeesin discretionary business incentive and formulaic plans are held to performance standards that may result in aloss of
incentive compensation when quality standards are not met. For example, participantsin these plans may be subject to areduction
in variable pay if they commit a "reportable event” (e.g., an error or omission resulting in aloss or expense to the company) or
fail to follow required regulations, procedures, policies, and/or associated training. Participants may be altogether disqualified
from participation in the plans for unethical acts, breach of company policy, or any other conduct that, in the opinion of HSBC
USA, is sufficient reason for disqualification or subject to a recapture provision. Some formulaic incentive plans in servicing
environmentsinclude limits or caps on thefinancial measuresthat are considered in the determination of incentive award amounts.

Performance periods for the discretionary business incentive plans are often one quarter or annual, with a greater proportion of
payment at year-end to align the reward cycle to the successful performance of job responsibilities. Performance periods for
formulaic plans are often one month.

Incentive Compensation Monitoring

HSBC North Americamonitors and eval uates the performance of itsincentive compensation arrangements, both the discretionary
and formulaic plans, to ensure adequate focus and control.

The nature of the discretionary plan alows for compensation decisions to reflect individual and business performance based on
performance scorecard achievements. Payments under the discretionary plan are not tied to a formula, which enables payments
to beadjusted asappropriate based onindividual performance, business performance, and risk assessment. Performance scorecards
may also be updated as needed by leadership during the performance year to reflect significant changesin the operating plan, risk,
or business strategy of HSBC USA. Thediscretionary planisreviewed annually by REMCO to ensurethat it is meeting the desired
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objectives. The review includes a comparison of actual payouts against the targets established, a cost/benefit analysis, the ratio of
payout to overall business performance and areview of any unintended consequences (e.g., deteriorating service standards).

In 2013, HSBC USA continued to progress enhanced monitoring activity consisting of : 1) validating rel ationships among measures
of financial performance, risks taken, risk outcomes, and amounts of incentive compensation awards/payouts; 2) reviewing how
discretionisused in eval uating performance and adj usting incentive compensation awardsfor highlevel s of risk taking and adverse
risk outcomes, and whether discretionary decisions are having an appropriate impact; and 3) evaluating the extent to which
automated systems play, or could play arolein monitoring activities. Consequently, HSBC USA identified areasfor improvement,
not only with respect to tactical reward decisions and documenting discretion, but also in terms of utilizing information systems
to support monitoring and validation activities. HSBC USA will strive to make improvements to its monitoring and validation
activitiesin future reward cycles.

Business|ncentiveand formulaic programsarereviewed and revised annual ly by HSBC North America. Becausebusinessincentive
plans are discretionary, variable pay decisions are determined based on employee performance to key performance indicators,
which align with their Performance Management scorecards. Formulaic plans leverage a specific plan template, and include an
examination of overall plan expenditures versus actual business performance; an examination of individual pay out levels within
plans; and adetermination of whether payment level salignwith expected performance level sand market indicators. Compensation
mix is reviewed for business incentive and formulaic plans to ensure it is appropriate based on global alignment and business
philosophy.

In addition to the annual review, plan performanceis monitored regularly by the business management and periodically by HSBC
North America Human Resources, which tracks plan expenditures and plan performance to ensure that plan payouts are consistent
with expectations. All performance payouts are subject to the review of the designated plan administrator to ensure payment and
performance of the plan aretracking in line with expectations. Finally, all plans contain provisions that enable modification of the
plan if necessary to meet business objectives.
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Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters.

Security Ownership of Certain Beneficial Owners

HSBC USA Inc.’s common stock is 100 percent owned by HSBC North America Inc. ("HNAI"). HNAI is an indirect wholly
owned subsidiary of HSBC.

Security Ownership by Management

Thefollowing tablelists the beneficial ownership, as of January 31, 2014, of HSBC ordinary sharesor interestsin HSBC ordinary
shares and any of HSBC USA'’s outstanding series of preferred stock, held by each director and each executive officer named in
the Summary Compensation Table, individually, and the directors and executive officers as agroup. Each of theindividualslisted
below and al directors and executive officers as a group own less than one percent of the HSBC ordinary shares and any HSBC
USA outstanding series of preferred stock. No director or executive officer of HSBC USA owned any of HSBC's American
Depositary Shares, SeriesA at January 31, 2014.

HSBC Shares HSBC

Number of That May Be Restricted Number of
Shares Acquired Within Shares HSBC Total
Beneficially 60 Days By Released Ordinary HSBC HSBC USA
OwneghghHsEC  Beoned " Equnmens®  Shareed Pstock

Directors
Irene M. Dorner® ....... 45,184 — 43,946 — 89,130 —
Philip D. Ameen.......... — — — — — —
Jeffrey A. Bader.......... 47,839 — — — 47,839 —
Kevin M. Blakely........ — — — — — —
William R. P. Dalton... 11,955 — — — 11,955 —
AntheaDisney ............ 85 — — — 85 —
Robert K. Herdman..... 82 — — — 82 —
Richard A. Jalkut ........ 50 — — — 50 —
Samuel Minzberg........ 500 — — — 500 —
Nancy G. Midtretta...... 101 — — — 101 —
Named Executive

Officers
John T. McGinnis....... 5,227 — — — 5,227 —
Patrick M. Nolan......... 213,176 — 76,808 — 289,984 —
Steven G. Ekert........... — — 26,418 — 26,418 —
Gregory T. Zeeman..... 13,814 — 17,112 — 30,926 —
C. Mak Gunton.......... 115 —_ 28,360 — 28,475 —
All directors and

executive officers

as agroup 477,784 — 270,691 — 748,475 —

(1) Directors and executive officers have sole voting and investment power over the shares listed above, except that the number of ordinary shares held by
spouses, children and charitable or family foundations in which voting and investment power is shared (or presumed to be shared) is as follows: Directors
and executive officers as agroup, 16,782.

(2) Some of the sharesincluded in the table above were held in American Depositary Shares, each of which represents five HSBC ordinary shares.

(3) Representsthe number of ordinary sharesthat may be acquired by HSBC USA directors and executive officersthrough April 1, 2014 pursuant to the exercise
of stock options.

(4) Represents the number of ordinary shares that may be acquired by HSBC USA directors and executive officers through April 1, 2014 pursuant to the
satisfaction of certain conditions.

(5) Represents the number of ordinary share equivalents owned by executive officers under the HSBC-North America Employee Non-Qualified Deferred
Compensation Plan. Some of the shares are held in American Depositary Shares, each of which represents five HSBC ordinary shares.

(6) AlsoaNamed Executive Officer.
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Item 13. Certain Relationships and Related Transactions, and Director Independence.

Transactions with Related Persons During the fiscal year ended December 31, 2013, HSBC USA was not a participant in any
transaction, and there is currently no proposed transaction, in which the amount involved exceeded or will exceed $120,000, and
in which adirector or an executive officer, or amember of the immediate family of a director or an executive officer, had or will
have adirect or indirect material interest, other than as described under --Compliance Consulting Services and Personnel below.
During 2013, HSBC Bank USA provided loans to certain directors and executive officers of HSBC USA and its subsidiaries in
the ordinary course of business. Such loans were provided on substantially the same terms, including interest rates and collateral,
as those prevailing at the time for comparable loans with persons not related to HSBC USA and do not involve more than the
normal risk of collectability or present other unfavorable features.

HSBC USA maintainsawritten Policy for the Review, Approval or Ratification of Transactionswith Related Persons(the"Policy™),
which providesthat any " Transaction with aRel ated Person™ must bereviewed and approved or ratified in accordancewith specified
procedures. Theterm "Transaction with aRelated Person™ includes any transaction, arrangement or rel ationship, or seriesof similar
transactions, arrangements or relationships (including any indebtedness or guarantee of indebtedness), in which (1) the aggregate
dollar amount involved will or may be expected to exceed $120,000 in any calendar year, (2) HSBC USA or any of itssubsidiaries
is, or is proposed to be, a participant, and (3) a director or an executive officer, or amember of theimmediate family of adirector
or an executive officer, has or will have adirect or indirect material interest (other than solely as aresult of being a director or a
less than 10 percent beneficial owner of another entity). The following categories of transactions are deemed pre-approved even
if the aggregate amount involved exceeds $120,000, provided, however, that if a Transaction with a Related Person falling in a
category described below would cause one of our directors whom the Board of Directors currently deems independent to lose or
risk losing their independence, the director must consult with the Chair of the Audit Committee prior to entering such Transaction
with a Related Person:

»  Compensation paidtodirectorsand executive officersreportableunder rulesand regul ations promul gated by the Securities
and Exchange Commission;

e Transactionswith other companiesif the only relationship of the director, executive officer or family member to the other
company is as an employee (other than an executive officer), director or beneficial owner of lessthan 10 percent of such
other company’s equity interests so long as the aggregate amount involved does not exceed the greater of $1,000,000 or
2 percent of the other company’stotal annual revenues,

e Charitable contributions, grants or endowments by us or any of our subsidiaries to charitable organizations, foundations
or universitiesif the only relationship of the director, executive officer or family member to the organization, foundation
or university isasan employee (other than an executive officer) trustee or director so long asthe aggregate annual amount
of such contribution, grant or endowment, excluding any matching contributions from us, do not exceed the lesser of $1
million or 2 percent of the organization’s total annual revenues;

»  Transactions where the interest of the director, executive officer or family member arises solely from the ownership of
our equity securities and all holders of such securities received or will receive the same benefit on apro ratabasis;

e Transactions involving the rendering of services as a common or contract carrier, or public utility, at rates or charges
fixed in conformity with law or government authority;

»  Transactions where the rates or charges involved are determined by competitive bids;

«  Payments under directors and officers insurance policies and indemnification payments made in accordance with our
articles of incorporation or by-laws;

e Certain ordinary course transactions:

o Any financia services, including brokerage services, investment management or advisory services, banking
services, loans, insurance services and other financial services, provided to any director or animmediate family
member of a director, provided that the services are on substantially the same terms as those prevailing at the
time for comparable services provided to persons not related to us or our subsidiaries;

°  Persona loansto arelated person and loansto adirector’s primary business affiliation or the primary business
affiliation of an immediate family member of a director, in each case that (i) are made or maintained in the
ordinary course of business on substantially the sameterms (including interest rates and collateral requirements)
asthose prevailing at the time for comparable |loans with persons not related to us or our subsidiaries; (ii) when
made do not involve more than the normal risk for collectability or present other unfavorable features; (iii)
comply with applicable law including the Sarbanes-Oxley Act of 2002 and Regulation O of the Board of
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Governors of the Federal Reserve; (iv) are not classified as Substandard (1) or worse, as defined in the OCC's
“Rating Credit Risk” Comptroller’'s Handbook; and (v) in the case of and loansto adirector’s primary business
affiliation or the primary business affiliation of an immediate family member of a director, complies with any
applicable FDIC Guidelines; and

= All businessrelationships, lending rel ationshi ps, brokerage, investment advisory rel ationshi ps, insurance, deposit
and other banking relationships with adirector’s primary business affiliation or the primary business affiliation
of an Immediate Family Member of adirector made in the ordinary course of business on substantially the same
termsasthose prevailing at thetimefor comparabl etransactionswith personsnot rel ated to usor our subsidiaries;
and

« Transactionsinvolving services as a bank depositary of funds, transfer agent, registrar, trustee under atrust indenture or
similar services.

The Policy requires each director and executive officer to promptly notify the Office of the General Counsel in writing of any
Transaction with a Related Person in which the director, executive officer or an immediate family member has or will have an
interest and to provide specified details of the transaction. The Office of the General Counsel, through the Corporate Secretary,
will provide acopy of the notice to the Chair of the Audit Committee along with any other information asthe Office of the General
Counsel or the Corporate Secretary believeswoul d beuseful to theAudit Committeein performing itsreview. TheAudit Committee
will review the material facts of each proposed Transaction with a Related Person at each regularly scheduled committee meeting
and approve or disapprove the transaction. If it isimpractical or undesirable to delay a decision on a proposed Transaction with
a Related Person, the Chair of the Audit Committee may review and approve the transaction in accordance with the criteria set
forth in the Policy or may convene a special meeting of the Audit Committee to consider the transaction, at the Chair’s discretion.
Any such approval must be reported to the Audit Committee at its next regularly scheduled meeting.

Thevoteof amajority of disinterested membersof theAudit Committeeisrequired for theapproval or ratification of any Transaction
with a Related Person. The Audit Committee may approve or ratify a Transaction with a Related Person if the Audit Committee
determines, in its business judgment, based on the facts and circumstances it deems relevant in its sole good faith discretion that
the transaction is fair and reasonable to, and consistent with our best interests and those of our subsidiaries. Any transaction that
isnot fair and reasonable to, and consistent with our best interests and those of our subsidiarieswill be discontinued, allowing for
a reasonable transition period as may be necessary or advisable so as not to prejudice us and our subsidiaries. In making this
determination, the Audit Committee will consider, among other things:

» Information about the goods and servicesto be or being provided;

e The nature or business purpose of the transaction and the costs to be incurred by us or the payments to us;

e Theterms of the transaction and whether it is entered into on an arms-length basis or in the ordinary course of our
business;

*  Whether the related person'sinterest in the transaction is material;

*  Theapparent benefits of the transaction to us;

* Theavailability of other sources for the product or services involved in the transaction;

*  The potential public perception of the transaction;

«  The potential impact of the transaction on the independence of any of our or our subsidiaries’ directors; and

e Whether the transaction violates any provisions of the HSBC USA Statement of Business Principles and Code of
Ethics, the HSBC USA Code of Ethics for Senior Financia Officers or the HSBC USA Corporate Governance
Standards, as applicable

In any case where the Audit Committee determines not to approve or ratify a Transaction with a Related Person, the matter will
bereferredto the Office of the General Counsel for review and consultation regarding the appropriate disposition of suchtransaction
including, but not limited to, termination of the transaction, rescission of the transaction or modification of the transaction in a
manner that would permit it to be ratified and approved.

If we become aware of a Transaction with aRelated Person that has not been approved under the Policy, the matter will be referred
by the Audit Committee for review. The Audit Committee will consider the relevant facts and circumstances respecting such
Transaction with a Related Person, and will evauate the options available, including ratification, revision or termination of the
transaction.

Compliance Consulting Services and Personnel InApril 2010, weretained IMAG Consulting ServicesLLC ("IMAG Consulting"),
awholly owned subsidiary of IMAG Holdings LLC ("IMAG Holdings" and, together with its subsidiaries, "IMAG") to provide
compliance services and personnel to HSBC Bank USA and certain of its affiliates, from time to time, in support of the BSA/
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AML, OFAC and general compliance functions. Gary E. Peterson was our Senior Executive Vice President, Chief Compliance
Officer, and an executive officer from March 15, 2012 until November 18, 2013, and therefore also a related person of ours for
purposes of the U.S. securities laws and our Policy. Prior to joining HSBC USA in August 2010, Mr. Peterson was the president
of, and the holder of amgjority of the member interestsin, IMAG Holdings. In connection with his employment by HSBC USA,
Mr. Peterson disclosed his ownership interest in IMAG, resigned his positions with IMAG and terminated all management and
oversight of IMAG, includingwith respect to consulting servicesprovidedtoHSBC Bank USA. Mr. Petersonretained hisownership
interest in IMAG Holdings, which, as of the date of his departure on November 18, 2013, was [58.74] percent of the outstanding
member interest in IMAG Holdings. Mr. Peterson's spouse is the chief financial officer of IMAG and receives a salary from
IMAG.

Mr. Peterson was not involved in the day-to-day operations, decision-making or management of IMAG, nor was he involved in
decisionsto retain IMAG or monitoring or reviewing IMAG's performance on specific projects. Rather, proposalsto retain IMAG
on specific projects were generated and eval uated pursuant to an independent process that was designed to remove Mr. Peterson
from the decision-making processin light of his continuing ownership interest in IMAG.

FromApril 2010 through May 2013, HSBC Bank USA retained IMAG in connection with anumber of compliance-rel ated projects.
Consulting fees paid to IMAG totaled approximately $9.7 million in 2011, $2.3 million in 2012 and $464,000 in 2013. Feespaid
in 2013 included fees with respect to three compliance-related consulting services projects and related personne initiated in
accordance with the independent eval uation process described above. Pursuant to the Policy, the Board of Directors reviewed and
ratified all projects that were initiated, extended or completed on or after March 15, 2012. All consulting services projects with
IMAG ended in 2013 and the Master Consulting Agreement with IMAG to which all consulting services projects are subject
terminates on May 29, 2014.

In May 2013, an affiliate of ours retained Visual Technologies, Inc (“VisTech”) to provide certain webhosting and consulting
services for us, including the hosting of a COOLMaps portal and consulting services for process mapping projects and training
that involvesthe use of COOL Maps technology in support of compliance functions. VisTech licenses the COOL M aps technology
from IMAG COOL Ventures LLC (“IMAG COOL Ventures'), asubsidiary of IMAG Holdings.

During 2013, our affiliate paid Vistech user fees, monthly maintenance and process review fees and hourly consulting fees. Our
affiliate incurred aggregate fees payable to VisTech of approximately $323,000 during 2013. Vistech has advised usthat it in turn
paid IMAG COOL Ventures LLC user fees and royalties for its use of the COOLMaps technology and it also contracted for
consultants through IMAG COOL Ventures. We have been advised that of the approximately $323,000 payableto VisTech, it paid
approximately $289,000 to IMAG COOL Ventures in connection with the services we have obtained from VisTech.

Proposalsto retain VisTech on specific projects were generated and evaluated pursuant to our standard vendor risk management
and procurement and purchasing process, which did not include Mr. Peterson as part of the decision-making process. Mr. Petersen
was also not involved in monitoring or reviewing VisTech's performance on specific projects. Mr. Peterson’s benefit in the
transactions, however, was not timely disclosed as required under the Policy, although the retention of VisTech and the related
payments were ratified by the Board of Directors under the Policy following such disclosure.

Director Independence The HSBC USA Inc. Corporate Governance Standards, together with the charters of the committees of
the Board of Directors, provide the framework for our corporate governance. Director independenceisdefined in the HSBC USA
Inc. Corporate Governance Standards, which are based upon the rules of the New York Stock Exchange. The HSBC USA Inc.
Corporate Governance Standards are available on our website at www.us.hsbc.com or upon written request made to HSBC USA
Inc., 26525 North Riverwoods Boulevard, Mettawa, Illinois 60045, Attention; Corporate Secretary.

According to the HSBC USA's Inc. Corporate Governance Standards, a majority of the members of the Board of Directors must
be independent. The composition requirement for each committee of the Board of Directorsis as follows:

Committee Independence/Member Requirements
Audit COMMILEEL.......ceieeeeire e Chair and all vating members
Compliance COMMILLEE. .......cocerireri e A majority of voting members
Fiduciary COmMmMIttE.. .........overerirerereeeree e Chair and all voting members
RiSK COMMITLEE......ceiieieriececes e Chair and all vating members

Ms. Disney, Ms. Mistretta and Messrs. Ameen, Bader, Blakely, Dalton, Herdman, Jalkut and Minzberg are considered to be
independent directors. Ms. Dorner currently serves as President and Chief Executive Officer of HSBC USA and HSBC Bank USA.
She also serves as a director and Chief Executive Officer of HSBC North America and a Group Managing Director at HSBC.
Because of the positions held by Ms. Dorner, she is not considered to be an independent director.

Seeltem 10. Directors, Executive Officers and Corporate Governance — Corporate Governance —Board of Directors — Committees
and Charters for more information about our Board of Directors and its committees.
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Item 14. Principal Accounting Fees and Services

Audit Fees The aggregate amount billed by our principal accountant, KPMG LLP, for audit services performed during the fiscal
years ended December 31, 2013 and 2012 was $5,212,000 and $5,524,000, respectively. Audit services include the auditing of
financial statements, quarterly reviews, statutory audits, and the preparation of comfort letters, consents and review of registration
statements.

Audit Related Fees The aggregate amount billed by KPMG LLP in connection with audit related services performed during the
fiscal years ended December 31, 2013 and 2012 was $1,320,100 and $1,453,200, respectively. Audit related services include
employee benefit plan audits, and audit or attestation services not required by statute or regulation.

Tax Fees Total fees billed by KPMG LLP for tax related services for the fiscal year ended December 31, 2013 and 2012 was
$120,740 and $222,777, respectively. These services include tax related research, general tax services in connection with
transactions and legislation and tax services for review of Federal and state tax accounts for possible over assessment of interest
and/or penalties.

All Other Fees Theaggregateamount billed by KPM G L L Pfor other servicesperformed during thefiscal yearsended December 31,
2013 and 2012 were $1,283,029 and $454,103, respectively. These servicesincluded feesrelated to corporate governance matters.

All of the fees described above were approved by HSBC USA’s Audit Committee.

TheAudit Committee hasawritten policy that requires pre-approval of all servicesto be provided by KPMG LLP, including audit,
audit-related, tax and all other services. Pursuant to the policy, the Audit Committee annually pre-approvesthe audit fee and terms
of the audit services engagement. The Audit Committee also approves a specified list of audit, audit-related, tax and permissible
non-audit services deemed to be routine and recurring services. Any service not included on thislist must be submitted to the Audit
Committeefor pre-approval. Onaninterim basis, any proposed engagement that does not fit within the definition of apre-approved
service may be presented to the Chair of the Audit Committee for approval and to the full Audit Committee at its next regular
meeting.
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PART IV

Item 15. Exhibits and Financial Statement Schedules.

(a)(2) Financia Statements

The consolidated financial statements listed below, together with an opinion of KPMG LLP dated March 4, 2013 with respect
thereto, are included in this Form 10-K pursuant to Item 8. Financial Statements and Supplementary Data of this Form 10-K.

HSBC USA Inc. and Subsidiaries:

Report of Independent Registered Public Accounting Firm
Consolidated Statement of Income (L 0ss)

Consolidated Balance Sheet

Consolidated Statement of Cash Flows

Consolidated Statement of Changes in Shareholders’ Equity
HSBC Bank USA, National Association and Subsidiaries:
Consolidated Balance Sheet

Notesto Financial Statements

(8)(2) Not applicable.
(8)(3) Exhibits

3()  Articlesof Incorporation and amendments and supplements thereto (incorporated by reference to Exhibit 3
(a) to HSBC USA Inc.’s Annual Report on Form 10-K for the year ended December 31, 1999, Exhibit 3 to
HSBC USA Inc.’s Quarterly Report on Form 10-Q for the quarter ended September 30, 2000, Exhibits 3.2
and 3.3 to HSBC USA Inc.’s Current Report on Form 8-K filed April 4, 2005; Exhibit 3.2 to HSBC USA
Inc.’s Current Report on Form 8-K filed October 14, 2005 and Exhibit 3.2 to HSBC USA Inc.’s Current
Report on Form 8-K filed May 22, 2006).

3(ii)  Bylawsof HSBC USA Inc., as Amended and Restated effective April 24, 2013 (incorporated by reference to
Exhibit 3.1 to HSBC USA Inc.'s Current Report on Form 8-K filed April 29, 2013).

4.1  Senior Indenture, dated as of March 31, 2009, by and between HSBC USA Inc. and Wells Fargo Bank,
National Association, as trustee, as amended and supplemented (incorporated by reference to Exhibit 4.1 to
HSBC USA Inc.’s Registration Statement on Form S-3, Registration No. 333-158358 and Exhibit 4.2 to
HSBC USA Inc.'s Registration Statement on Form S-3, Registration No. 333-180289).

4.2 Senior Indenture, dated as of March 31, 2006, by and between HSBC USA Inc. and Deutsche Bank
Trust Companies Americas, as trustee, as amended and supplemented (incorporated by reference to
Exhibit 4.1 to HSBC USA Inc.’s Registration Statement on Form S-3, Registration No. 333-133007,
Exhibit 4.16 to HSBC USA Inc.’s Current Report on Form 8-K filed April 21, 2008, Exhibit 4.17 to HSBC
USA Inc.’s Current Report on Form 8-K filed August 15, 2008, Exhibit 4.18 to HSBC USA Inc.’s Current
Report on Form 8-K filed August 15, 2008, Exhibit 4.19 to HSBC USA Inc.’s Current Report on Form 8-K
filed December 16, 2008, and Exhibit 4.20 to HSBC USA Inc.’s Current Report on Form 8-K filed
December 17, 2008).

4.3 Senior Indenture, dated as of October 24, 1996, by and between HSBC USA Inc. and Deutsche Bank
Trust Companies Americas (as successor in interest to Bankers Trust Company), as trustee, as amended and
supplemented (incorporated by reference to Exhibits 4.1 and 4.2 to Post-Effective Amendment No. 1 to
HSBC USA Inc.’s Registration Statement on Form S-3, Registration No. 333-42421, and Exhibit 4.1 to
HSBC USA Inc.’s Current Report on Form 8-K filed November 28, 2005).

4.4 Subordinated Indenture, dated as of October 24, 1996, by and between HSBC USA Inc. and Deutsche Bank
Trust Companies Americas (as successor in interest to Bankers Trust Company), as trustee, as amended and
supplemented (incorporated by reference to Exhibits 4.3, 4.4, 4.5 and 4.6 to Post-Effective Amendment
No. 1 to HSBC USA Inc.’s Registration Statement on Form S-3, Registration No. 333-42421, and
Exhibit 4.1 to HSBC USA Inc.’s Current Report on Form 8-K filed September 27, 2010).

10.1 Deferred Prosecution Agreement dated December 11, 2012, between HSBC Holdings plc, HSBC Bank
USA, N.A., HSBC North AmericaHoldings, Inc., the United States Department of Justice, the United
States Attorney's Office for the Eastern District of New Y ork and the United States Attorney's Office for the
Northern District of West Virginia (incorporated by reference to Exhibit 10.1 to HSBC USA Inc.'s Current
Report on Form 8-K filed December 12, 2012).
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10.2

10.3

104

10.5

12

14

21
23
24
31

32

101.INS
101.SCH
101.CAL
101.DEF
101.LAB
101.PRE

Consent Order dated December 11, 2012, of the Comptroller of the Currency of the United Statesin the
Matter of HSBC Bank USA, N.A. (incorporated by reference to Exhibit 10.2 to HSBC USA Inc.'s Current
Report on Form 8-K filed December 12, 2012).

Consent Order for the Assessment of a Civil Money Penalty dated December 11, 2012, of the Comptroller
of the Currency of the United States in the Matter of HSBC Bank USA, N.A. (incorporated by reference to
Exhibit 10.3 to HSBC USA Inc.'s Current Report on Form 8-K filed December 12, 2012).

Agreement by and between HSBC Bank USA, N.A. McL ean, Virginia and the Office of the Comptroller of
the Currency dated December 11, 2012 (incorporated by reference to Exhibit 10.4 to HSBC USA Inc.'s
Current Report on Form 8-K filed December 12, 2012).

Consent to the Assessment of a Civil Money Penalty dated December 11, 2012, of the United States
Department of Treasury Financial Crimes Enforcement Network in the Matter of HSBC Bank USA, N.A.
(incorporated by reference to Exhibit 10.5 to HSBC USA Inc.'s Current Report on Form 8-K filed
December 12, 2012).

Computation of Ratio of Earnings to Fixed Charges and Earnings to Combined Fixed Charges and Preferred
Stock Dividends.

Code of Ethicsfor Senior Financial Officers (incorporated by reference to Exhibit 14 to HSBC USA Inc.’s
Annual Report on Form 10-K for the year ended December 31, 2006).

Subsidiaries of HSBC USA Inc.
Consent of KPMG LLP, Independent Registered Public Accounting Firm.
Power of Attorney (included on the signature page of this Form 10-K).

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

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

XBRL Instance Document™?

XBRL Taxonomy Extension Schema Document®?

XBRL Taxonomy Extension Calculation Linkbase Document?
XBRL Taxonomy Extension Definition Linkbase Document*?
XBRL Taxonomy Extension Label Linkbase Document*?

XBRL Taxonomy Extension Presentation Linkbase Document™?

Pursuant to Rule 405 of Regulation S-T, includes the following financial information included in HSBC USA Inc.'sAnnual Report on Form 10-K for the year ended December
31, 2012, formatted in eXentsible Business Reporting Language ("XBRL") interactive data files: (i) the Consolidated Statement of Income (Loss) for the year ended December
31, 2012, 2011 and 2010, (ii) the Consolidated Statement of Comprehensive Income (Loss) for the year ended December 31, 2012, 2011 and 2010, (iii) the Consolidated Balance
Sheet as of December 31. 2012 and 2011, (iv) the Consolidated Statement of Changes in Shareholders' Equity for the year ended December 31, 2012, 2011 and 2010, (v) the

Consolidated Statement of Cash Flows for the year ended December 31, 2012, 2011 and 2010, and (vi) the Notes to Consolidated Financial Statements.

As provided in Rule 406T of Regulation S-T, this information shall be not be deemed "filed" for purposes of Section 11 and 12 of the Securities Act of 1933, as amended, and

Section 18 of the Securities Exchange Act of 1934, as amended, or otherwise subject to liability under those sections.

Upon receiving awritten request, we will furnish copies of the exhibits referred to above free of charge. Requests should be
made to HSBC USA Inc., 26525 North Riverwoods Boulevard, Mettawa, 11linois 60045, Attention: Corporate Secretary.
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Index
Accounting: adjustment 39
new pronouncements 117, 134 component of fair value option 179
policies (critical) 41 concentration 162
policies (significant) 134 critical accounting policy 41, 136
Assets: exposure 84
by business segment 203 management 102
consolidated average balances 120 related contingent features 176
fair value measurements 215 related arrangements 210
nonperforming 81, 155, 161 Compliancerisk 100, 114
trading 52, 144 Critical accounting policies and estimates 41, 134
Asset-backed commercial paper conduits 207 Current environment 36
Asset-backed securities 53, 99, 145, 149 Deferred tax assets 47, 181
Audit committee 252, 282 Deposits 53, 90, 168
Auditors’ report: Derivatives:
financial statement opinion 123 accounting policy 45, 140
Balance sheet: cash flow hedges 174
consolidated 126 critical accounting policy 45
consolidated average balances 121 fair value hedges 173
review 49 notional value 177
Basel Il 10, 117 trading and other 174
Basel 111 10, 20, 91, 108, 206 Directors:
Basis of reporting 36, 39 biographies 247
Business: board of directors 247
consolidated performance review 38 executive 247, 250
operations 4 compensation (executives) 258
organization history 4 responsibilities 254
Capital: Discontinued operations 6, 143
2014 funding strategy 92 Employees:
common equity movements 90 compensation and benefits 63
consolidated statement of changes 128 number of 7
regulatory capital 206 Equity:
selected capital ratios 90, 206 consolidated statement of changes 128
Cash flow (consolidated) 129 ratios 90, 206
Cautionary statement regarding forward-looking statements 35 Equity securities available-for-sale 145
Collateral — pledged assets 214 Estimates and assumptions 41, 134
Collateralized debt obligations 99, 220, 222, 224, 226 Eurozone exposures 85
Commercia banking segment results (IFRSs) 66, 203 Executive overview 36
Committees 101, 252 Fair value measurements:
Competition 16 assets and liabilities recorded at fair value on arecurring basis 219
Compliancerisk 100, 114 assets and liabilities recorded at fair value on a non-recurring basis 227
Contingent liabilities 48, 213 control over valuation process 96
Controls and procedures 244 financial instruments 217
Corporate governance and controls 17, 247 hierarchy 96
Customers 7 transfersinto/out of level one and two 97, 222
Credit card fees 59, 124 transfersinto/out of level two and three 98, 222
Credit quality 72 valuation techniques 228
Credit risk: Fiduciary risk 100, 115
accounting policy 41, 136 Financial assets:

designated at fair value 179
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reclassification under IFRSs 39
Financia highlights metrics 32
Financid liabilities:

designated at fair value 179

fair value of financial liabilities 218
Forward looking statements 35
Funding 6, 92
Future prospects 38
Gain on instruments designated at fair value and related derivatives 179
Gains less losses from securities 61, 150
Global Banking and Markets:

balance sheet data (IFRSs) 203

loans and securities reclassified (IFRSs) 203

segment results (IFRSs) 67, 203
Geographic concentration of receivables 84
Goodwill :

accounting policy 139

critical accounting policy 43, 139
Guarantee arrangements 209
Impairment:

available-for-sale securities 148

credit losses 57, 72, 163

nonperforming loans 159

impaired loans 82, 155, 159

Income (loss) from financial instruments designated at fair value, net 59, 179

Income statement 124
Intangible assets 166
Income taxes:
accounting policy 142
critical accounting policy — deferred taxes 47
expense 124
Internal control 244
Interest raterisk 100, 106
Key performance indicators 33
Legal proceedings 31
Leveraged finance transactions 179
Liabilities:
commitments, lines of credit 93, 209
deposits 53, 90, 168
financial liabilities designated at fair value 179
long-term debt 53, 170
short-term borrowings 53, 169
trading 52, 144
Lease commitments 214
Liquidity and capital resources 89
Litigation and regulatory matters 232
Loans:
by category 50, 152

by charge-off (net) 80, 164
by delinquency 78, 162
criticized assets 82, 160
geographic concentration 84
held for sale 49, 51, 165
impaired 82, 159
nonperforming 81, 155, 161
overal review 50
purchases from HSBC Finance 198
risk concentration 162
troubled debt restructures 155
Loan impairment charges — see Provision for credit losses
Loan-to-deposits ratio 34
Market risk 100, 108
Market turmoil:
current environment 36
exposures 37
impact on liquidity risk 99, 103
structured investment vehicles 208
variable interest entities 207
Monolineinsurers 37, 69, 89, 150
Mortgage lending products 53, 152
Mortgage servicing rights 46, 166
Net interest income 54
New accounting pronouncement adopted 134
New accounting pronouncements to be adopted in future periods 117
Off balance sheet arrangements 94
Operating expenses 62
Operational risk 100, 112
Other revenue 59
Other segment results (IFRSs) 71, 203
Pension and other postretirement benefits:
accounting policy 141
Performance, developments and trends 38
Pledged assets 214
Private banking segment results (IFRSs) 70, 203
Profit (loss) before tax:
by segment — IFRSs 203
consolidated 124
Properties 31
Property, plant and equipment:
accounting policy 139
Provision for credit losses 57, 72, 163, 201
Ratios:
capital 90, 206
charge-off (net) 80
credit lossreserverelated 74
delinquency 78
earnings to fixed charges — Exhibit 12
efficiency 34, 63
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financial 34
|oans-to-deposits 34
Real estate owned 130, 227
Reconciliation of U.S. GAAP resultsto IFRSs 39
Refreshed loan-to-value 51
Regulation 7
Related party transactions 195
Reputational risk 100, 115
Results of operations 54
Retail banking and wealth management segment results (IFRSs) 65, 203
Risks and uncertainties 18, 139
Risk elementsin the loan portfolio 161
Risk factors 18
Risk management:
credit 99, 102
compliance 100, 114
fiduciary 100, 115
interest rate 100, 106
liquidity 99, 103
market 100, 108
operational 100, 112
reputational 100, 115
strategic 100, 116
Securities:
fair value 145, 218
impairment 148
maturity analysis 151
Segment results — IFRSs basis:
retail banking and wealth management 65, 203

commercial banking 66, 203

global banking and markets 67, 203

private banking 70, 203

other 71, 203

overal summary 64, 203
Selected financia data 32
Senior management:

biographies 247
Sensitivity:

projected net interest income 111

Share-based payments:
accounting policy 141

Statement of changes in shareholders’ equity 128
Statement of changes in comprehensive income 125

Statement of income (loss) 124
Strategic risk 100, 116
Stresstesting 12, 109
Table of contents 2
Tax expense 124
Trading:
assets 52, 144
derivatives 52, 144
ligbilities 52, 144
portfolios 144
Trading revenue (net) 60
Troubled debt restructures 155
Value at risk 109
Variable interest entities 207
Unresolved staff comments 30

296



HSBC USA Inc.

Signatures

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, HSBC USA Inc. has duly caused this
report to be signed on its behalf by the undersigned, thereunto duly authorized on this the 24th day of February 2014.

HSBC USA INC.

By: /s IRENE M. DORNER
Irene M. Dorner
President and Chief Executive Officer

Each person whose signature appears bel ow constitutes and appoints PD. Schwartz and K. P. Pisarczyk as higher true and lawful
attorneys-in-fact and agents, with full power of substitution and resubstitution, for him/her in his’her name, place and stead, in
any and all capacities, to sign and file, with the Securities and Exchange Commission, this Form 10-K and any and all anendments
and exhibitsthereto, and all documentsin connection therewith, granting unto each such attorney-in-fact and agent full power and
authority to do and perform each and every act and thing requisite and necessary to be done, as fully to all intents and purposes
as he/she might or could do in person, hereby ratifying and confirming all that such attorneys-in-fact and agents or their substitutes
may lawfully do or cause to be done by virtue hereof.

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following persons
on behalf of HSBC USA Inc. and in the capacities indicated on this the 24th day of February 2014.

Signature Title
/1. M. DORNER President, Chief Executive Officer, Chairman and Director
(1. M. Dorner) (as Principal Executive Officer)
/s P. D. AMEEN Director
(P. D. Ameen)
/S/'J. A. BADER Director
(J. A. Bader)
/9 K. M. BLAKELY Director
(K. M. Blakely)
/s W. R. P. DALTON Director
(W. R. P. Dalton)
/9 A. DISNEY Director
(A. Disney)
/9 R. K. HERDMAN Director
(R. K. Herdman)
/9 R.A. JALKUT Director
(R. A. Jalkut)
/9 S. MINZBERG Director
(S. Minzberg)
/Y N. G. MISTRETTA Director
(N. G. Mistretta)
/s/ E. K. FERREN Executive Vice President, Chief Financial Officer and Chief Accounting
(E. K. Ferren) Officer

(as Principal Financial Officer and Principal Accounting Officer)
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Exhibit Index

3()

3(ii)

41

4.2

4.3

4.4

10.1

10.2

10.3

104

10.5

12
14

21
23

Articles of Incorporation and amendments and supplements thereto (incorporated by reference to
Exhibit 3(a) to HSBC USA Inc.’s Annual Report on Form 10-K for the year ended December 31, 1999,
Exhibit 3to HSBC USA Inc.’s Quarterly Report on Form 10-Q for the quarter ended September 30,
2000, Exhibits 3.2 and 3.3 to HSBC USA Inc.’s Current Report on Form 8-K filed April 4, 2005;
Exhibit 3.2 to HSBC USA Inc.’s Current Report on Form 8-K filed October 14, 2005 and Exhibit 3.2 to
HSBC USA Inc.’s Current Report on Form 8-K filed May 22, 2006).

Bylaws of HSBC USA Inc., asAmended and Restated effective April 24, 2013 (incorporated by
reference to Exhibit 3.1 to HSBC USA Inc.'s Current Report on Form 8-K filed April 29, 2013).

Senior Indenture, dated as of March 31, 2009, by and between HSBC USA Inc. and Wells Fargo Bank,
National Association, as trustee, as amended and supplemented (incorporated by reference to Exhibit 4.1
to HSBC USA Inc.’s Registration Statement on Form S-3, Registration No. 333-158358 and Exhibit 4.2
to HSBC USA Inc.'s Registration Statement on Form S-3, Registration No. 333-180289).

Senior Indenture, dated as of March 31, 2006, by and between HSBC USA Inc. and Deutsche Bank
Trust Companies Americas, as trustee, as amended and supplemented (incorporated by reference to
Exhibit 4.1 to HSBC USA Inc.’s Registration Statement on Form S-3, Registration No. 333-133007,
Exhibit 4.16 to HSBC USA Inc.’s Current Report on Form 8-K filed April 21, 2008, Exhibit 4.17 to
HSBC USA Inc.’s Current Report on Form 8-K filed August 15, 2008, Exhibit 4.18 to HSBC USA Inc.’s
Current Report on Form 8-K filed August 15, 2008, Exhibit 4.19 to HSBC USA Inc.’s Current Report on
Form 8-K filed December 16, 2008, and Exhibit 4.20 to HSBC USA Inc.’s Current Report on Form 8-K
filed December 17, 2008).

Senior Indenture, dated as of October 24, 1996, by and between HSBC USA Inc. and Deutsche Bank
Trust Companies Americas (as successor in interest to Bankers Trust Company), as trustee, as amended
and supplemented (incorporated by reference to Exhibits 4.1 and 4.2 to Post-Effective Amendment No. 1
to HSBC USA Inc.’s Registration Statement on Form S-3, Registration No. 333-42421, and Exhibit 4.1
to HSBC USA Inc.’s Current Report on Form 8-K filed November 28, 2005).

Subordinated Indenture, dated as of October 24, 1996, by and between HSBC USA Inc. and Deutsche
Bank Trust Companies Americas (as successor in interest to Bankers Trust Company), as trustee, as
amended and supplemented (incorporated by reference to Exhibits 4.3, 4.4, 4.5 and 4.6 to Post-Effective
Amendment No. 1 to HSBC USA Inc.’s Registration Statement on Form S-3, Registration

No. 3;33—42421, and Exhibit 4.1 to HSBC USA Inc.’s Current Report on Form 8-K filed September 27,
2010).

Deferred Prosecution Agreement dated December 11, 2012, between HSBC Holdings plc, HSBC Bank
USA, N.A., HSBC North America Holdings, Inc., the United States Department of Justice, the United
States Attorney's Office for the Eastern District of New Y ork and the United States Attorney's Office for
the Northern District of West Virginia (incorporated by reference to Exhibit 10.1 to HSBC USA Inc.'s
Current Report on Form 8-K filed December 12, 2012).

Consent Order dated December 11, 2012, of the Comptroller of the Currency of the United Statesin the
Matter of HSBC Bank USA, N.A. (incorporated by reference to Exhibit 10.2to HSBC USA Inc.'s
Current Report on Form 8-K filed December 12, 2012).

Consent Order for the Assessment of a Civil Money Penalty dated December 11, 2012, of the
Comptroller of the Currency of the United Statesin the Matter of HSBC Bank USA, N.A. (incorporated
by reference to Exhibit 10.3 to HSBC USA Inc.'s Current Report on Form 8-K filed December 12, 2012).

Agreement by and between HSBC Bank USA, N.A. McL ean, Virginia and the Office of the Comptroller
of the Currency dated December 11, 2012 (incorporated by reference to Exhibit 10.4 to HSBC USA
Inc.'s Current Report on Form 8-K filed December 12, 2012).

Consent to the Assessment of a Civil Money Penalty dated December 11, 2012, of the United States
Department of Treasury Financial Crimes Enforcement Network in the Matter of HSBC Bank USA,
NL.A. (incorporated by reference to Exhibit 10.5 to HSBC USA Inc.'s Current Report on Form 8-K filed
December 12, 2012).

Computation of Ratio of Earnings to Fixed Charges and Earnings to Combined Fixed Charges and
Preferred Stock Dividends.

Code of Ethicsfor Senior Financia Officers (incorporated by reference to Exhibit 14 to HSBC USA
Inc.’s Annua Report on Form 10-K for the year ended December 31, 2006).

Subsidiaries of HSBC USA Inc.
Consent of KPMG LLP, Independent Registered Public Accounting Firm.
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24
31

32

101.INS
101.SCH
101.CAL
101.DEF
101.LAB
101.PRE

Pursuant to Rule 405 of Regulation S-T, includes the following financial information included in HSBC USA Inc.'sAnnual Report on Form 10-K for the year ended December
31, 2013, formatted in eXentsible Business Reporting Language ("XBRL") interactive data files: (i) the Consolidated Statement of Income (Loss) for the year ended December
31, 2013, 2012 and 2011, (ii) the Consolidated Statement of Comprehensive Income (Loss) for the year ended December 31, 2013, 2012 and 2011, (iii) the Consolidated Balance
Sheet as of December 31. 2013 and 2012, (iv) the Consolidated Statement of Changes in Shareholders' Equity for the year ended December 31, 2013, 2012 and 2011, (v) the

Power of Attorney (included on the signature page of this Form 10-K).

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

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

XBRL Instance Document™?

XBRL Taxonomy Extension Schema Document'
XBRL Taxonomy Extension Calculation Linkbase Document™®?
XBRL Taxonomy Extension Definition Linkbase Document*?
XBRL Taxonomy Extension Label Linkbase Document™?
XBRL Taxonomy Extension Presentation Linkbase Document™?

1,2)

Consolidated Statement of Cash Flows for the year ended December 31, 2013, 2012 and 2011, and (vi) the Notes to Consolidated Financial Statements.

As provided in Rule 406T of Regulation S-T, this information shall be not be deemed "filed" for purposes of Section 11 and 12 of the Securities Act of 1933, as amended, and

Section 18 of the Securities Exchange Act of 1934, as amended, or otherwise subject to liability under those sections.
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EXHIBIT 12

HSBC USA INC.
COMPUTATION OF RATIO OF EARNINGS TO FIXED CHARGES AND
EARNINGS TO COMBINED FIXED CHARGES AND PREFERRED STOCK DIVIDENDS

Year Ended December 31,
2013 2012 2011 2010 2009

(dollars are in millions)
Ratios excluding interest on deposits:

Income (loss) from continuing OPErationS.........ceeveeeerereeeeeeeeenenens $ (338) $ (1,248) $ 455 $ 1006 $ (167)
[NCOME tAX EXPENSE .....vvvieieieieieieieie bbbttt 71 338 227 439 (98)
Less: Undistributed equity €arnings..........ccoeveereeneeneneeneseeneneens — — — 28 28
Fixed charges:

Interest on:
BOrrowed fuNdS..........coovirrenrineeeese s 40 28 44 78 61
Long-term debt.........ooeoeieeee e 661 671 600 492 514
(@151 £ S SR 53 33 99 5 —
Onethird of rents, net of income from subleases..................... 33 31 31 29 24
Total fixed charges, excluding interest on deposits...........ccccu....... 787 763 774 604 599
Earnings from continuing operations before taxes and fixed
charges, net of undistributed equity earnings...........ccccceeveeenene. 520 (147) 1,456 2,021 306
Ratio of earningsto fixed Charges.........cccommmrcmmmeiisssccnn 66 (19) 188 335 51
Total preferred stock dividend factor™ .............coocoeeoevvevereeeneeenen. $ 103 $ 103 $ 103 $ 106 $ 116

Fixed charges, including the preferred stock dividend factor ....... $ 890 $ 86 $ 877 $ 710 $ 715
Ratio of earnings from continuing operations to combined fixed

charges and preferred stock dividends..............cococvvvvvrrrnene, .58 (.17) 1.66 2.85 43
Ratios including interest on deposits: -
Total fixed charges, excluding interest on deposits..........cccceueue.. $ 787 $ 763 $ 7714 $ 604 $ 599
Add: Interest 0N dePOSITtS. .......cvrveeerieereereeseseee e 184 316 251 329 551
Total fixed charges, including interest on deposits....................... $ 971 $ 1079 $ 1025 $ 933 $ 1,150
Earnings from continuing operations before taxes and fixed ~
charges, net of undistributed eguity €earnings............cccovueuene. $ 520 $ (147) $ 1456 $ 2021 $ 306
Add: Interest 0N dePOSITS........covcuireerericecerer s 184 316 251 329 551
TOLEL ... $ 704 $ 169 $ 1,707 $ 2350 $ 857
Ratio of earningsto fixed charges.......ccccovcvmrconrconcomncesnce. 73 16 167 252 .75
Fixed charges, including the preferred stock dividend factor ...... $§ 890 $ 866 $ 877 $ 710 $ 715
Add: Interest 0N dePOSITS.......ccovruireeriricieceres e 184 316 251 329 551
Fixed charges, including the preferred stock dividend factor and
INErESt ON JEPOSIES .....oovvveeveseveseiesssies s $ 1074 $ 1182 $ 1128 $ 1039 $ 1,266
Ratio of earnings from continuing operations to combined fixed
charges and preferred stock dividends...........ccoeovveeneicneienenene .66 14 151 2.26 .68

(1) Preferred stock dividends grossed up to their pretax equivalents.



Subsidiaries of HSBC USA Inc.

U.S. Affiliates

Names of Subsidiaries

Cabot Park Holdings, Inc.

Capco/Cove, Inc.

Card-Flo#1, Inc.

Card-Flo #3, Inc.

CBS/Holdings, Inc.

Eagle Rock Holdings, Inc.

Ellenville Holdings, Inc.

F-Street Holdings, Inc.

Giller Ltd.

GWML Holdings, Inc.

Hampton OwnersLLC

Hampton | OwnersLLC

Hampton || OwnersLLC

Hampton 111 OwnersLLC

Hampton IV OwnersLLC

High Meadow Management, Inc.

HITG, Inc.

Housing (USA) LLP

HSBC AFS (USA) LLC

HSBC Bank USA, National Association
HSBC Columbia Funding, LLC

HSBC Diamond (USA) LP

HSBC Global Asset Management (USA) Inc.
HSBC Insurance Agency (USA) Inc.

HSBC International Finance Corporation (Delaware)
HSBC Jade Limited Partnership

HSBC Land Title Agency (USA) LLC
HSBC Logan HoldingsUSA, LLC

HSBC Mortgage Corporation (USA)

HSBC Overseas Corporation (Delaware)
HSBC Overseas Investments Corporation (New Y ork)
HSBC Private Bank I nternational

HSBC Processing Services (USA) Inc.
HSBC Realty Credit Corporation (USA)
HSBC Retail Credit (USA) Inc.

HSBC Trust Company (Delaware), National Association
HSBC USA Capital Trust |

HSBC USA Capital Trust 1

USAor
U.S. State

Organized

Delaware
New York
Delaware
Delaware
New York
New York
New York
Delaware
New York
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
New York
Delaware
Delaware
New York
USA
Delaware
Delaware
New York
New York
USA
Nevada
New York
Delaware
Delaware
Delaware
Maryland
USA
Delaware
Delaware
New York
USA
Delaware
Delaware
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Icon Brickell LLC

Katonah Close Corp.

LLV 345 SHN HoldingsLLC

MM Mooring #2 Corp.

Oakwood Holdings, Inc.

One Main Street, Inc.

PTCNew LLC

R/CLIP Corp.

REDUS Halifax Landing, LLC
REDUS Imagine, LLC

Republic Overseas Capital Corporation
Somers & Co.

Timberlink Settlement Services (USA) Inc.
Tower Holding New Y ork Corp.
TPBC Acquisition Corp.

Trumball Management, Inc.
Westminster House, LLC

Non-U.S. Affiliates:

Names of Subsidiaries

HSBC Alternative Investments (Guernsey) Limited
HSBC Financial Services (Uruguay) S.A.

Delaware
Florida

New York
Nevada

New York
New York
Florida

Delaware
Delaware
Delaware
Delaware
New York
New York
Delaware
New York
Florida

New York
Delaware

Country
Organized

Guernsey
Uruguay



EXHIBIT 23

Consent of Independent Registered Public Accounting Firm

The Board of Directors and Sharehol ders of
HSBC USA Inc.:

We consent to the incorporation by referencein Registration Statement No. 333-180289 on ASR of HSBC

USA Inc. of our report dated February 24, 2014, with respect to the consolidated balance sheet of HSBC USA Inc.

and subsidiaries as of December 31, 2013 and 2012, and the related consolidated statements of income (loss),

comprehensive income (loss), changes in shareholders' equity, and cash flows for each of the yearsin the

period ended December 31, 2013, and the consolidated balance sheet of HSBC Bank USA, National Association and

subsidiaries as of December 31, 2013 and 2012, which report appears in the December 31, 2013 annua report on
of HSBC USA Inc.

/9 KPMGLLP
New York, New York
February 24, 2014



EXHIBIT 31

Certification of Chief Executive Officer and Chief Financial Officer
Pursuant to Section 302 of The Sarbanes-Oxley Act of 2002

Certification of Chief Executive Officer
I, Irene M. Dorner, President, Chief Executive Officer and Chairman of the Board of HSBC USA Inc., certify that:
1. | have reviewed this annual report on Form 10-K of HSBC USA Inc.;

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

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

4. The registrant’s other certifying officer and | are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(€)) and internal control over financial reporting (as defined
in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

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

b) designed such internal control over financial reporting, or caused such internal control over financial reporting to
be designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the
preparation of financial statements for external purposes in accordance with generally accepted accounting principles;

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

d) disclosed in thisreport any change in the registrant’sinternal control over financial reporting that occurred during
the registrant’s most recent fiscal quarter that has materially affected, or is reasonably likely to materially affect, the registrant’s
internal control over financial reporting; and

5. Theregistrant’s other certifying officer and | have disclosed, based on our most recent evaluation of internal control over
financial reporting, to the registrant’sauditors and the audit committee of the registrant’sboard of directors (or persons performing
the equivalent functions):

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

b) any fraud, whether or not material, that involves management or other employees who have a significant role in
the registrant’s internal control over financial reporting.

Date: February 24, 2014

/s IRENE M. DORNER

Irene M. Dorner

President, Chief Executive

Officer and Chairman of the Board




Certification of Chief Financial Officer
I, Eric K. Ferren, Executive Vice President and Chief Financial Officer of HSBC USA Inc., certify that:
1. I have reviewed this annual report on Form 10-K of HSBC USA Inc.;

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

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

4. The registrant’s other certifying officer and | are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(€e)) and internal control over financial reporting (as defined
in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

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

b) designed such internal control over financial reporting, or caused such internal control over financial reporting to
be designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the
preparation of financial statements for external purposes in accordance with generally accepted accounting principles;

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

d) disclosed in thisreport any change in the registrant’sinternal control over financial reporting that occurred during
the registrant’s most recent fiscal quarter that has materially affected, or is reasonably likely to materially affect, the registrant’s
internal control over financial reporting; and

5. Theregistrant’s other certifying officer and | have disclosed, based on our most recent evaluation of internal control over
financial reporting, to theregistrant’s auditors and the audit committee of the registrant’sboard of directors (or persons performing
the equivalent functions):

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

b) any fraud, whether or not material, that involves management or other employees who have a significant role in
theregistrant’sinternal control over financial reporting.

Date: February 24, 2014

/9 ERIC K. FERREN

Eric K. Ferren

Executive Vice President and
Chief Financial Officer




EXHIBIT 32

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

Certification Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002

The certification set forth below is being submitted in connection with the HSBC USA Inc. (the “Company”) annual report on
Form 10-K for the period ending December 31, 2013 as filed with the Securities and Exchange Commission on the date hereof
(the “Report™) for the purpose of complying with Rule 13a-14(b) or Rule 15d-14(b) of the Securities Exchange Act of 1934 (the
“Exchange Act”) and Section 1350 of Chapter 63 of Title 18 of the United States Code.

I, Irene M. Dorner, President, Chief Executive Officer and Chairman of the Board of the Company, certify that:
1. the Report fully complies with the requirements of Section 13(a) or 15(d) of the Exchange Act; and

2. the information contained in the Report fairly presents, in all material respects, the financial condition and results
of operations of HSBC USA Inc.

Date: February 24, 2014

/s IRENE M. DORNER

Irene M. Dorner

President, Chief Executive

Officer and Chairman of the Board




Certification pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002

The certification set forth below is being submitted in connection with the HSBC USA Inc. (the “Company”) annual report on
Form 10-K for the period ending December 31, 2013 as filed with the Securities and Exchange Commission on the date hereof
(the “Report”) for the purpose of complying with Rule 13a-14(b) or Rule 15d-14(b) of the Securities Exchange Act of 1934 (the
“Exchange Act”) and Section 1350 of Chapter 63 of Title 18 of the United States Code.

I, Eric K. Ferren, Executive Vice President and Chief Financial Officer of the Company, certify that:
1. the Report fully complies with the requirements of Section 13(a) or 15(d) of the Exchange Act; and

2. the information contained in the Report fairly presents, in all material respects, the financial condition and results
of operations of HSBC USA Inc.

Date: February 24, 2014

/s ERIC K. FERREN

Eric K. Ferren

Executive Vice President and
Chief Financia Officer

These certifications accompany each Report pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 and shall not, except to
the extent required by the Sarbanes-Oxley Act of 2002, be deemed filed by HSBC USA Inc. for purposes of Section 18 of the
Securities Exchange Act of 1934, as amended.

Signed originals of these written statements required by Section 906 of the Sarbanes-Oxley Act of 2002 have been provided to
HSBC USA Inc. and will be retained by HSBC USA Inc. and furnished to the Securities and Exchange Commission or its staff
upon request.



	Cover Page
	Table of Contents
	Part I
	Item 1. Business
	Organization History and Acquisition by HSBC
	HSBC North America Operations
	HSBC USA Inc. Operations
	Funding
	Employees and Customers
	Regulation and Competition
	Corporate Governance and Controls

	Item 1A. Risk Factors
	Item 1B. Unresolved Staff Comments
	Item 2. Properties
	Item€3. Legal Proceedings
	Item 4. Submission of Matters to a Vote of Security Holders

	Part II
	Item 5. Market for the Registrant's Common Equity, Related Stockholder Matters and Issuer Purchases of Equity Securities
	Item 6. Selected Financial Data
	Item 7. Management s Discussion and Analysis of Financial Condition and Results of Operations
	Forward-Looking Statements
	Executive Overview
	Basis of Reporting
	Critical Accounting Policies and Estimates
	Balance Sheet Review
	Results of Operations
	Segment Results - IFRSs Basis
	Credit Quality
	Liquidity and Capital Resources
	Off-Balance Sheet Arrangements, Credit Derivatives and Other Contractual Obligations
	Fair Value
	Risk Management
	New Accounting Pronouncements to be Adopted in Future Periods
	Glossary of Terms
	Consolidated Average Balances and Interest Rates

	Item 7A. Quantitative and Qualitative Disclosures about Market Risk
	Item€8. Financial Statements and Supplementary Data
	Report of Independent Registered Public Accounting Firm
	Consolidated Statement of Income
	Consolidated Statement of Comprehensive Income
	Consolidated Balance Sheet
	Consolidated Statement of Changes in Shareholder's Equity
	Consolidated Statement of Cash Flows
	Balance Sheet HSBC Bank USA
	Notes to Consolidated Financial Statements
	1. Organization
	2. Summary of Significant Accounting Policies and New Accounting Pronouncements
	3. Discontinued Operations
	4. Trading Assets and Liabilities
	5. Securities
	6. Loans
	7. Allowance for Credit Losses
	8. Loans Held for Sale
	9. Properties and Equipment, Net
	10. Intangible Assets
	11. Goodwill
	12. Deposits
	13. Short-Term Borrowings
	14. Long-Term Debt
	15. Derivative Financial Instruments
	16. Fair Value Option
	17. Income Taxes
	18. Preferred Stock
	19. Accumulated Other Comprehensive Income (Loss)
	20. Share-Based Plans
	21. Pension and Other Postretirement Benefits
	22. Related Party Transactions
	23. Business Segments
	24. Retained Earnings and Regulatory Capital Requirements
	25. Variable Interest Entities
	26. Guarantee Arrangements, Pledged Assets and Collateral
	27. Fair Value Measurements
	28. Litigation and Regulatory Matters
	29. Financial Statements of HSBC USA Inc. (Parent)


	Selected Quarterly Financial Data (Unaudited)
	Item 9. Changes in and Disagreements with Accountants and Financial Disclosure
	Item 9A. Controls and Procedures
	Item 9B. Other Information

	Part III
	Item 10. Directors, Executive Officers and Corporate Governance
	Item 11. Executive Compensation
	Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters
	Item 13. Certain Relationships and Related Transactions, and Director Independence
	Item 14. Principal Accounting Fees and Services

	Part IV
	Item 15. Exhibits and Financial Statement Schedules

	Index
	Signatures
	Exhibit Index
	Exhibit 12
	Exhibit 21 Subsidiaries of HSBC USA Inc.
	Exhibit 23
	Exhibit 31 - CEO Irene Dorner
	Exhibit 31 - CFO Eric Ferren
	Exhibit 32 - CEO Irene Dorner
	Exhibit 32 - CFO Eric Ferren

