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Part 1. FINANCIAL INFORMATION

Item 1. Financial Statements

CONSOLIDATED STATEMENT OF INCOME (LOSS) (UNAUDITED)

Three Months Ended Six Months Ended
June 30, June 30,
2013 2012 2013 2012
(in millions)

Finance and other iNterest iNCOME ........ccueueucurceeeeeee et seees $ 591 $ 858 $ 1364 $ 1,765
Interest expense on debt held by:

HSBC @ffilIaES ....ecvieeeiietereeere e 50 40 101 80

N0 B i T 1= =S 303 427 631 886
INEEIESE EXPENSE. .....veiviieiecereere sttt s 353 467 732 966
NEL INTEIEST INCOME... ettt bbbt 238 391 632 799
Provision fOr Credit I0SSES. ..ot 267 738 291 1,529
Net interest income (loss) after provision for credit 10SSes..........cccceeveeveceevennne. (29) (347) 341 (730)
Other revenues:

Derivative related iNCOME (EXPENSE).......urverireeereeerieerieesieessesesseessenessessssenes 186 (424) 86 (219)

Gain (loss) on debt designated at fair value and related derivatives................. 119 92 135 (304)

Servicing and other fees from HSBC affiliates.........ccoovrvinrccneicneinecee 6 9 13 18

Lower of amortized cost or fair value adjustment on receivables held for sale 372 (1,547) 826 (1,547)

Other INCOME (0SS) ....cuveueeiuertierieieiere ettt bbb (55) 5 (78) (8)
TOtal OtNEI FEVENUES.......ccueieeeieeiecee ettt st sr e e ne e neens 628 (1,865) 982 (2,060)
Operating expenses:

Salaries and employee DENEFITS.........coirere e 51 35 115 79

Occupancy and equipment EXPENSES, NEL.......cccveerirrirrereeree e 9 11 18 21

Real estate OWNE EXPENSES........covverrierrierrere et es 20 20 42 49

Other servicing and adminiStrative EXPENSES........coeverirererieerieese e 48 94 153 160

Support services from HSBC affiliates.........cooveevinvinnircnec e 67 79 135 145
Total OPErating EXPENSES......ccviieiieereieiteseeite et e e e e re e resresbestesresrebesseseeseeneens 195 239 463 454
Income (loss) from continuing operations before incometax ..........coecveeerenennen. 404 (2,451) 860 (3,244)
Income tax (eXpense) BENEFit........cccvveereeer e (133) 939 (285) 1,227
Income (loss) from continuing OPerations...........ccccceeceeevievecesie e 271 (1,512) 575 (2,017)
Discontinued operations (Note 2):

Income (loss) from discontinued operations before incometax..........cccueu....... (76) 2,164 (195) 2,721

Income tax DENEFit (EXPENSE) ...ovvevireirieirieesese et 25 (910) 66 (1,117)
Income (loss) from discontinued Operations............cccccoveveeeeeececececeeeeeeee (51) 1,254 (129) 1,604
NEE INCOME (I0SS) ...uviviviereereteecee ettt ettt be e st se e aetenas $ 220 $ (258) $ 446 $ (413

The accompanying notes are an integral part of the consolidated financial statements.
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CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME (LOSS) (UNAUDITED)

Three Months Ended Six Months Ended
June 30, June 30,
2013 2012 2013 2012
(in millions)
NEL INCOME (I0SS) ..veveviieeeecieee ettt sttt sttt e bt seebesnebesaebe e $ 220 $ (268 $ 446 $ (413
Other comprehensive income (loss), net of tax:
Net change in unrealized gains (losses), net of tax, on:
Derivatives designated as cash flow hedges.........cccveverninnienseneeneene 38 5) 206 50
Securities available-for-sale, not other-than temporarily impaired............... — 15 (115) 6
Other-than-temporarily impaired debt securities available-for-sdle.............. — 1 1) 1
Pension and postretirement benefit plan adjustments, net of tax 1 1 1 1
Foreign currency tranglation adjustments, Net of taX ..........cccovvrernereeieneiennene 9 5) (11) —
Other comprehensive iNCOME, NEt OF tAX.......c.coveveeeiieieie e 48 7 80 58
Total comprehensive iNCOME (I0SS).......ccveveereieeeeietee et $ 268 $ (251) $ 526 $ (355

The accompanying notes are an integral part of the consolidated financial statements.
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CONSOLIDATED BALANCE SHEET (UNAUDITED)

June 30, December 31,
2013 2012

(in millions,
except share data)

Assets
7 L 3 T $ 261 $ 197
Interest bearing deposits With DANKS ..o 434 1,371
Securities purchased under agreementSto FESEll........oociiiiiiiie e 5,342 2,160
SeCUritieS aVailabl E-FOr-SAIB........oiiicee e — 80
Receivables, net (including $4.6 billion and $4.9 billion at June 30, 2013 and December 31, 2012,

respectively, collateralizing [ong-term debt) ........cooevereiercce e 25,933 29,284
RecailvableS held fOr SAlE..........oiiiie e e 4,991 6,203
Properties and eQUIPIMENT, NEL..........oiiiiieee ettt b e e b e s eb e e b saebeseene e 70 71
REBI ESEALE OWNEM.......ceiiecteectee et ettt b et b e st ese et e se et e neebeneene e 298 227
Deferred INCOME tAXES, NEL.......c ittt et sae b be e et e bese e e et e e e e 2,754 3,889
OLNEN @SSELS .....cuevvctieiieietete sttt ettt bttt ettt ettt ese st bebeseee bt ese e b b ebeae et et et et e e esebebene s seseneneas 1,789 1,264
ANSSS kY o) e (1wl la 1 1] TN =0 o o = = 4 o] = R 175 2,032
0] c= L ST TR $ 42,047 $ 46,778
Liabilities -
Debt:

Due o affiliates (including $478 million and $514 million at June 30, 2013 and December 31,
2012, respectively, carried at fair VEIUE)........ccovvureeieirrrreees s $ 8250 $ 9,089

Long-term debt (including $9.5 billion and $9.7 billion at June 30, 2013 and December 31,
2012, respectively, carried at fair value and $2.6 hillion and $2.9 hillion at June 30, 2013 and

December 31, 2012, respectively, collateralized by receivables)...........ccooviiniiiiiiiienceee, 25,278 28,426
101 0 L= o TSRS 33,528 37,515
Derivative related lHaDIlITIES........cociiiireeeee e sttt see e 3 22
Liability for postretirement DENEFITS ..o e 254 263
(@101 B T o L (=TT 1,474 1,372
Liabilities of disCONtiNUEd OPEraliONS.........c.coveieireieeese et estese e e e reere st sre st e e see e e s eneeneens 229 1,501
QIO t= LN Lo TSRS 35,488 40,673
Shareholders’ equity
Redeemable preferred stock:

Series B (1,501,100 shares authorized, $0.01 par value, 575,000 shares issued and outstanding).. 575 575
Series C (1,000 shares authorized, $0.01 par value, 1,000 shares issued and outstanding)............. 1,000 1,000

Common shareholder’ s equity:
Common stock ($0.01 par value, 100 shares authorized; 68 sharesissued at both June 30, 2013

and December 31, 2012, rESPECHIVEIY) ..vviiiiireriereerieeseeseeese st se e e e ne e enens — —
Additional Paid-in CPITEAL..........cceiireeeee e b et 23,964 23,974
ACCUMUIAEEA AEFICIT ...ttt (18,803) (19,187)
Accumulated other COMPIENENSIVE 10SS......c.cciiiiieise et e e e 177 (257)
Total common Sharehol A’ S EQUILY ........ccoeririiieieie et e 4,984 4,530
Total SharehOlAErS” BUUILY.......covveiieeiree ettt sttt e et 6,559 6,105
Total liabilities and ShareNolders” EQUILY........cccieveieeeieesces e $ 42,047 $ 46,778

The accompanying notes are an integral part of the consolidated financial statements.
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CONSOLIDATED STATEMENT OF CHANGES IN SHAREHOLDERS’ EQUITY (UNAUDITED)

Six Months Ended June 30, 2013

2012

(dollars are in millions)

Preferred stock

Balance at the beginning and end of PEMOU ........cccerrrrrrrnrre e eneeees $ 1575 $ 1575
Common shareholder’s equity
Common stock
Balance at beginning and end Of PEriod ..o e — —
Additional paid-in capital
Balance at beginning Of PEITOU..........cccvii i e 23,974 23,966
Employee benefit plans, including transfers and Other ... (10) 1
Balance at €nd Of PEIHTOU ... ...coeiiiieeeeie ettt st 23,964 23,967
Accumulated deficit
Balance at beginning Of PEFTOU. ... e e (19,187) (18,219)
NS T g Tete T (oSS PSSR 446 (413)
Dividends 0N Preferred SLOCK..... ... (62) (62)
Balance at end Of PEIOA..........coiiiieiceie ettt a e ne e ens (18,803) (18,693)
Accumulated other comprehensive loss
Balance at beginning Of PEMOM.........cciriiriire s (257) (396)
Other comMpPreneNSIVE INCOME........ccviiiirese e esertere et seesr e ae e e e eneeneeneeneenens 80 58
Balance at €nd OF PEITOU .......ccovuiiiiieiieesee et s e nse s 177 (338)
Total common shareholder’s equity at end of Period...........ccoocveeveieneisce e 4,984 4,936
Total shareholders' equity at end OF PEFIOU ..........ccovveiieiieec e e $ 6559 $ 6511

The accompanying notes are an integral part of the consolidated financial statements.
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CONSOLIDATED STATEMENT OF CASH FLOWS (UNAUDITED)
Six Months Ended June 30, 2013 2012
(in millions)

Cash flows from operating activities

NS T g Tote T T (o) S $ 446 $ (413)
Income (10ss) from diSCONtiNUEd OPEIatiONS. ........coveeeeiieeeieeiere ettt (129) 1,604
Income (10ss) from CONtiNUING OPEratiONS. ........ccuerieeeeeeeeeee et e e re e re s sresreneeees 575 (2,017)
Adjustments to reconcile income (10ss) to net cash provided by (used in) operating activities:
Provision fOr CrEit IOSSES.......coiriiiricirieiriere ettt b et nentens 291 1,529
Lower of amortized cost or fair value adjustment on receivables held for sale...........coovieiiiiiine, (826) 1,547
Loss on sale of real estate owned, including lower of amortized cost or fair value adjustments.......... 5 24
Depreciation and @mMOFtiZALION...........coe ittt e e e e e e e e e e eneesesaesaesbesaesnen 3 4
Mark-to-market on debt designated at fair value and related derivatives..........cooeveeeeceeenivceccesceseinns 33 532
Foreign exchange and derivative movements on long-term debt and net change in non-fair value
option related derivative assets and liabilities.........c.covicviiicic (463) (701)
Net change in OthEr @SSELS...........cciuiiiiiiii s 622 (459)
Net change in other liaDilities..........cocciiiiiic 75 (420)
(@11 PR 1 1= PO 49 302
Cash provided by operating activities — CONtiNUING OPEIratioNS..........ccccceieieiesieseseeeeree e sese e e e snens 364 341
Cash provided by (used in) operating activities — discontinued Operations...........ccoceeeeereeeerieniesesiesnieens (75) 2,437
Cash provided by Operating aCtiVILIES..........cccviiiiiiie et s esresre e snens 289 2,778
Cash flows from investing activities
Securities:
PUFCNESED ... — (48)
Y 01 =0 SRRSO — 88
1S o OSSOSO RPN — 14
Net change in short-term securities available-for-sale ... 80 (16)
Net change in securities purchased under agreementsto resell...........oooiiiiiiiiiiii, (3,182) (777)
Net change in interest bearing depositsS With Danks............ccocviieinn i 937 (1,690)
Receivables:
L= oo = 1 o] TSR 1,501 1,470
Proceeds from Sales Of reCEIVADIES ..o 3,193 —
Proceeds from sales of real €Stale OWNE .........c.cerirerrereiree e 296 345
Purchases of properties and eQUIPMENT ... s 4 2
Cash provided by (used in) investing activities — continuing OPErationS..........ccccvevereereereeiesiesieseseseneens 2,821 (616)
Cash provided by investing activities — discontinued OPEratioNS............ccovverererereereree e 215 9,089
Cash provided by iNVESLING GCHIVITIES.......ciieiieiesere et sa e se e resreseennens 3,036 8,473
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CONSOLIDATED STATEMENT OF CASH FLOWS (UNAUDITED) (Continued)

Six Months Ended June 30,

2013 2012

Cash flows from financing activities

Debt:

Net change in commercial paper
Net change in due to affiliates

Long-term debt retired

Shareholders’ dividends...........ccoeevveiniinenniense s
Cash used in financing activities — continuing operations
Cash used in financing activities — discontinued operations
Cash used in financing activities
Net changein Cash ..o
Cash at beginning of period®
Cash at end of Period® ..o
Supplemental Noncash Investing and Capital Activities:

Fair value of properties added to real estate owned
Transfer of receivablesto held for sale

(in millions)

............................................................................................................ — (3729
............................................................................................................... (802) (251)
.................................................................. (2,574)  (6,192)
.................................................................. (62) (61)
.......................................................................... (3438)  (10,228)

— (189)

................................................................................................................ (3438)  (10,417)
.................................................................. (113) 834
..................................................................................................................... 397 318
.................................................................. $ 284 $ 1152

................................................................................... $ 376 $ 299
....................................................................................................... 1,537 6,756

@ Cash at beginning of period includes $200 million and $103 million for discontinued operations as of January 1, 2013 and 2012, respectively.
@ Cash at end of period includes $23 million and $185 million for discontinued operations as of June 30, 2013 and 2012, respectively.

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

HSBC Finance Corporation is an indirect wholly owned subsidiary of HSBC North America Holdings Inc. (“HSBC North
America’), whichisanindirect wholly owned subsidiary of HSBC Holdingsplc (“HSBC”). The accompanying unaudited interim
consolidated financial statements of HSBC Finance Corporation and its subsidiaries have been prepared in accordance with
accounting principles generally accepted in the United States of America (“U.S. GAAP”) for interim financial information and
with the instructions to Form 10-Q and Article 10 of Regulation S-X. Accordingly, they do not include all of the information and
footnotes required by generally accepted accounting principles for complete financial statements. In the opinion of management,
all normal and recurring adjustments considered necessary for afair presentation of financial position, results of operations and
cash flowsfor the interim periods have been made. HSBC Finance Corporation and its subsidiaries may also bereferred toin this
Form 10-Q as“we,” “us’ or “our.” These unaudited interim consolidated financia statements should be read in conjunction with
our Annual Report on Form 10-K for the year ended December 31, 2012 (the “2012 Form 10-K”). Certain reclassifications have
been made to prior period amounts to conform to the current period presentation.

The consolidated financial statements have been prepared on the basis that we will continue as a going concern. Such assertion
contemplates the significant |osses recognized in recent years and the challenges we anticipate with respect to a sustainable return
to profitability on a continuing operations basis under prevailing and forecasted economic conditions. HSBC continuesto befully
committed and has the capacity to continue to provide the necessary capital and liquidity to fund continuing operations.

The preparation of financia statementsin conformity with U.S. GAAP requires management to make estimates and assumptions
that affect theamountsreportedin thefinancia statementsand accompanying notes. Actual resultscould differ from those estimates.
Unlessotherwisenoted, informationincluded inthese notesto the consolidated financial statementsrel atesto continuing operations
for all periods presented. See Note 2, “Discontinued Operations,” for further details. Interim results should not be considered
indicative of resultsin future periods.

2. Discontinued Operations

2012 Discontinued Operations:

Insurance OnMarch 29, 2013, we sold our interest in substantially all of our insurance subsidiariesto Enstar Group Ltd. (“Enstar”)
for $153 million in cash and recorded a gain on sale of $21 million ($13 million after-tax), which is reflected in the table bel ow.
During the twelve months ended December 31, 2012, we had previously recorded alower of amortized cost or fair value less cost
to sell adjustment of $119 million ($90 million after-tax).
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The following summarizes the operating results of our discontinued Insurance business for the periods presented:

Three Months Ended Six Months Ended
June 30, June 30,
2013 2012 2013 2012
(in millions)
Net interest income and other revenues™ ...............cooovveeveeeueerieeeeeeeeeeeee e, $ @%$ @(@WS$ 70 % 64
Income (loss) from discontinued operations before incometax ........ccccoeveevveevnnnns @) (89) 6 (100)

@ Interest expense, which isincluded as acomponent of net interest income, 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.

The following summarizes the assets and liabilities which are part of our discontinued Insurance operations at June 30, 2013 and
December 31, 2012, which are reported as a component of Assets of discontinued operations and Liabilities of discontinued
operations in our consolidated balance sheet.

December 31,

June 30, 2013 2012
(in millions)

L 0 $ — $ 2
Interest bearing deposits With BaNKS ..o — 29
AVai 8Dl E-TOr-Sal€ SECUNTIES. .......cueieeirieirie ettt naenn — 1,411
(@141 =S (SRS — 226
Assets of discontinUEd OPEILIONS..........ccviiiire e e e e resre s $ — $ 1,668
Insurance Policy and ClaiM FESEIVES .........coui ittt ettt ettt be e ae bt $ — $ 988
(@1 3T= 1= o =T — 224
Liabilities of diScontinUed OPEIatioNS. ...........c.ceieieeeverieeeeseetee ettt ee et es $ — $ 1,212

Commercial Our Commercial business has been in run-off since 1994. Prior to the second quarter of 2012, this business continued
to be reported within continuing operations as we continued to generate cash flow from the ongoing collection of the receivables,
including interest and fees. Beginning in the second quarter of 2012, we have reported our Commercia businessin discontinued
operations as there are no longer any outstanding receivable balances or any remaining significant cash flows generated from this
business. Our Commercia business was previously included in the “ All Other” caption in our segment reporting. The following
summarizes the operating results of our discontinued Commercial business for the periods presented:

Three Months Ended Six Months Ended

June 30, June 30,
2013 2012 2013 2012
(in millions)
Net interest income and other reVENUES™ ............ooc.evveecveeceeeee e $ 7% 1$ 8% 22
Income from discontinued operations before income tax..........cooevveereveveseneseeceene 3 — 4 20

@ Interest expense, which isincluded as acomponent of net interest income, 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.

2011 Discontinued Operations:

Card and Retail Services On May 1, 2012, HSBC, through itswholly-owned subsidiariesHSBC Finance Corporation, HSBC USA
Inc. and other wholly-owned affiliates, sold its Card and Retail Services businessto Capital One Financia Corporation (“Capital
One”) for apremium of 8.75 percent of receivables. In addition to receivabl es, the sale included real estate and certain other assets
and liabilities which were sold at book value or, in the case of real estate, appraised value. Under the terms of the agreement,
interests in facilities in Chesapeake, Virginia; Las Vegas, Nevada; Mettawa, lllinois; Volo, Illinois; Hanover, Maryland; Salinas,
Cdlifornia; Sioux Falls, South Dakota and Tigard, Oregon were sold or transferred to Capital One, although we have entered into
site-sharing arrangements for certain of theselocations for aperiod of time. Thetotal cash consideration was $11.8 billion, which

10
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resulted in apre-tax gain of $2.2 hillion ($1.4 billion after-tax) being recorded during the second quarter of 2012. The mgjority of
the employees in our Card and Retail Services business transferred to Capital One. As such, no significant one-time closure or
severance costs were incurred as a result of this transaction. Our Card and Retail Services business is reported in discontinued
operations.

The following summarizes the operating results of our discontinued Card and Retail Services business for the periods presented:

Three Months Ended Six Months Ended
June 30, June 30,
2013 2012 2013 2012
(in millions)
Net interest income and other FeVENUEST@ ..ot eeeee e $ — $ 2431 $ — $ 3356
Income (loss) from discontinued operations before income tax®@® __..................... (72) 2253 (205) 2,801

@ Interest expense, which isincluded as a component of net interest income, 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.

@ For the six months ended June 30, 2012, amount includes a gain of $79 million resulting from the sale of account relationships to HSBC Bank USA which
we had previously purchased from HSBC Bank USA in July 2004.

For the six months ended June 30, 2013, amount includes an incremental expense of $100 million recorded based on additional information received relating
to actions taken and to be taken in connection with an industry review of enhancement services products. We continue to review information relating to our
enhancement services products. As additional information becomes available, further adjustments may be required. Additionally for the three and six months
ended June 30, 2013, the amounts also reflect alegal accrual of $40 million as well as expenses related to activities to complete the separation of the credit
card operational infrastructure between us and Capital One. We expect costs associated with the separation of the credit card operationa infrastructure to
continue through the remainder of 2013. See Note 16, "Litigation and Regulatory Matters," for further discussion of the legal accrual.

The following summarizes the assets and liabilities of our discontinued Card and Retail Services business at June 30, 2013 and
December 31, 2012 which are reported as a component of Assets of discontinued operations and Liabilities of discontinued
operations in our consolidated balance sheet.

June 30, December 31,

2013 2012

(in millions)
(O S 0 TSRS $ 22 $ 197
OLNET @SSELS ... ceveteieirtrt ettt bttt ettt b et s e b bt se bbbt e b b e Rt e e A b e b e e e e e b e b et E b b e Rt e e bk e e e bt et e e 71 84
ASSELS Of diSCONtINUEA OPEFBLIONS. .....c.civereeteieteriete sttt st sttt se b see e see e b $ 93 $ 281
OGN HHADITHES™ ...vvvevoveereeeesssereeeesseceeessss s $ 228 $ 283
Liabilities Of diSCONtiNUEd OPEIaLIONS..........cerveirieerieerreeetese st er st ss e s e snenis $ 228 % 283

@ AtJune 30, 2013 and December 31, 2012, other liabilities primarily consists of amountsdueto Capital Onefor cash coll ectionswe have received on customer

accountswhilewe continueto service these accountson aninterim basis. Additionally at June 30, 2013 and December 31, 2012, other liabilitiesalsoincludes
$158 million and $59 million, respectively, with respect to enhancement services products as discussed above.
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3. Securities

Securities Available-for-Sale During the first quarter of 2013, we liquidated our remaining securities available-for-sale portfolio
and, as aresult, do not have any available-for-sale securities at June 30, 2013. Securities consisted of the following available-for-
sale investments for continuing operations at December 31, 2012:

Gross Gross
Amortized Unrealized Unrealized Fair
December 31, 2012 Cost Gains Losses Value
(in millions)
Money Market fUNS.........cceeverereereceeee s $ 80 $ — % — % 80
Securitiesavailable-for-Sale..........coveeeiiciece e $ 80 $ — % — % 80

Securities Purchased Under Agreements to Resell Securities purchased under agreements to resell ("Resale Agreements') are
treated as collateralized financing transactions and are carried on our balance sheet at the amount advanced plus accrued interest
with a balance of $5.3 billion and $2.2 hillion at June 30, 2013 and December 31, 2012, respectively. Resale Agreements are
collateralized by securities, and the market value of the securitiesisregularly monitored, with additional collateral obtained when
appropriate. At June 30, 2013 and December 31, 2012, the market value of the securities obtained as collateral exceeded the
carrying value of the Resale Agreements.

4. Receivables

Receivables consisted of the following:

December 31,

June 30, 2013 2012
(in millions)

Real estate secured:
TSt TIEN. ettt ettt te et et eebesbe et e besbesae s ente e e e eaeeseeaeeaeeteeaeereebeetens $ 25,798 $ 29,301
RS w70 o I 1= oS 3,314 3,638
Total real estate Secured reCaIVADIES..........coii e nreens 29,112 32,939
HSBC acquisition purchase accounting fair value adjustments............coceovverneinennenneneseseeeene 40 43
ACCIUE fINANCE INCOME.......eeieeectice st et e e re et s e s re st e s ae e st e e see e ense e eneeseenessesnenresresnens 879 909
Credit 10SS reServe fOr FECEIVADIES ........ccuceeeece e e re s re bt e (4,098) (4,607)
TOtal FECEIVADIES, NEL.....ccviieiceieecee ettt st s et e st ese e st et et et e sessesssssesbesbesresresbeseesenas $ 25,933 $ 29,284

HSBC acquisition purchase accounting fair value adjustments represent adjustments which have been “pushed down” to record
our receivables at fair value at the date of acquisition by HSBC.

Net deferred origination feesand coststotaled $205 million and $221 million at June 30, 2013 and December 31, 2012, respectively,
and areincluded in the receivable balance. Net unamortized premium on our receivables totaled $114 million and $127 million at
June 30, 2013 and December 31, 2012, respectively.

Collateralized funding transactions Secured financings previously issued under public trusts with a balance of $2.6 hillion at
June 30, 2013 are secured by $4.6 billion of closed-end real estate secured receivables. Secured financings previoudly issued under
public trusts with a balance of $2.9 hillion at December 31, 2012 were secured by $4.9 billion of closed-end real estate secured
receivables.

Age Analysis of Past Due Receivables The following tables summarize the past due status of our receivables at June 30, 2013 and
December 31, 2012. The aging of past due amountsis determined based on the contractual delinquency status of payments made
under the receivable. An account is generally considered to be contractually delinquent when payments have not been made in
accordance with the loan terms. Delinquency status may be affected by customer account management policies and practices such
asre-age.
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Days Past Due

Total Total
June 30, 2013 30 - 89 days 90+ days Past Due Current?  Receivables®
(in millions)
Real estate secured:
T2 [T=! OO OO $ 2563 $ 1522 $ 408 $ 21713 $ 25798
SECONA HBN ..o 258 186 444 2,870 3,314
Total real estate secured receivables™..............ccocoeeeeee... $ 2821 $ 1708 $ 4529 $ 24583 $ 29,112
Days Past Due Total Total
December 31, 2012 30— 89 days 90+ days Past Due Current?  Receivables?®
(in millions)
Real estate secured:
FAESEHEN oo $ 2759 $ 2748 $ 5507 $ 23794 $ 29,301
SECONA HBN ... 316 239 555 3,083 3,638
Total real estate secured receivables ..............ccccooveee.e.. $ 3075 $ 2987 $ 6062 $ 26877 $ 32939

@ Receivables less than 30 days past due are presented as current.

@ Thereceivable balancesincluded in thistable reflects the principal amount outstanding on the loan and certain basis adjustmentsto the [oan such as deferred
feesand costson originated | oans, purchaseaccounting fair val ueadjustmentsand premiumsor discountson purchased | oans. However, thesebasi sadjustments
on theloansare excluded in other presentations of dollars of two-months-and-over contractual delinquency and nonperforming receivable account balances.

®  Our real estate secured receivables have historically been maintained on two mortgage loan servicing platforms which resulted in differences relating to
how contractual delinquency is measured. In April 2013, we moved all closed-end real estate secured receivables onto one platform which resulted in the
substantial majority of our real estate secured receivables utilizing the same platform. While we experienced an increase in dollars of two-months-and-over
contractual delinquency asof June 30, 2013 for thereceivabl esthat weremoved to thedifferent platform, much of theincrease hasbeen offset by improvements
in credit quality in other parts of our real estate secured receivable portfolio.

Nonaccrual receivables Nonaccrual consumer receivables and nonaccrual receivables held for sale are all receivables which are
90 or more days contractually delinquent as well as second lien loans (regardless of delinquency status) where the first lien loan
that we own or serviceis 90 or more days contractually delinquent. Nonaccrual receivables do not include receivables which have
made qualifying payments and have been re-aged such that the contractual delinquency status has been reset to current. If are-
aged loan subsequently experiences payment default and becomes 90 or more days contractually delinquent, it will be reported as
nonaccrual. Nonaccrual receivables and nonaccrual receivables held for sale are summarized in the following table.

June 30, December 31,
2013 2012
(in millions)
Nonaccrual receivable portfolios:
RE8l €StAE SECUTEAM ...t $ 1579 $ 3032
RecalVabIeS held fOr SAIE.......ocuiceecece e e s s sre e 3,726 2,161
Total NONACCIUAl TECEIVADIES..........ecviiieiei ettt ettt st s s st e st e st e st e te e et e e esesresresresnas $ 5305 $ 5,193

@ At June30, 2013 and December 31, 2012, nonaccrual real estate secured receivables held for investment include $642 million and $1.7 billion, respectively,
of receivables that are carried at the lower of amortized cost or fair value of the collateral less cost to sell. See Note 6, "Receivables Held for Sale," for
discussion of atransfer of a pool of real estate secured receivables that are carried at the lower of amortized cost or fair value of the collateral less cost to
sell to held for sale during the second quarter of 2013.
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The following table provides additional information on our total nonaccrual receivables:

Six Months Ended June 30, 2013 2012
(in millions)
Interest income that would have been recorded if the nonaccrual receivable had been current in
accordance with contractual terms during the Period............coevciririececisie e $ 405 $ 462
Interest income that was recorded on nonaccrual receivables included in interest income on
nonaccrual 10ans during the PEMOU. ..o e 55 80

Troubled Debt Restructurings Troubled debt restructurings (" TDR Loans") represent receivablesfor which theoriginal contractual
terms have been modified to provide for terms that are at less than a market rate of interest for new receivables because of
deterioration in the borrower’s financial status.

Modifications for real estate secured and persona non-credit card receivables may include changes to one or more terms of the
loan, including, but not limited to, achangein interest rate, an extension of the amortization period, areduction in payment amount
and partial forgiveness or deferment of principal. A substantial amount of our modificationsinvolveinterest rate reductionswhich
lower the amount of finance income we are contractually entitled to receive in future periods. By lowering the interest rate and
making other changesto theloan terms, we believe we are abl e to increase the amount of cash flow that will ultimately be collected
from the loan, given the borrower's financial condition. Re-aging is an account management action that resultsin the resetting of
the contractual delinquency status of an account to current which generally requiresthe receipt of two qualifying payments. TDR
Loans are reserved for based on the present value of expected future cash flows discounted at the loans original effective interest
rate which generally resultsin a higher reserve requirement for these loans.

Thefollowingtablepresentsinformation about recel vablesand receivabl eshel d for sal ewhich asaresult of any account management
action taken during the three and six months ended June 30, 2013 and 2012 became classified as TDR Loans.

Three Months Ended Six Months Ended
June 30, June 30,
2013 2012 2013 2012
(in millions)
Real estate secured:

TS 0l 1= o OO SUORSRRRTI $ 492 $ 779 $ 988 $ 2,010
= w0 00 I 1= TSRS 43 70 94 215
Total real EStALE SECUIEd ........cveeceeeeteecee ettt ettt ettt eeareebee e 535 849 1,082 2,225
Personal NON-Credit CArA™ ... — 93 28 240
TOAID ..ottt ettt e e e er e $ 535 $ 942 $ 1,110 $ 2,465

As discussed more fully in Note 6, "Receivables Held for Sale," we sold our personal non-credit card receivable portfolio on April 1, 2013.

The following summarizes the actions taken during the three and six months ended June 30, 2013 and 2012 which resulted in the above receivables being
classified asa TDR Loan.

Three Months Ended Six Months Ended
June 30, June 30,
2013 2012 2013 2012
(in millions)
Interest rate MOAITiCALION ..........ceiuiiecictictee et sr e b b e neeran $ 173 $ 497 $ 392 $ 1,225
Re-age Of Past dUE BCCOUNL ........c.ciiiiieieirieieerie ettt ettt naene s 362 445 718 1,240
1o, = PSR STRRt $ 53 $ 9242 % 1,110 $ 2,465

The decrease in the volume of new TDR Loans during the first half of 2013 is due to the fact that most of the account management
actions taken during the three and six months ended June 30, 2013 were on accounts that were already classified as TDR Loans.
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The following table presents information about receivables and receivables held for sale reported as TDR Loans as of June 30,
2013 and December 31, 2012.

June 30, December 31,
2013 2012

(in millions)

TDR Loans:Y®®
Real estate secured:

T £ A 1T= o VOO OO T O STOTOSO $ 14813 $ 14,607
1SS oo o 1 1T o TSRS 1,145 1,205
Total real @state SECUMEH™ ............oveeeeeeeeeee et ne s ees s 15,958 15,812
(RS 65 017z I g0 g o (= o ] o o O — 5092
TOBl TDR LOBNS. ...ttt bbbt e ettt b et b et b b $ 15958 $ 16,404

Credit loss reserves for TDR Loans:
Real estate secured:

First lien 2,826 $ 3,104
Second lien 458 523
Total credit loss reserves for real estate secured TDR Loans®® __...........ccoooomrvvoreeoereeeneiesseessesneens $ 3284 $ 3627

@ TDR Loans are considered to be impaired |oans regardless of accrual status.

@ TheTDR Loan balancesincluded in the table above reflect the current carrying amount of TDR Loans and includes all basis adjustments on the loan, such
as unearned income, unamortized deferred fees and costs on originated loans and premiums or discounts on purchased loans as well as any charge-off
recorded in accordance with our existing charge-off policies. Additionally, the carrying amount of TDR Loans classified as held for sale has been reduced
by both the lower of amortized cost or fair value adjustment as well as the credit loss reserves associated with these receivables prior to the transfer. The
following table reflects the unpaid principal balance of TDR Loans:

December 31,
June 30, 2013 2012
(in millions)
Real estate secured:
FITSE TN 1.ttt $ 18,102 $ 18,451
SECONA TN, bbb bbb 1,289 1,345
TOtAl real ESLALE SECUMEM. ....c.viiieiict bbb 19,391 19,796
PErsonal NON-CIEAIT CAND ..........cueuiuiiiiieieiei ettt bbbt b bbbt bbb bbb bbb bbb bbb bbbt b bt — 1,139
Total TDR Loans. $ 19,391 $ 20,935
® At June 30, 2013 and December 31, 2012, $3.5 billion of real estate secured receivables and $2.5 billion (of which $1.9 hillion are real estate secured
receivables) of TDR Loanswere reported as receivables held for sale for which there are no credit loss reserves asthey are carried at the lower of amortized
cost or fair value.

@ At June 30, 2013 and December 31, 2012, TDR Loans held for investment totaling $726 million and $1.5 hillion, respectively, are recorded at the lower of
amortized cost or fair value of the collateral less cost to sell.

®

Included in credit loss reserves.
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The following table discloses receivables and receivables held for sale which were classified as TDR Loans during the previous
12 months which became sixty days or greater contractually delinquent during the three and six months ended June 30, 2013 and
2012.

Three Months Ended Six Months Ended
June 30, June 30,

2013 2012 2013 2012

(in millions)

Real estate secured:

FESE TN ettt et sttt s besae s et e e e e eseeseeneetens $ 290 $ 608 $ 630 $ 1,430
= w0 0o I 1= o T 28 70 64 155
Total real estate SECUNE......c.uvcviiieeiiceere ettt e e re e 318 678 694 1,585
Personal NoN-credit Card ..o — 75 21 202
L1 1 S $ 318 % 753 $ 715 $ 1,787

The volume of TDR Loanswhich were classified as TDR Loans during the previous 12 months and became sixty days or greater
contractually delinquent during the three and six months ended June 30, 2012 was directly impacted by the trailing 12 months of
volume of new TDR Loans which increased significantly in 2011 as accounts which were re-aged from 60 days or greater past
due or which were 60 or more days past due at the time of re-age were considered new TDR Loans for thefirst time as aresult of
the adoption of new accounting guidance for TDR Loanswhich took place during thethird quarter of 2011. Asaresult, thevolume
of defaulted TDR Loansis not comparable between the periods presented above.

Additional information relating to TDR Loans, including TDR Loans held for sale, is presented in the table below:

Three Months Ended Six Months Ended
June 30, June 30,
2013 2012 2013 2012
(in millions)
Average balance of TDR Loans:
Real estate secured:
T £ A 1T o OO $ 14784 $ 14,021 $ 14,755 $ 13,864
1S o010 1 1T o TSRS 1,159 1,155 1,175 1,143
Total real estate SECUrEd .......ocviiiicere e 15,943 15,176 15,930 15,007
Personal Non-credit Card...........oveeeeeciieece e e — 1,200 — 1,278
Total average balance of TDR LOANS........cccoovevenenenc e sees e $ 15943 $ 16,376 $ 15930 $ 16,285

Interest income recognized on TDR Loans:
Real estate secured:

T 6 A 1= o TP $ 243 % 226 $ 485 $ 402
TS o0 010 [ 1T o T 28 27 56 48

Total real estate SECUMEd .......ccivveviiieieieeeee e 271 253 541 450
Personal NON-Credit Card..........ooevvcveeeee it — 46 40 88
Total interest income recognized on TDR LOANS.......c.ccooirereieeneneneeneeeeee e $ 271 $ 299 % 581 $ 538

Consumer Receivable Credit Quality Indicators Credit quality indicators used for consumer receivables include a loan’'s
delinquency status, whether the loan is performing and whether the loan is considered a TDR Loan.

Delinquency The following table summarizes dollars of two-months-and-over contractual delinquency and as a percent of total
receivables and receivables held for sale (“ delinquency ratio”) for our loan portfolio:
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June 30, 2013 December 31, 2012
Dollars of Delinquency Dollars of Delinquency
Delinquency Ratio Delinquency Ratio

(dollars are in millions)

Real estate secured:

FIESE HENW 1ottt e et e e ne e e e $ 6,041 19.62% $ 5,821 18.01%

SECONA [IBN....eeitececee et e e e 274 8.25 349 9.59

Total real estate SECUNEd.......cc.oviieeeiriie e 6,315 18.52 6,170 17.16
Personal non-credit Card............ooeieeiiiiciicececece e — — 103 3.24
B0 = RO $ 6,315 18.52% $ 6,273 16.03%
(1)

Dollars of delinquency for first lien real estate secured receivablesincludes $3.8 billion and $2.2 hillion of real estate secured receivables classified as held
for sale at June 30, 2013 and December 31, 2012, respectively.

Nonperforming The status of receivables and receivables held for sale is summarized in the following table:

) Nonaccrual
Accruing Loans Loans Total

(in millions)

At June 30, 2013

Real estate SECUTEdM@ . ......ooei e $ 27533 $ 1579 $ 29,112
RecaivableS held fOr SAle........ooiiiiee e 1,265 3,726 4,991
L= TSRS $ 28,798 $ 5305 $ 34,103

At December 31, 2012 -
Real estate SECUTEM@ .......orieieii st $ 29907 $ 3032 $ 32,939
RecaivableS held fOr SAl........oouiiiiiiee e 4,042 2,161 6,203
L= PPN $ 33949 $ 5193 $ 39,142

@ AtJune30, 2013 and December 31, 2012, nonaccrual real estate secured receivables held for investment include $642 million and $1.7 billion, respectively,

of receivablesthat are carried at the lower of amortized cost or fair value of the collateral less cost to sell.
@)

At June 30, 2013 and December 31, 2012, nonaccrual real estate secured receivables held for investment include $1.2 billion and $2.1 billion, respectively,
of TDR Loans, some of which may also be carried at fair value of the collateral less cost to sell.

Troubled debt restructurings See discussion of TDR Loans above for further details on this credit quality indicator.
Concentration of Credit Risk A concentration of credit risk isdefined asasignificant credit exposure with an individual or group

engagedinsimilar activitiesor having similar economic characteristicsthat would causetheir ability to meet contractual obligations
to be similarly affected by changesin economic or other conditions.

We have historically served non-prime consumers. Such customers are individuals who have limited credit histories, modest
incomes, high debt-to-income ratios or have experienced credit problems evidenced by occasional delinquencies, prior charge-
offs, bankruptcy or other credit related actions. The substantial majority of our secured receivables have high loan-to-valueratios.
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Because we primarily lend to individual consumers, we do not have receivables from any industry group that equal or exceed 10
percent of total receivables at June 30, 2013 or December 31, 2012. The following table reflects the percentage of consumer
receivables by state which individually account for 5 percent or greater of our portfolio.

Percentage of Receivables at Percentage of Receivables at
June 30, 2013 December 31, 2012
Personal Personal
Real Estate Non-Credit Real Estate Non-Credit
Secured Card Total Secured Card Total
CalifOrnia.......coceve e 9.4% —% 9.4% 9.4% 4.5% 9.0%
NS T o 7.4 — 7.4 74 6.8 74
Pennsylvania.........ccocvvvvenenenereseeeeesese e 6.2 — 6.2 6.2 7.0 6.3
FIOMda .....cveeeeiececerc s 6.0 — 6.0 5.8 5.8 5.8
(@ 0o J 5.6 — 5.6 55 6.5 5.6
RV 1o 13- 5.2 — 5.2 5.3 31 51

5. Credit Loss Reserves

A rollforward of credit loss reserves for receivablesin continuing operationsfor the three and six months ended June 30, 2013 and
2012 was asfollows:

Three Months Ended Six Months Ended
June 30, June 30,
2013 2012 2013 2012
(in millions)
Credit loss reserves at beginning of period 4313 $ 585 $ 4607 $ 5952
Provision for credit 0SSeS™ ...t 267 738 291 1,529
Net charge-offs:
(0T L o i £ AN (527) (1,132) (926) (2,111)
S w0 1= 45 102 118 203
Total Net Charge-0ffS......cccieeeecr e (482) (1,030) (808) (1,908)
Reserves on receivables transferred to held for sale — (965) — (965)
1 7 S — — 8 —

Credit loss reserves at end of period 4098 $ 4608 $ 4,098 $ 4,608

@ The three and six months ended June 30, 2012 includes $112 million related to the lower of amortized cost or fair value attributable to credit for personal
non-credit card receivables transferred to held for sale at June 30, 2012. See Note 6, "Receivables Held for Sale," for additional information. This amount
was recorded as aprovision for credit losses and included in the total of reserves on receivablestransferred to held for sale. There was no lower of amortized
cost or fair value adjustment attributable to credit recorded on the real estate secured receivables transferred to held for sale at either June 30, 2013 or 2012
asthese receivables were previously carried at the lower of amortized cost or fair value of the collateral less cost to sell prior to the transfer of the receivable
to held for sale.

@ For collateral dependent receivables that are transferred to held for sale, existing credit loss reserves at the time of transfer are recognized as a charge-off.
We transferred to held for sale apool of real estate secured receivablesthat were carried at the lower of amortized cost or fair value of the collateral less cost
and recognized the existing credit loss reserves on these receivables as additional charge-off totaling $119 million during the three and six months ended
June 30, 2013 and $333 million during the three and six months ended June 30, 2012. See Note 6, "Receivables Held for Sale," for additional information.
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Thefollowing table summarizes the changesin credit loss reserves by product/class and the related receivable balance by product
during the three and six months ended June 30, 2013 and 2012;

Real Estate Secured

Personal Non-
First Lien Second Lien Credit Card Total

(in millions)
Three Months Ended June 30, 2013:

Credit loss reserve balances at beginning of period..........ccoeveiiencineinieneiee $ 3619 $ 694 $ — $ 4313
Provision for Credit I0SSeS..........coiiiiiccc s 250 22 (5) 267
Net charge-offs:
Charge-OffS ......oo.ivvoieesiiee s (437) (90) — (527)
RECOVENTES......ooiete ettt sttt st et beeae e s et e naesbesbeeras 31 9 5 45
Total Net Charge-offs .........cciiiii s (406) (81) 5 (482)
Credit loss reserve balance at end of Period ........cocooereinineeneicreeee e $ 3,463 $ 635 $ — $ 4,008
Six Months Ended June 30, 2013: -
Credit loss reserve balances at beginning of period..........cccoevvveveievcieseiesescens $ 3,867 $ 740 $ — $ 4,607
Provision for Credit I0SSES........ccviieiiiiiieiciie s 266 62 (37) 291
Net charge-offs:
Charge-OffS .......ovvoceieiceeise s (738) (188) — (926)
RECOVEITES ...ttt bbb bbb e snesaene 60 21 37 118
Total net Charge-offs ... (678) (167) 37 (808)
(011 SOOI 8 — — 8
Credit loss reserve balance at end of Period ........coccoereininesercreeee e $ 3,463 $ 635 $ — $ 4,008
Reserve components: -
Collectively evaluated for impairmMeNt............ccceerrveeerceeeeceee et $ 624 $ 176 $ — $ 800
Individually evaluated for impairment™® 2,775 458 — 3,233
Receivables carried at the lower of amortized cost or fair value of the collateral
1€SS COSE 10 SEIL....nieeieeeie e 62 1 — 63
Receivables acquired with deteriorated credit qUalItY .......cooveveerreeeinesecesneeene 2 — — 2
Total Credit [0SS FESEIVES......c.ccuvcuececeeece ettt be s be b enas $ 3,463 $ 635 $ — $ 4,008
Receivables: -
Collectively evaluated for iImpairment...........ccoeoeereiieineneee e $ 14,300 $ 2,166 $ — $ 16,466
Individually evaluated for impairment® ... 10,667 1,098 — 11,765
Receivables carried at the lower of amortized cost or fair value of the collateral
[€SS COSE 10 SEL....eeiieee et 823 48 — 871
Receivables acquired with deteriorated credit quality ........ccooeeveieiccenecceceee 8 2 — 10
TOtal FECEIVADIES ...ttt st b et e b e b enan $ 25798 $ 3314 3 — $ 29,112
Three Months Ended June 30, 2012: -
Credit loss reserve balances at beginning of period...........ccoeveevinneecnnsciennenns $ 4171 $ 779 $ 915 $ 5,865
Provision fOr Credit I0SSES®..............oivieeeeeeeeeeeeeeseeese e seeeeeseeseee s seeeess s eseeeeees 508 90 140 738
Net charge-offs:
Charge-0ffS ... (830) (134) (168) (1,132
RECOVEITES....cceeeeirte ettt et sttt ebesbne 9 15 78 102
Total Net ChargE-OffS ......c.cvcriccecc e (821) (119 (90) (1,030)
Reserves on receivables transferred to held for sale.........ccoocciecciiccccccennee, — — (965) (965)
Credit loss reserve balance at end of Period ........c.cooereinirreneicreeee e $ 3858 $ 750 $ — $ 4,608
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Real Estate Secured

Personal Non-

First Lien Second Lien Credit Card Total
(in millions)

Six Months Ended June 30, 2012:
Credit loss reserve balances at beginning of period...........cccovveiennneinneceennenes $ 4089 $ 823 $ 1,040 $ 5,952
Provision for Credit 0SSBS............ooevvvveeresieeresieese s 1,150 221 158 1,529
Net charge-offs:

Charge-offs? ... (1,398) (324) (389) (2,111)

Recoveries 17 30 156 203
Total Net ChargE-0ffS ..o (1,381) (294) (233 (1,908)
Reserves on receivables transferred to held for sale........coooeccecciccccccccnnee, — — (965) (965)
Credit loss reserve balance at end of Period ........coooeveirenresercree e $ 3858 $ 750 $ — $ 4,608
Reserve components: -
Collectively evaluated for impairmENt...........ccccvvieereseseee s $ 625 $ 187 $ — 3 812
Individually evaluated for impairment™).............o.cooveeeeeeeeeeees e eeeseeeeeeee 3,144 561 — 3,705
Receivables carried at the lower of amortized cost or fair value of the collateral

[€SS COSE L0 ALt e 82 1 — 83
Receivables acquired with deteriorated credit qUalItY .......coveveerreeinesecerneeene 7 1 — 8
TOtal Credit |0SS TESEIVES. ....ccviveieiieeetete ettt sttt st st e b nnen $ 388 $ 750 $ — $ 4,608
Receivables: -
Collectively evaluated for iImpairment...........ccoeoeereeiieinee e $ 18614 $ 2790 $ — $ 21,404
Individually evaluated for impairment® 10,918 1,153 — 12,071
Receivables carried at the lower of amortized cost or fair value of the collateral
[ESS COSE L0 SElL. ittt sa e e re s 1,373 68 — 1,441

Receivables acquired with deteriorated credit quality ..........coceeeceeeccecccnenen 35 5 — 40
TOtal FECEIVADIES.....c.eeeeece et sreenas $ 30940 $ 4016 $ — $ 34,956

(6]

@

(©)]

These amounts represent TDR Loans for which we evaluate reserves using a discounted cash flow methodology. Each loan isindividually identified as a
TDR Loan and then grouped together with other TDR Loans with similar characteristics. The discounted cash flow impairment analysisis then applied to
these groups of TDR Loans. The receivable balance above excludes TDR Loansthat are carried at the lower of amortized cost or fair value of the collateral
less cost to sell which totaled $726 million and $671 million at June 30, 2013 and 2012, respectively. The reserve component above excludes credit loss
reservesfor TDR Loansthat are carried at the lower of amortized cost or fair value of the collateral less cost to sell which totaled $51 million and $41 million
at June 30, 2013 and 2012, respectively. These credit |oss reserves are reflected within receivables carried at the lower of amortized cost or fair value of the
collateral less cost to sell in the table above.

The three and six months ended June 30, 2012 includes $112 million related to the lower of amortized cost or fair value attributable to credit for personal
non-credit card receivables transferred to held for sale at June 30, 2012. See Note 6, "Receivables Held for Sale," for additional information.

For collateral dependent receivables that are transferred to held for sale, existing credit loss reserves at the time of transfer are recognized as a charge-off.
We transferred to held for sale a pool of real estate secured receivables that were carried at the lower of amortized cost or fair value of the collatera less
cost and recognized the existing credit | oss reserves on these receivabl es as additional charge-off totaling $119 million during the three and six months ended
June 30, 2013 and $333 million during the three and six months ended June 30, 2012. See Note 6, "Receivables Held for Sale," for additional information.

Receivables Held for Sale

Real Estate Secured Receivables As discussed in prior filings, we have been engaged in an on-going evaluation of our balance
sheet taking into consideration our liquidity, capital and funding requirements as well as capital requirements of HSBC. As part
of this on-going evaluation, we identified a pool of real estate secured receivables, all of which at one time were greater than 180
days past due, for which we no longer had the intent to hold for the foreseeable future and, as aresult, transferred this pool of real
estate secured receivablesto receivables held for sale during the second quarter of 2012. The receivable pool identified comprised
first lien partialy charged-off accounts as of June 30, 2012, with an unpaid principal balance of approximately $8.1 billion at the
time of transfer. The net realizable value of these receivables after considering the fair value of the property less cost to sell was
approximately $4.6 billion prior to transfer. Selling these types of assetsis expected to be capital accretive and will reduce funding
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reguirements, accel erate portfolio wind-down and al so all eviate some operational burden given that thesereceivablesare servicing
intense and subject to foreclosure delays. Receivables which were at one time greater than 180 days past due require substantial
amounts of capital under U.K. banking regulatory requirements and the extension of the foreclosure timeline in the U.S. has
increased the capital requirements for this run-off book of business. These factors combined with the increase in the market's
appetite for this asset class, led us to the decision that the sale of certain of these assets would be the best financial decision.

OnJune 1, 2013, we compl eted the sale of apool of real estate secured receivableswith an unpaid principal balance of $439 million
(carrying value of $230 million) at the time of sale to athird-party investor for cash consideration of $229 million which resulted
in aloss on sale of $9 million during the second quarter of 2013 primarily related to transaction fees. On August 1, 2013, we
compl eted the sale of an additional pool of real estate secured receivableswith anunpaid principal bal ance of $685 million (carrying
value of $396 million) at the time of saleto athird-party investor for cash consideration of $405 million. Asthesereceivableswere
carried at the lower of amortized cost or fair value at June 30, 2013, we do not expect any significant impact to our earnings will
be recorded during the third quarter of 2013.

The market demand for first lien partially charged-off accounts has been strong throughout the first half of 2013. Asadirect result
of thisincreased market demand, in June 2013, we decided we no longer have theintent to hold for investment first lien real estate
secured receivables once they have been written down to the lower of amortized cost or fair value of the collateral less cost to sell,
subject to certain exceptions, principally receivables associated with secured financings which are not saleable. As a result, we
adopted aformal program to initiate sale activities for real estate secured receivablesin our held for investment portfolio when a
receivable meeting pre-determined criteriais written down to the lower of amortized cost or fair value of the collateral less cost
to sell in accordance with our existing charge-off policies (generally 180 days past due). During the second quarter of 2013, we
transferred real estate secured receivables to held for sale with an unpaid principal balance of approximately $2.6 hillion at the
time of transfer. The net realizable value (carrying value) of these receivables after considering the fair value of the property less
cost to sell was approximately $1.8 hillion prior to transfer.

Aswe now plan to sell these receivables to athird party investor, fair value represents the price we believe a third party investor
would pay to acquire the receivable portfolios. A third party investor would incorporate a number of assumptions in predicting
future cash flows, such as differencesin overall cost of capital assumptions, which may result in alower estimate of fair value for
the cash flows associated with the receivables. Accordingly, during the second quarter of 2013 we recorded alower of amortized
cost or fair value adjustment of $99 millionto the newly transferred loans, al of which wasattributableto non-credit related factors
and was recorded as a component of total other revenues in the consolidated statement of income (lo0ss).

We expect that receivables held for sale at June 30, 2013 will be sold in multiple transactions generally over the next 18 months
or, if the foreclosure process is completed prior to sale, the underlying properties acquired in satisfaction of the receivables will
be classified as real estate owned (“REQ”) and sold. As we continue to work with borrowers, we may also agree to a short sale
whereby the property is sold by the borrower at a price which has been pre-negotiated with us and the borrower is released from
further obligation. Accordingly, based on the projected timing of loan sales and the expected flow of foreclosure volumeinto REO
over the next 18 months, a portion of the real estate secured receivables classified as held for sale will ultimately become REO.
Upon classification of the underlying properties acquired in satisfaction of these loans as REO, the properties will be recorded at
the fair value of the collateral less cost to sell, which we expect will represent a higher value than the price athird party investor
would have paid to acquire the receivables as explained above. As aresult, a portion of the fair value adjustment on receivables
held for sale may be reversed in earnings over time. This estimate of fair value is highly dependent upon the timing and size of
future receivable sales as well as the volume and timelines associated with foreclosure activity. During the three and six months
ended June 30, 2013, we transferred a portion of our real estate secured receivable portfolio held for sale with a carrying value of
$118 million and $230 million, respectively, to REO after obtaining title to the underlying collateral and reversed a portion of the
lower of amortized cost or fair val ueadjustment previously recorded totaling $16 millionand $49 million, respectively. Additionally,
during the three and six months ended June 30, 2013, we completed short sales on real estate secured receivables with a carrying
value of $53 million and $88 million, respectively. Asaresult of these short sales, we reversed a portion of the lower of amortized
cost or fair value adjustment previously recorded totaling $2 million and $11 million during the three and six months ended June
30, 2013, respectively, as the agreed price was higher than the carrying value.

Personal Non-Credit Card Receivables Inthe second quarter of 2012, we determined that, given market conditionsfor the personal
non-credit card receivabl e portfolio, asale of our remaining personal non-credit card receivableswould reduce asignificant amount
of risk-weighted assets which would provide net capital relief, reduce funding requirements and allow usto exit an entire product
line, reducing both the related cost infrastructure and operational risk. As such, during the second quarter of 2012, we made the
decision to pursue a sale of the personal non-credit card receivable portfolio. The personal non-credit card receivable portfolio
was previously held for investment purposes and wastransferred to held for sale during the second quarter of 2012 aswe no longer
had the intention to hold our portfolio of personal non-credit card receivables for the foreseeable future and expected these
receivableswould be sold in the near term. The personal non-credit card receivabl e portfolio has not been reported as discontinued
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operations asit does not qualify asacomponent of our business as the cash flows and operations related to our personal non-credit
card receivable portfolio are not clearly distinguishable from the cash flows and operations of our real estate secured receivable
portfolio.

On March 5, 2013, we entered into an agreement to sell our personal non-credit card receivable portfolio to trusts for which
affiliates of Springleaf Finance, Inc. ("Springleaf"), Newcastle Investment Corp. and Blackstone Tactical Opportunities Advisors
L.L.C. are the sole beneficiaries (collectively, the "Purchasers'). On March 5, 2013, we also entered into an agreement to sell a
loan servicing facility and related assetslocated in London, Kentucky (the"Facility") to Springleaf. OnApril 1, 2013, we compl eted
the sale of our personal non-credit card receivable portfoliowith acarrying value of $2.9 billion at March 31, 2013 to the Purchasers.
Total cash consideration received was $3.0 billion. During the second quarter of 2013, we recorded aloss on sale of $11 million
primarily related to transaction fees. We will continue to service these personal non-credit card receivables for the Purchasers for
afeefor aperiod of time as the Purchasers convert the receivables to their systems. Upon the conversion of these receivable to
their systems, the majority of the employeeswho are performing these servicing activities are expected to transfer to the Purchaser.
Servicing fee revenues recorded for servicing these personal non-credit card receivables during the second quarter of 2013 totaled
$12 million. It iscurrently expected that this conversion and the sale of the Facility in London, Kentucky will be completed during
the second half of 2013.

The following table summarizes receivables held for sale which are carried at the lower of amortized cost or fair value:

June 30, December 31,
2013 2012
(in millions)
First [IEN 1Al ESLALE SECUIEM ........eeeviieieeieee ettt sttt et et e s e s e st e st e see st e beseese et e se e eseesessesresresreses $ 4991 $ 3,022
Personal NON-CIeAIt CAIU..........ccueiriiiiiiriciticrieete ettt ettt st be e beeaeestesaeesaeenaesaeensesbeebesreens — 3,181

Total rECAIVADIES NEIA FOF SAIE.... .ottt ettt et e e et e e e s e s e s e st e see st esnesreeneereeans $ 4991 $ 6,203
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The table below summarizes the activity in receivables held for sale during the three and six months ended June 30, 2013.

Real Estate Personal Non-

Secured Credit Card Total
(in millions)
Three Months Ended June 30, 2013:
Receivables held for sale at beginning of period..........oooeverereininirneeee $ 3,407 $ 2947 $ 6,354
Receivable sdles:
First lien real estate SECUEd...........cooiviiiiciiiniiss e (230) — (230)
Personal non-credit card receivables..............oooinniiiniiiee — (2,947) (2,947)
Lower of amortized cost or fair value adjustment on receivables held for sale........ 471 — 471
Carrying value of real estate secured receivables held for sale settled through
short sale or transfer to REO...........ooic e, (171) — (171)
Change in receivable balance, including collections.............cocovvvvnnnnnnnnenen. (23) — (23)
Transfer of first lien real estate secured into held for sale at the lower of
amortized COSt OF faIFr VAIUE.........ccvcveeiei ettt 1,537 — 1,537
Receivables held for sale at end of period™®...........co.oovoieeeeeeeeeeeeeeee e, $ 4991 $ — $ 4991
Six Months Ended June 30, 2013:
Receivables held for sale at beginning of Period..........ocooeereieieiniceee $ 3022 $ 3,181 $ 6,203
Receivable sdles:
First lien real estate SECUEd...........cocvviiiiciiiiiiiccc i (230) — (230)
Personal non-credit card reCeiVables ... — (2,947) (2,947)
Lower of amortized cost or fair value adjustment on receivables held for sdle........ 1,007 (82) 925
Carrying value of real estate secured receivables held for sale settled through
short sale or transfer t0 REO..........cociii s (318) — (318)
Change in receivable balance, including collections..............cocovvvvnnnnnnnnnee, (27) (152) (179)
Transfer of first lien real estate secured into held for sale at the lower of
amortized COSt OF faIr VAIUE.......c.coueieeciceee s 1,537 — 1,537
Receivables held for sale at end of period™® ..o, $ 4991 $ — $ 4991

@ Net of avaluation allowance of $309 million at June 30, 2013. The following table provides arollforward of our valuation allowance for the three and six
months ended June 30, 2013:

Three Months Ended Six Months Ended

June 30, 2013 June 30, 2013
(in millions)

Balance at beginning Of PEIO ..ot $ 898 $ 1,452
Initial valuation allowance for receivables transferred to held for sale during the period 99 99
Release of valuation allowance resulting from improvementsin fair value.............ccccoovecinnnne. (471) (925)
Release of valuation allowance for collections, loans sold, charged-off, transferred to REO or

SNOM SAIB....o.eet s (217) (317)
Balance at June 30, 2013 $ 309 $ 309

During the three and six months ended June 30, 2013, we reversed $453 million and $947 million, respectively, of the lower of
amortized cost or fair value adjustment recorded during the year ended December 31, 2012 primarily due to an increase in the
relativefair value of thereal estate secured receivablesheld for sale during thefirst half of 2013 largely dueto improved conditions
in the housing industry driven by increased property values and, to a lesser extent, lower required market yields and increased
investor demand for these types of receivables. During the first quarter of 2013, the fair value of the personal non-credit card
receivables held for sale decreased by $82 million, reflecting the excess of the interest and fee income on the loans over the fees
received from the Purchasers asthe sale agreement called for interest and fees on theloansto passto the Purchasers after December
31, 2012 in return for a cost of carry and servicing fee to be paid to the seller.
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Thefollowing table summarizes the components of the lower of amortized cost or fair value adjustment recorded in other revenues
during the three and six months ended June 30, 2013 and 2012;

Lower of Amortized Cost or Fair Value
Adjustments Associated With

Fair Value REO Short Sales Total
(in millions)
(Income)/Expense:
Three Months Ended June 30, 2013:
Lower of amortized cost or fair value adjustments recorded as a
component of:
Provision for Credit I0SSES........cvvveeeeeeeeeeeeeeeeeeeee e $ — — 3 — 3 —
Other revenues:
Initial lower of amortized cost or fair value adjustment ............ 99 — — 99
Subsequent to initial transfer to held for sale®.............ccoo......... (453) (16) 2) (471)
Total recorded through other revenues............ccccceeveeeeievereseenn, (354) (16) 2 (372)
Lower of amortized cost or fair value adjustment ............ccccceeveennnee $ (354) $ (16) $ 2 $ (372)
Three Months Ended June 30, 2012:
Lower of amortized cost or fair value adjustments recorded as a
component of:
Provision for credit [0SSES........ccocvivicvciiesece e $ 112 3 — $ — $ 112
Other revenues:
Initial lower of amortized cost or fair value adjustment ............ 1,547 — — 1,547
Total recorded through other revenues............cccccceeveeeeeneennne. 1,547 — — 1,547
Lower of amortized cost or fair value adjustment ............cccoeveveenene. $ 1659 $ — $ — $ 1,659
Six Months Ended June 30, 2013:
Lower of amortized cost or fair value adjustments recorded as a
component of:
Provision for credit I0SSeS............ocuevcueveceevecee e $ — 3 — 3 — 3 —
Other revenues:
Initial lower of amortized cost or fair value adjustment ............ 99 — — 99
Subsequent to initial transfer to held for sale®..........ccccoo........ (865) (49) (11) (925)
Total recorded through other revenues............ccccoeeeeeevceveenenne. (766) (49) (11) (826)
Lower of amortized cost or fair value adjustment ............cccvveveeeeennes $ (766) $ 49) $ (11) $ (826)
Six Months Ended June 30, 2012:
Lower of amortized cost or fair value adjustments recorded as a
component of:
Provision for credit losses $ 112 $ — $ — $ 112
Other revenues:
Initial lower of amortized cost or fair value adjustment 1,547 — — 1,547
Total recorded through other revenues 1,547 — — 1,547
Lower of amortized cost or fair value adjustment $ 1659 $ — $ — $ 1,659

@ For the three months ended June 30, 2013, the fair value amount relates to an increase in the relative fair value of real estate secured receivables held for
sale. For the six months ended June 30, 2013, the fair value of the lower of amortized cost or fair value adjustment reflects an increase in the relative fair
value of $947 million related to real estate secured receivables held for sale and an additional charge of $82 million related to personal non-credit card
receivables prior to the sale of this portfolio on April 1, 2013.
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7. Fair Value Option

We have elected to apply fair value option (“FVO") reporting to certain of our fixed rate debt issuances which also qualify for
FV O reporting under International Financial Reporting Standards. At June 30, 2013, fixed rate debt accounted for under FVO
totaled $10.0 billion, of which $9.5 billionisincluded asacomponent of long-term debt and $.5 billion isincluded as acomponent
of dueto affiliates. At June 30, 2013, we had not elected FVO for $7.3 billion of fixed rate long-term debt carried on our balance
sheet. Fixed rate debt accounted for under FVO at June 30, 2013 has an aggregate unpaid principal balance of $9.3 billion which
included aforeign currency transl ation adjustment relating to our foreign denominated FV O debt which increased the debt balance
by $166 million.

At December 31, 2012, fixed rate debt accounted for under FVO totaled $10.2 billion, of which $9.7 billion is included as a
component of long-term debt and $.5 billion is included as a component of due to affiliates. At December 31, 2012, we had not
elected FVO for $8.1 billion of fixed rate long-term debt carried on our balance sheet. Fixed rate debt accounted for under FVO
at December 31, 2012 has an aggregate unpaid principa balance of $9.4 billion which included a foreign currency translation
adjustment relating to our foreign denominated FV O debt which increased the debt balance by $247 million.

We determine the fair value of the fixed rate debt accounted for under FV O through the use of athird party pricing service. Such
fair value representsthe full market price (including credit and interest rate impacts) based on observable market datafor the same
or similar debt instruments. See Note 15, "Fair Value Measurements,” for adescription of the methods and significant assumptions
used to estimate the fair value of our fixed rate debt accounted for under FVO.

The components of gain (loss) on debt designated at fair value and related derivatives are as follows:

Three Months Ended Six Months Ended
June 30, June 30,
2013 2012 2013 2012
(in millions)
Mark-to-market on debt designated at fair value™:

INterest rate COMPONENL .........coiuiieerieeee ettt see e $ 119 $ 12 $ 205 $ 91
Credit FiSK COMPONENL ......coveieiireetereee ettt 23 18 (18) (461)
Total mark-to-market on debt designated at fair value............c.cccceecina, 142 30 187 (370)
Mark-to-market on the related derivatives™.............ccoveereeeeeeeeeeeeeeeeseeseeeeseeeees (107) (46) (220) (162)
Net realized gains on the related derivatiVes..........cocooerereiercreeeeeeee e 84 108 168 228
Gain (loss) on debt designated at fair value and related derivatives...........cce...... $ 119 $ 922 $ 135 $ (304)

@ Mark-to-market on debt designated at fair value and related derivatives excludes market value changes due to fluctuations in foreign currency exchange

rates. Foreign currency translation gains (losses) recorded in derivative related income (expense) associated with debt designated at fair value was aloss of
$29 million and a gain of $144 million during the three months ended June 30, 2013 and 2012, respectively, and a gain of $81 million and a gain of $84
million during the six months ended June 30, 2013 and 2012, respectively. Offsetting gains (losses) recorded in derivativerel ated income (expense) associated
with the related derivatives was again of $29 million and aloss of $144 million during the three months ended June 30, 2013 and 2012, respectively, and
aloss of $81 million and aloss of $84 million during the six months ended June 30, 2013 and 2012, respectively.

The movement in the fair value reflected in gain (loss) on debt designated at fair value and related derivatives includes the effect
of our own credit spread changes and interest rate changes, including any economic ineffectiveness in the relationship between
the related swaps and our debt and any realized gains or losses on those swaps. With respect to the credit component, as our credit
spreadsnarrow accounting lossesare booked and thereverseistrueif credit spreadswiden. Differencesari se between themovement
in the fair value of our debt and the fair value of the related swap due to the different credit characteristics and differencesin the
calculation of fair value for debt and derivatives. The size and direction of the accounting conseguences of such changes can be
volatilefrom period to period but do not ater the cash flowsintended as part of the documented interest rate management strategy.
On acumulative basis, we have recorded fair value option adjustments which increased the value of our debt by $637 million and
$824 million at June 30, 2013 and December 31, 2012, respectively.

The changein the fair value of the debt and the change in value of the related derivatives reflect the following:

e Interest rate curve — Rising long-term interest rates during the three and six months ended June 30, 2013 resulted inagain
intheinterest rate component on the mark-to-market of the debt and aloss on the mark-to-market of therelated derivative.
During thethree and six months ended June 30, 2012, changesin market movements on certain debt and related derivatives
that mature in the near term resulted in a gain in the interest rate component on the mark-to-market of the debt and aloss
on the mark-to-market of therelated derivative. Astheseitems near maturity, their values areless sensitive to interest rate
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movements. Changes in the value of the interest rate component of the debt as compared with the related derivative are
also affected by differencesin cash flows and val uation methodol ogies for the debt and the derivatives. Cash flows on debt
are discounted using asingle discount rate from the bond yield curve for each bond’s applicable maturity while derivative
cash flows are discounted using rates at multiple points along an interest rate yield curve. Theimpacts of these differences
vary as short-term and long-term interest rates shift and time passes. Furthermore, certain derivatives have been called by
the counterparty resulting in certain FV O debt having no related derivatives.

e Credit — Our secondary market credit spreads widened minimally during the three months ended June 30, 2013 and 2012.
However, during the six months ended June 30, 2013 and 2012, our credit spreads tightened on overall positive economic
news. The tightening of credit spreads was more pronounced during the first quarter of 2012.

Net income volatility, whether based on changes in the interest rate or credit risk components of the mark-to-market on debt
designated at fair value and therel ated derivatives, impactsthe comparability of our reported results between periods. Accordingly,
gain (loss) on debt designated at fair value and rel ated derivativesfor the six months ended June 30, 2013 should not be considered
indicative of the results for any future periods.

8. Derivative Financial Instruments

Our business activities involve analysis, evaluation, acceptance and management of some degree of risk or combination of risks.
Accordingly, we have comprehensive risk management policies to address potential financial risks, which include credit risk,
liquidity risk, market risk, and operational risks. Our risk management policy is designed to identify and analyze these risks, to
set appropriatelimitsand controls, and to monitor therisksand limitscontinually by meansof reliableand up-to-date administrative
and information systems. Our risk management policies are primarily carried out in accordance with practice and limits set by the
HSBC Group Management Board. TheHSBC Finance Corporation Asset Liability Committee (“ ALCO”) meetsregularly toreview
risks and approve appropriate risk management strategies within the limits established by the HSBC Group Management Board.
Additionally, our Risk Management Committee receives regular reports on our interest rate and liquidity risk positionsin relation
to the established limits. In accordance with the policies and strategies established by ALCO, in the normal course of business,
we enter into various transactions involving derivative financial instruments. These derivative financia instruments primarily are
used as economic hedges to manage risk.

Objectives for Holding Derivative Financial Instruments Market risk (whichincludesinterest rateand foreign currency exchange
risks) is the possibility that a change in interest rates or foreign exchange rates will cause a financial instrument to decrease in
value or become more costly to settle. Prior to our ceasing originationsin our Consumer Lending business and ceasing purchase
activities in our Mortgage Services business, customer demand for our loan products shifted between fixed rate and floating rate
products, based on market conditions and preferences. These shifts in loan products resulted in different funding strategies and
produced different interest rate risk exposures. Additionally, the mix of receivables on our balance sheet and the corresponding
market risk is changing as we manage the liquidation of all of our receivable portfolios. We maintain an overall risk management
strategy that utilizes interest rate and currency derivative financial instruments to mitigate our exposure to fluctuations caused by
changes in interest rates and currency exchange rates related to our debt liabilities. We manage our exposure to interest rate risk
primarily through the use of interest rate swaps with the main objective of managing the interest rate volatility due to a mismatch
in the duration of our assets and liabilities. We manage our exposure to foreign currency exchange risk primarily through the use
of cross currency interest rate swaps. We do not use leveraged derivative financial instruments.

Interest rate swaps are contractual agreements between two counterpartiesfor the exchange of periodicinterest paymentsgenerally
based on a notional principal amount and agreed-upon fixed or floating rates. The majority of our interest rate swaps are used to
manage our exposure to changesin interest rates by converting floating rate debt to fixed rate or by converting fixed rate debt to
floating rate. We have also entered into currency swaps to convert both principal and interest payments on debt issued from one
currency to the appropriate functional currency.

We do not manage credit risk or the changes in fair value due to the changes in credit risk by entering into derivative financial
instruments such as credit derivatives or credit default swaps.

Control Over Valuation Process and Procedures A control framework has been established 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 the HSBC Finance Vauation Committee. The HSBC Finance Valuation Committee
establishes policies and procedures to ensure appropriate valuations. Fair values for derivatives are determined by management
using valuation techniques, val uation models and inputs that are devel oped, reviewed, validated and approved by the Quantitative
Risk and Valuation Group of an HSBC affiliate. These valuation models utilize discounted cash flows or an option pricing model
adjusted for counterparty credit risk and market liquidity. The models used apply appropriate control processes and proceduresto
ensure that the derived inputs are used to value only those instruments that share similar risk to the relevant benchmark indices
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and therefore demonstrate a similar response to market factors. In addition, a validation process is followed which includes
participation in peer group consensus pricing surveys, to ensure that valuation inputs incorporate market participants risk
expectations and risk premium.

Credit Risk By utilizing derivative financial instruments, we are exposed to counterparty credit risk. Counterparty credit risk is
therisk that the counterparty to atransaction fails to perform according to the terms of the contract. We manage the counterparty
credit (or repayment) risk in derivativeinstrumentsthrough established credit approvals, risk control limits, collateral, and ongoing
monitoring procedures. We utilize an affiliate, HSBC Bank USA, as the primary provider of derivative products. We have never
suffered aloss due to counterparty failure.

At June 30, 2013 and December 31, 2012, approximately 99.6 percent and 99.7 percent, respectively, of our existing derivative
contracts are with HSBC subsidiaries, making them our primary counterparty in derivative transactions. Most swap agreements
require that payments be made to, or received from, the counterparty when the fair value of the agreement reaches a certain level.
Generally, we provide non-affiliate swap counterparties collateral in the form of cash which is recorded in our balance sheet as
derivativefinancial assetsor derivativerelated liabilities. At June 30, 2013 and December 31, 2012, thefair value of our agreements
with non-affiliate counterpartiesdid not require us or the non-affiliatesto provide collateral. When thefair value of our agreements
with affiliate counterparties requires the posting of collateral, it is provided in either the form of cash and recorded on the balance
sheet, consistent with third party arrangements, or in the form of securities which are not recorded on our balance sheet. The fair
value of our agreements with affiliate counterparties required the affiliates to provide collateral to us of $661 million and $75
million at June 30, 2013 and December 31, 2012, respectively, al of which wasreceived in cash. These amounts are offset against
the fair value amount recognized for derivative instruments that have been offset under the same master netting arrangement and
recorded in our balance sheet as a component of derivative financial assets or derivative related liabilities. At June 30, 2013, we
had derivative contracts with a notional amount of approximately $20.5 billion, including $20.4 billion outstanding with HSBC
Bank USA. At December 31, 2012, we had derivative contracts with a notional amount of approximately $26.1 billion, including
$26.0 hillion outstanding with HSBC Bank USA. Derivative financial instruments are generally expressed in terms of notional
principal or contract amounts which are much larger than the amounts potentially at risk for nonpayment by counterparties.

To manage our exposure to changesininterest rates, we entered into interest rate swap agreements and currency swapswhich have
been designated asfair value or cash flow hedges under derivative accounting principles, or are treated as non-qualifying hedges.
We currently utilize the long-haul method to assess effectiveness of all derivatives designated as hedges.
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Thefollowing table presentsthefair value of derivative contracts by major product type on agrossbasis. Grossfair values exclude
the effects of both counterparty netting and collateral, and therefore are not representative of our exposure. Thetable bel ow presents
the amounts of counterparty netting and cash collateral that have been offset in the consolidated balance sheet.

June 30, 2013 December 31, 2012
Derivative Derivative Derivative Derivative
Financial Financial Financial Financial
Assets® Liabilities Assets? Liabilities
(in millions)
Derivatives®
Derivatives accounted for as fair value hedges
INTErESE FALE SWADS ....eeeeieieeierie ettt se e st sre s bt e b e $ — % — 3 7 % —
CUIMTENCY SWAPS ... eeiiieiieesiee st stesstesssesstesssessbe s saeesseesbaesbeenbessteesaeessseens — — — —
Fair valUe hedgES.........cociiiiiieie e — — 7 —
Derivatives accounted for as cash flow hedges
INEErESE FaE SIWADS ....ceiviie ettt bbb s 19 (190) 24 (474)
CUITENCY SWADS ....cveveeeiteeetesestesee e seetesaetessesessesessesessesestesestessstesessensssessesens 244 (74) 482 (38)
Cash FlOW NEAQES ..o e 263 (264) 506 (512)
Non-qualifying hedge activities
Derivatives not designated as hedging instruments
INEErESE rale SIWADS ...ttt 23 (276) 23 (1,111)
CUITENCY SWADS ..cveveveiereiresesteesseeetesaesessesessesessesessesessessssesssesesenseseses — (22) — @)
Derivatives not designated as hedging instruments.............cccveevveenes 23 (298) 23 (1,118)
Derivatives associated with debt carried at fair value
INLErESE FALE SWES .....veveeierieesie ettt ee e sneesreenee e 349 — 469 —
CUITENCY SWAPDS ....eveeuieeueesteeeesteeeesteestesteestesseestesseasseesasssessesseensesseessens 497 — 678 —
Derivatives associated with debt carried at fair value..........ccccceeuee.e. 846 — 1,147 —
TOtal AEFIVALIVES .....oviieieiece et 1,132 (562) 1,683 (1,630)
Less: Gross amounts offset in the balance sheet™ ............ccoccoovvvrveevcenennc, 1,132 (559) 1,683 (1,608)
Net amounts of derivative financial assets and liabilities presented in
the balance ShEet ..o _ ©) _ (22)
Less: Gross amounts of cash or financial instrument collateral received/
posted not subject to an enforceable master netting agreement .................. _ _ _ _
Net amounts of derivative financial assets and liabilities.......................... $ — $ 3) $ — $ (22)

@ Derivative assets related to cash flow hedges and non-qualifying hedge activities are recorded within other assetsin our consolidated balance sheet.

@ All of our derivatives are hilateral over-the-counter ("OTC") derivatives.
®  Representsthe netting of derivative receivable and payable balances for the same counterparty under an enforceable netting agreement. Gross amounts offset
in the balance sheet includes collateral received as of June 30, 2013 and December 31, 2012 of $661 million and$75 million, respectively. At June 30, 2013

and December 31, 2012, we did not have any financial instrument collateral received/posted.

Fair Value Hedges Fair value hedgesinclude interest rate swapsto convert our fixed rate debt to variable rate debt and currency
swaps to convert debt issued from one currency into U.S. dollar variable rate debt. All of our fair value hedges were associated
with debt. We terminated all of our active positions during the first quarter of 2013 to better align our overall hedge position with
our overall interest rate risk position, which had changed after the issuance of $1.5 billion in fixed rate debt to HSBC Bank USA
in December 2012. As of June 30, 2013, the carrying value of our debt was not impacted by active fair value hedges as all active
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positions were terminated during the first quarter of 2013. We recorded fair value adjustments to the carrying value of our debt
for fair value hedges which increased the carrying amount of our debt by $7 million at December 31, 2012.

The following table presents fair value hedging information, including the gain (loss) recorded on the derivative and where that
gain (loss) is recorded in the consolidated statement of income (loss) as well as the offsetting gain (loss) on the hedged item that
isrecognized in current earnings, the net of which represents hedge ineffectiveness.

Amount of Gain Amount of Gain Amount of Gain Amount of Gain
(Loss) (Loss) (Loss) (Loss)
Recognized in Recognized in Recognized in Recognized in
Income Income Income Income
on the Derivative on Hedged Item on the Derivative on Hedged Item

Location of Gain - -
(Loss) Recognized ~ Three Months Ended  Three Months Ended  Six Months Ended Six Months Ended

in Income on June 30, June 30, June 30, June 30,
Hedged ltem < Derivaave 2013 2012 2013 2012 2013 2012 2013 2012
(in millions)

Interest Fixed rate Derivative
rate swaps.. borrowings  relatedincome ¢ — $ 2% —3% W — 3 B8 — 3 O
Currency  Fixed rate Derivative
SWaps......... borrowings related

income — (7) — 10 — (17) — 19
Totd.......... $ — % G $ — $ 9 $ — $ (20%$ — $ 18

Cash Flow Hedges Cash flow hedgesincludeinterest rate swapsto convert our variable rate debt to fixed rate debt by fixing future
interest rate resets of floating rate debt as well as currency swaps to convert debt issued from one currency into U.S. dollar fixed
rate debt. Gains and |osses on derivative instruments designated as cash flow hedges are reported in other comprehensive income
(loss) (“OCI") net of tax and totaled aloss of $152 million and $329 million at June 30, 2013 and December 31, 2012, respectively.
We expect $124 million ($80 million after-tax) of currently unrealized net losses are to be reclassified to earnings within one year.
However, these reclassified unrealized losses will be offset by decreased interest expense associated with the variable cash flows
of the hedged items and will result in no significant net economic impact to our earnings.

The following table provides the gain or loss recorded on our cash flow hedging relationships.

Gain (Loss) Reclassed Gain (Loss)
Gain (Loss) Recognized Location of Gain From AOCI into Location of Gain Recognized In Income
in AOCI on Derivative (Loss) Reclassified Income (Effective (Loss) Recognized on Derivative
(Effective Portion) from AOCI into Portion) in Income (Ineffective Portion)
Income on the Derivative
2013 2012 (Effective Portion) 2013 2012 (Ineffective Portion) 2013 2012
(in millions)
Three Months Ended June 30,
Derivative related
Interest rate swaps......... $ 32 % (53) Interest expense $ — 3 (1) income $ — 3 (@)
Derivative related
Currency swaps............. 23 39 Interest expense 3) (5) income 5 (©)]
Derivative loss
recognized on
termination of
hedges — —
O S 5 s 1 S2___0O% © S 5% O
Six Months Ended June 30,
Derivative related
Interest rate swaps......... $ 4% 37 Interest expense 3$ @ s (4) income $ 2 $ —
Derivative related
Currency swaps............. 38 28 Interest expense 8) (11) income 19 @
Derivative loss
recognized on
termination of
hedges (199) —
TOtal oo $ 112 % 65 $ (208) $ (15) $ 21 $ (1)
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Non-Qualifying Hedging Activities We may enter into interest rate and currency swapswhich are not designated as hedges under
derivative accounting principles. These financia instruments are economic hedges but do not qualify for hedge accounting and
areprimarily used to minimize our exposureto changesininterest ratesand currency exchangeratesthrough more closely matching
both the structure and duration of our liabilities to the structure and duration of our assets.

The following table provides detail of the realized and unrealized gain or loss recorded on our non-qualifying hedges:

Amount of Gain (Loss) Amount of Gain (Loss)
Recognized in Derivative Recognized in Derivative
Related Income (Expense) Related Income (Expense)
Location of Gain (Loss) Three Months Ended June 30,  Six Months Ended June 30,
Recognized in Income on
Derivative 2013 2012 2013 2012
(in millions)
Interest rate Contracts.........cceeeeeceeeevevene. Derivative related income $ 181 $ (424) $ 264 $ (212)
CUITENCY CONLTACES......vvveeceeeceeereeeeneens Derivative related income @) — (1) (4)
L1 OO $ 180 $ (424) $ 263 $  (216)

We have elected the fair value option for certain issuances of our fixed rate debt and have entered into interest rate and currency
swapsrelated to debt carried at fair value. Theinterest rate and currency swaps associated with this debt are non-qualifying hedges
but are considered economic hedges and realized gains and losses are reported as “ Gain (l0ss) on debt designated at fair value and
related derivatives’ within other revenues. The derivatives related to fair value option debt are included in the tables below.

Thefollowing table providesthe gain or loss recorded on the derivativesrelated to fair value option debt primarily due to changes
ininterest rates. See Note 7, “Fair Value Option,” for further discussion.

Amount of Gain (Loss) Recognized in Derivative
Related Income (Expense)

Location of Gain (Loss) Three Months Ended June 30,  Six Months Ended June 30,
ocation of Gain (Loss
Recognized in Income on Derivative 2013 2012 2013 2012

(in millions)

Gain (loss) on debt designated at
fair value and related derivatives  $ 6) $ 25 3 7 % 40

Gain (loss) on debt designated at
fair value and related derivatives a7 37 (45) 26

LS. TP $ (23 $ 62 $§ (52 $ 66
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Notional Amount of Derivative Contracts The following table summarizes the notional amounts of derivative contracts:

June 30, December 31,
2013 2012
(in millions)
Derivatives designated as hedging instruments:
[NEEIESE TAEE SWADS ......e.vveveeeeeeetetee et teee e et ete e ee et et e e et tesesesessebessssssebesessssetesess s ssesesensssetetennananas $ 3645 % 4,949
CUITENCY SWBIIS ..ttt steeateseaseeseeseeeeseesessesaesbesbesaesbeebeseesaeseenbeseeneeneeaeeneeseeseaaeeaeabesbesaesbenbeseeseenean 4,248 6,063
7,893 11,012
Non-qualifying hedges:
Derivatives not designated as hedging instruments:
[NEEMESE FAEE SIS ...ttt eeeete ettt ettt sttt et et esae et e s ae et e eae e beeaeenbeeaeesbeeaeesaeeneesaeanseseean 3,784 6,219
CUITENCY SWADS ...veveereeeeeeereseesaeeseesseeeesseessesseesesseessesseesseessenseassesseesssseessssseessesseessessenssessannsenns 122 122
3,906 6,341
Derivatives associated with debt carried at fair value:
B0 =S = (=TT 0L S 5,573 5573
CUITENCY SWEPIS -...eeeveueeteetesie st steseeseessesee e e e eseeseaaeebeebesbesaeabesbese e s eneese e e ese e st e aeebeebesbesbeebeseeseentan 3,134 3,134
8,707 8,707
TOUBL. et R R n e $ 20506 $ 26,060

The decrease in the notional amount of our derivative contracts at June 30, 2013 as compared with December 31, 2012 reflects
maturities of $1.9 billion and the termination of $2.4 billion of non-qualifying hedges and $300 million of fair value hedges to
better align our overall hedge position with our overall interest rate risk position, which had changed after the issuance of $1.5
billion in fixed rate debt to HSBC Bank USA in December 2012 and revisions in our estimates of the prepayment speeds on the
underlying mortgages we are funding.

Additionally, we terminated $1.0 billion of cash flow hedge positions during the first quarter of 2013. As discussed in previous
filings, we have approximately $1.0 billion of junior subordinated notes issued to HSBC Finance Capital Trust IX ("HFCT 1X").
HFCT IX, which isarelated but unconsolidated entity, issued trust preferred securitiesto third party investorsto fund the purchase
of the junior subordinated notes. Under the Notices of Proposed Rulemaking ("NPR") issued by the U.S. regulators which would
implement the capital provisions of Basel |11 and was largely unchanged by the final rule that was adopted on July 2, 2013, the
trust preferred securities would no longer qualify as Tier | capital. Asaresult of these proposed changes, as well as other recent
changes in our assessment of cash flow needs, including long term funding considerations, during the first quarter of 2013 we
terminated the associated cash flow hedges associated with these notes, which resulted in the reclassification to net income of
$199 million of unrealized losses previously accumulated in other comprehensive income during the three months ended March
31, 2013.
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9. Income Taxes

Effective tax rates are analyzed as follows:

2013 2012

(dollars are in millions)

Three Months ENded JUNE 30, .......ccceeiieiiieeeee et s

Tax expense (benefit) at the U.S. federal statutory incometax rate........ $ 141 35.0% $ (858) (35.00%

Increase (decrease) in rate resulting from: ... veevvvcevevcrcceececeeee,
State and local taxes, net of Federal benefit...........cccviciiinicn 2 5 (42 .7
Adjustment with respect to tax for prior periods®.............ccoc.eeveeeee.. 14 3.5 (43) (1.7)
Adjustment of tax rate used to value deferred taxes............ccoueeee. (6) (1.6) — —
Change in valuation allowance reserves@...........coooocoeevvvneneeieniionnn. (15) (3.8) 3 1
Other non-deductible/non-taxable items™ .................cooovvvererrrrerrrnnne. (5) (1.2) ) (1)
Impact of foreign OPErationS..........cccevverererieserere e 2 5 — —
OLNEN ... — — 3 1

Total income tax expense (PENEFit) .......ccorvreerrereeerreeee e $ 133 329% $  (939) (38.3)%

Six Months ENded JUNE 30, .......ooieiiceeiiii et s

Tax expense (benefit) at the U.S. federal statutory incometax rate........ $ 300 35.0% $ (1,136) (35.00%

Increase (decrease) in rate resulting from:
State and local taxes, net of Federal benefit..............ccoooo 5 6 (45) (1.4)
Adjustment with respect to tax for prior periods®...........coccoeereurenen. 4 5 (44) (1.4)
Adjustment of tax rate used to value deferred taxes..........c.cccvveennee (11) (1.3) (7) (.2
Change in valuation allowance reserves@...........cooc..oeevvierveienrionnn. (5) (.6) 10 3
Uncertain tax adjuStMents™ ............oooovevereeeeeeesesseseseess s ) (.6) (5) (1)
Other non-deductible/non-taxable items™ ..............c..coovvvvoierviierrinnnn. (5) (.6) ©) (1)
Impact of foreign OPErations..........ccoovvvrerereresere e 2 i — —
OUNEN ... — — 3 1

Total income tax expense (DENEFit) ..., $ 285 331% $ (1,227 (37.8)%

@ For 2013 and 2012, the amounts relate to corrections to current and deferred tax balance sheet accounts.
For 2013 and 2012, the amounts relate to changes in valuation allowance on states with net operating loss carryforward periods of 12 to 20 years.
®  For 2013 and 2012, the amounts primarily relate to the conclusion of state audits and expiration of state statutes of limitations.

For 2013, the amount relates to a change in the estimated deductibility of accrued costs for certain regulatory matters and a correction to share-based
compensation deferred balances.

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 tax jurisdictions. The total amount of unrecognized tax benefits that, if
recognized, would affect the effective tax rate was $106 million and $113 million at June 30, 2013 and December 31, 2012,
respectively.

It isour policy to recognize accrued interest related to unrecognized tax benefits in interest income in the consolidated statement
of income (loss) and to recognize penalties, if any, related to unrecognized tax positions as a component of other servicing and
administrative expenses in the consolidated statement of income (loss). We had accruals for the payment of interest associated
with uncertain tax positions of $28 million and $36 million at June 30, 2013 and December 31, 2012, respectively. We have $7
million and $6 million in penalty accruals recorded at June 30, 2013 and December 31, 2012, respectively.

HSBC North America Consolidated Income Taxes We are included in HSBC North America's consolidated Federal income tax
return and in various combined state income tax returns. As such, we have entered into a tax allocation agreement with HSBC
North America and its subsidiary entities (the “HNAH Group”) included in the consolidated returns which govern the current
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amount of taxesto be paid or received by the various entitiesincluded in the consolidated return filings. As aresult, we have looked
at the HNAH Group's consolidated deferred tax assets and various sources of taxable income, including the impact of HSBC and
HNAH Group tax planning strategies, in reaching conclusionson recoverability of deferred tax assets. Whereaval uation allowance
isdeterminedto benecessary at theHSBC North Americaconsolidatedlevel, such allowanceisallocated totheprincipal subsidiaries
within the HNAH Group as described below in a manner that is systematic, rational and consistent with the broad principles of
accounting for income taxes.

The HNAH Group evaluates deferred tax assetsfor recoverability using a consistent approach which considersthe relative impact
of negative and positive evidence, including historical financial performance, projections of future taxableincome, 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. The HNAH Group has continued to consider the impact of the economic environment on the
U.S. businesses and the expected growth of the deferred tax assets. This evaluation process involves significant management
judgment about assumptions that are subject to change from period to period.

In conjunction with the HNAH Group deferred tax evaluation process, based on our forecasts of future taxable income, which
include assumptions about the depth and severity of home price depreciation and the U.S. economic environment, including
unemployment levels and their related impact on credit losses, we currently anticipate that our results of future operations will
generate sufficient taxable income to allow us to realize our deferred tax assets. However, since these market conditions have
created losses in the HNAH Group in recent periods and volatility in our pre-tax book income, our analysis of the recoverability
of the deferred tax assets significantly discounts any future taxable income expected from continuing operations and reliesto a
greater extent 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 capita as needed
to run operations, maintain sufficient regulatory capital, and fund certain tax planning strategies. Asfinancial performancein our
U.S. operations improves, it is anticipated that reliance may be placed on projected future operating income in management's
evaluation of the recognition of the deferred tax assets.

Only thosetax planning strategiesthat are both prudent and feasi bl e, and which management hastheability 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 need to bemaintainedinthe U.S. for purposesof thetax planning strategy.

Notwithstanding the above, the HNAH Group has valuation allowances against certain state deferred tax assets and certain Federal
tax loss carryforwards for which the aforementioned tax planning strategies do not provide appropriate support.

HNAH Groupvaluation allowancesareall ocated to theprincipal subsidiaries, including us. Themethodol ogy all ocatestheval 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 allowance is being recorded.

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 Finance Corporation Income Taxes Werecognizedeferred tax assetsand liabilitiesfor thefuture tax consequencesrelated
to differences between the financial statement carrying amounts of existing assets and liabilities and their respective tax bases,
and for tax credits and net operating and other losses. Our net deferred tax assets, including deferred tax liabilities and valuation
allowances, totaled $2.8 billion and $3.9 billion as of June 30, 2013 and December 31, 2012, respectively.

The Internal Revenue Service is currently auditing our income tax returns for the period 2006 through 2009 with an anticipated
completion in the second half of 2013. We remain subject to state and local income tax examinations for years 1998 and forward.
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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.

10. Accumulated Other Comprehensive Income (Loss)

Accumulated other comprehensive income (loss) (“AOCI") includes certain items that are reported directly within a separate
component of shareholders’ equity. The following table presents changes in accumulated other comprehensive income (10ss)
balances.

2013 2012

(in millions)
Three Months Ended June 30,
Unrealized gains (losses) on cash flow hedging instruments:
Balance at beginning Of PEMOM. ..o e e $ (190) $ (439)
Other comprehensive income (loss) for period:
Net gains (losses) arising during period, net of tax of $19 million and $(5) million,

TESPECHIVELY .. 36 9
Reclassification adjustment for losses realized in net income, net of tax of $1 million and $2

MITTON, FESPECHVEIY® ...t 2 4

Total other comprehensive income (10SS) fOr PEFiOd.......cc.cvrvevererere e 38 (5

Balance at end Of PEiOU..........ciiiiiiiii s (152) (444)

Unrealized gains (losses) on securities available-for-sale, not other-than temporarily impaired:

Balance at beginning Of PEITOQ...........cooriir e e — 93
Reclassification of unrealized (gains) losses on other than temporary impaired debt securities, net

of tax of $- million and $- million, respectively — 1

Other comprehensive income (loss) for period:
Net unrealized holding gains (losses) arising during period, net of tax of $- million and $13

L aTL Lo R == o= ox A= Y/ — 23
Reclassification adjustment for (gains) losses realized in net income, net of tax of $- million

and $(4) Million, reSPECHIVEIYD. ... — (8)

Total other comprehensive income (10SS) fOr PEFOU.........coieiiirinriree s — 15

Balance a €nd Of PEITO..... ..ottt b e s se e et e e et aeene e — 109

Unrealized gains (losses) on other-than-temporarily impaired debt securities available-for-sale:
Balance at beginning Of PEITOU.........c..oeoiiiiie e e s — —

Reclassification of unrealized (gains) losses on other than temporary impaired debt securities, net
of tax of $- million and $- million, respectively — (1)

Other comprehensive income (loss) for period:

Other-than-temporary impairment on debt securities available-for-sale recognized in other
comprehensive income, net of tax of $- million and $- million, respectively........ccoccevcevvirennnee. — —

Reclassification adjustment for ggaj ns) losses realized in net income, net of tax of $- million
and $- MillioN, TESPECHIVEIY™W ...ttt se e —

Total other comprehensive income (10SS) fOr PEFOU.........couviiiiriirrieeee s —
Balance at €nd Of PEIOU........ccieiieieieieeeese e st r e sttt se e e e eneens — —
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2013 2012

Pension and postretirement benefit plan liability:

(in millions)

Balance at beginning Of PEMTOM. ..o e (26) (11

Other comprehensive income (loss) for period:
Change in unfunded pension and postretirement liability, net of tax of $- million and $-

0L Lo I == o= ox = Y — —
Reclassification adj ustment for (gains) losses realized in net income, net of tax of $- million
and $ MIllION, TESPECVEIYD ...ttt se e ee e se e 1 1
Total other comprehensive income (10SS) fOr PEFOU.........coeviiirirrieeeee s 1 1
Balance at end Of PEriOd........ccciiiiciii (25) (10)
Foreign currency translation adjustments:
Balance at beginning Of PEITOU...........oi i s 9 12
Other comprehensive income (loss) for period:
Trandation gains (losses), net of tax of $ million and $(1) million, respectively..........cccoceun.... — (5)
Reclassification adjustment for (gaJ ns) losses realized in net income, net of tax of $- million
and $ MIllioN, rESPECHIVEIY® .. ...t r e se e ee e 9 —
Total other comprehensive income (10SS) fOr PEFOU.........covivriiriirrieee s 9 (5)
Balance at €nd Of PEIOU........c.cieiiicieiee ettt et sr e st be e se e e e eneeneenas — 7
Total accumulated other comprehensive income (loss) at end of period............cccooveveeeceecvceenennene. $ @ $ (338)

Six Months Ended June 30,
Unrealized gains (losses) on cash flow hedging instruments:

Balance at beginning of PEiOC...........coveiiiciniiciiic e $ (358) $  (494)
Other comprehensive income (loss) for period:
Net gains arising during period, net of tax of $39 million and $24 million, respectively............. 72 41
Reclassification adjustment for (gaj ns) losses realized in net income, net of tax of $74 million
and $5 Million, reSPECIVEY® ...t s s 134 9
Total other comprehensive income (10SS) fOr PEFOU.........coviiiirirniree s 206 50
Balance at end Of PEriOd...........cuovii e (152) (444)

Unrealized gains (losses) on securities available-for-sale, not other-than temporarily impaired:

Balance at beginning Of PEMIOM. .......c.cireiieer e e 115 102

Reclassification of unrealized (gains) |osses on other-than-temporary impaired debt securities,

net of tax of $- million and $- Million, rESPECHVELY .....c.cviriiriiire s — 1

Other comprehensive income (loss) for period:
Net unrealized holding gains (losses) arising during period, net of tax of $- million and $8

MITTON, FESPECHIVEIY ...ttt ettt st st s ebe e — 15
Reclassification adjustment for (gains) Iom realized in net income, net of tax of $(62)

million and $(4) million, reSPECHVEIYW .............rveeeeeeeeeeceeeeceeseeees e (115) (9)

Total other comprehensive income (10SS) fOr PErOd...........cvirreeinnneirre e (115) 6

Balance at €nd Of PEIOU........c.cieiiicieiee st re st s r e sttt se e e e e eneeneens — 109
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2013 2012

Unrealized gains (losses) on other-than-temporarily impaired debt securities available-for-sale:
Balance at beginning Of PEITOC............oo e e

Reclassification of unrealized (gains) losses on other-than-temporary impaired debt securities,
net of tax of $ million and $ Million, rESPECHIVELY ......ccooveveeirirreie e

Other comprehensive income (loss) for period:

Other-than-temporary impairment on debt securities available-for-sale recognized in other
comprehensive income, net of tax of $- million and $- million, respectively ..........ccocevvunnee.

Reclassification adjustment for ggaj ns) losses realized in net income, net of tax of $(1) million
and $ million, respeCtively® ... ..o

Total other comprehensive income (10SS) fOr PEFiOd........c.cveeeeeirerecece e

Balance at €nd Of PEITOU.......cueeeeeee ettt b e s et se e e e e e e e eneenas
Pension and postretirement benefit plan liability:

Balance at beginning Of PEITOQ............o i e

Other comprehensive income (loss) for period:

Change in unfunded pension and postretirement liability, net of tax of $- million and $-
L aTL Lo I == o= ox L= Y

Reclassification adjustment for (gaJ ns) losses realized in net income, net of tax of $- million
and $ Million, FESPECHVEIYD ...ttt se s s seenens

Total other comprehensive income (10SS) fOr PEFTOU.........covvviiiiirrieeere s
Balance at end Of PEIOU........c.cieieecieiee et se e s e be st se e e e e e eneeneens
Foreign currency translation adjustments:
Balance at beginning Of PEITOU............oi i s
Other comprehensive income (loss) for period:
Trandation losses, net of tax of $(1) million and $- million, respectively........ccoceoveirencreenen.

Reclassification adjustment for (gaJ ns) losses realized in net income, net of tax of $(9) million
and $ Million, rESPECHVEIY ... sessess st se s sn s ss et nsenees

Total other comprehensive income (10SS) fOr PEFOU.........couvviiirirriiree s
Balance at €nd Of PEIOU........ccieieicieeee st re st e st be st se e e e e e e eneeneens
Total accumulated other comprehensive income (loss) at end of period...........cccoooveveeeeecvcvenennee.

(in millions)

— 1)
(1) 1
(1) 1
(26) (11)
1 1

1 1
(25) (10)
11 7
®) —
(6) —
(11) —
— 7

177 % (338)

@ Theamounts reclassified during the three and six months ended June 30, 2013 areincluded inincome (loss) from discontinued operationsin our consolidated

statement of income (10ss).

@ Theamountsreclassified during thethreeand six monthsended June 30, 2013 areincluded asacomponent of salariesand employeebenefitsin our consolidated

statement of income (10ss).

®  Seethe tables below for the components of the amounts reclassified during the three and six months ended June 30, 2013 into income and location in our

consolidated statement of income (loss)
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The following table provides additional information related to amounts reclassified out of accumulated other comprehensive
income into the consolidated statement of income (loss) during the three and six months ended June 30, 2013.

Amount Reclassified
from Accumulated

Other Comprehensive
Details about Accumulated Other Comprehensive Income Components Income (Loss)®

Affected Line Item in the Statement
of Income (Loss)

(in millions)
Three Months Ended June 30, 2013:
Unrealized gains (losses) on cash flow hedging instruments:

Interest rate and CUITeNCY SWAPS.......coevvereereeeerereeeseseereseesee s $ ?3)
Derivative loss recognized on termination of hedge —
FElAiONSNIP v e
Total DEFOrETaX ...cueiveviieceiieir e 3)
Tax expense (DENEFI) ... e @
NEL OF TAX..1.veeivrerieiiecietee ettt sttt beae e enaas $ (2
Foreign currency translation adjustments:
Sale of INSUranNCe BUSINESS .........cuevceicieiicecce e $ —
Closure of foreign legal entity .......cccoceveecevecceceece e, 9
B0 = I o o (= = 9
Tax expense (DENEFI) ... —
AN A0 - ST $ 9
Six Months Ended June 30, 2013:
Unrealized gains (losses) on cash flow hedging instruments:
Interest rate and CUITENCY SWaPS.........covvveverueerieeseeesresesreneesenens $ 9)
Derivative loss recognized on termination of hedge (199)
FElAiONSNIP ..o
Total DEFOr@aX .....cuecueeeeieeciecte e (208)
Tax expense (DENEFI) ..o (74)
NEE OF TAX..1eeeveecteeecte ettt ettt sttt e $ (134)
Foreign currency translation adjustments:
Sale of INSUraNCE DUSINESS .......coveeveeeeeeeeeeeeceeeeeee e $ (24)
Closure of foreign legal entity .........ccoeveveereinennerrerseeeee 9
Total DEFOr@TaX ... coueeeeeeeieceeee e e (15)
TaxX eXPENSe (DENEFIL) ..o e )
NEE OF TBX.....cvveeececreieeee et ee et es ettt sae b enens et e s enaees $ (6)

@ Amounts in parenthesis indicate expenses recognized in the consolidated statement of income (l0ss).
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11. Pension and Other Postretirement Benefits

The components of pension expense for the defined benefit pension plan reflected in our consolidated statement of income (10ss)
are shown in the table below and reflect the portion of the pension expense of the combined HSBC North America Pension Plan
(either the "HSBC North America Pension Plan" or the "Plan™) which has been allocated to HSBC Finance Corporation:

Three Months Ended Six Months Ended
June 30, June 30,
2013 2012 2013 2012
(in millions)

Service cost — benefits earned during the period............cccoeeeeveeeeeeececeeeceeee $ 2 % 3 % 4 $ 4
Interest cost on projected benefit obligation...........coocoeieieiiiiir e 14 12 28 21
EXPECLEd rELUIN ON @SSELS.....cue ettt sttt (18) a7) (36) (27)
RECOGNIZEA [OSSES.......eecieiiicticie ettt ettt e e e sresresresnens 11 7 22 12
PENSION EXPENSE.....cucviuieiuiiiaeieee e ss e s e ss e s e s s e e s s s s s s $ 9 $ 5 % 18 $ 10

Pension expense was higher during thethree and six months ended June 30, 2013 dueto higher interest costs and higher recognized
losses, partially offset by higher expected returns on plan assets due to higher asset levels.

Components of the net periodic benefit for our postretirement medical plan benefits other than pensions are as follows:

Three Months Ended Six Months Ended

June 30, June 30,
2013 2012 2013 2012
(in millions)
Service cost — benefits earned during the period...........ccccevveevevccccccccececs e $ - $ —-— % — % —
L1 = 01 RPN 2 2 4 3
Net periodic postretirement BENEfit COSE ......covvvriiiiiiiicese s $ 2 $ 2 $ 4 % 3

12. Related Party Transactions

In the normal course of business, we conduct transactions with HSBC and its subsidiaries. These transactions occur at prevailing
market rates and terms and include funding arrangements, derivative execution, servicing arrangements, information technology
and some centralized support services, item and statement processing services, banking and other miscellaneous services. The
following tables present related party balances and the income (expense) generated by related party transactions for continuing
operations:

June 30, December 31,
2013 2012
(in millions)
Assets
L0 S o OSSOSO TSRS PR PPN $ 258 $ 193
Securities purchased under agreeMentSt0 rESEll ...t 5,342 2,160
L1 0SS £ TS 20 105
Q0= 1 = (TR $ 5620 $ 2,458
Liabilities: -
Due to affiliates (includes $478 million and $514 million at June 30, 2013 and December 31,

2012 carried at fair Value, FESPECLIVEIY)....ivciiririereiiis ettt $ 8250 $ 9,089
Derivative related laDiliTy .........ccoiiieies e — 18
ORI HHADITHES™ ...vvovvoereeeersseeeeeessseeeessesss e ssss st 7 83
TOE HADIHTTIES. ...ttt b b bt se sttt ne e $ 8257 $% 9,190
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(6]

Other liabilities includes $54 million at June 30, 2013 related to accrued interest receivable on derivative positions with affiliates. There were no similar
balances at December 31, 2012.

Three Months Ended Six Months Ended
June 30, June 30,
2013 2012 2013 2012
(in millions)
Income/(Expense):
Interest income from HSBC affiliates.......ccooevcveeieeciie e $ 1 $ 1 $ 2 % 2
Interest expense paid to HSBC affiliates™ .........o.cooveveeeeeereeeeeeeeeeeeseeeeeeeese e (119) (141) (258) (280)
Net interest iNCOME (I0S9) ........ccuiuciiiciiciic s $ (118) $ (1400 $ (256) $ (279
Gain (loss) on FVO debt with afiliate......cccevveeieiineie e $ 34 $ ®) 3% 37 % (19
HSBC &ffiliate income:
Servicing and other fees from HSBC affiliates:
Real estate secured servicing and related fees from HSBC Bank USA ...... $ 2 $ 2 $ 5 % 5
Other servicing, processing and SUPPOIt FEVENUES ........ccevvereeererererreseens 1 3 2 5
HSBC Technology and Services (USA) Inc. (“HTSU”) administrative fees
aNd rental TVENUED ............cooveeeveeeeeeeseeeeeseeseseeseeeeees s sese s 3 4 6 8
Total servicing and other fees from HSBC affiliates.......cccooeveveninicncncnene $ 6 $ 9 % 13 $ 18
Support services from HSBC affiliates..........cocvvviiciiiicnincee, $ (67) % (799 $ (135 $ (145
Stock based compensation expense With HSBC..........ccoiviiiiiciicicicicice, $ 2 $ 2 $ 4 $ (4)

@

Includes interest expense paid to HSBC affiliates for debt held by HSBC affiliates as well as net interest paid to or received from HSBC affiliates on risk
management hedges related to non-affiliated debt.

Rental revenue/(expense) from HTSU totaled $3 million and $6 million during the three and six months ended June 30, 2013, respectively, compared with
$4 million and $7 million during the three and six months ended June 30, 2012, respectively.

Transactions with HSBC USA Inc., including HSBC Bank USA:

In 2003 and 2004, we sold approximately $3.7 billion of real estate secured receivables to HSBC Bank USA. We continue to
servicethesereceivablesfor afee. At June 30, 2013 and December 31, 2012, wewere servicing receivablestotaling $1.1 billion
and $1.2 hillion, respectively. Servicing fees for these receivables totaled $1 million and $2 million during the three and six
months ended June 30, 2013 compared with $1 million and $2 million during the three and six months ended June 30, 2012,
respectively.

Under multiple servicelevel agreements, we also provide various servicesto HSBC Bank USA, including processing activities
and other operational and administrative support. Feesreceived for these services are reported as Servicing and other feesfrom
HSBC affiliates.

In the fourth quarter of 2009, an initiative was begun to streamline the servicing of real estate secured receivables across North
America. As aresult, certain functions that we had previously performed for our mortgage customers were being performed
by HSBC Bank USA for all North America mortgage customers, including our mortgage customers. Additionally, we began
performing certain functions for all North America mortgage customers where these functions had been previously provided
separately by each entity. During 2011, we began a process to separate these functions so that each entity will be servicing its
own mortgage customers when the process is completed. The following table summarizes fees received and paid during the
three and six months ended June 30, 2013 and 2012, respectively:
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2013 2012
(in millions)

Three Months Ended June 30,

Feesreceived from HSBC Bank USA..........oui ittt ettt sttt $ 1 % 1

Fees paid to HSBC Bank USA ..ottt ettt st s st — 1
Six Months Ended June 30,

Feesreceived from HSBC BanK USA..........cvieiiee ettt et se st sestesesteseesesassssaensstenssnens $ 3 3 3

Feespaid to HSBC BanNK USA ........coiiiecece ettt st st st snenns —_ 3

In July 2010, we transferred certain employees in our real estate secured receivable servicing department to a subsidiary of
HSBC Bank USA. These empl oyees continue to service our real estate secured receivable portfolio and we pay afeeto HSBC
Bank USA for these services. During the three and six months ended June 30, 2013, we paid $15 million and $31 million,
respectively, compared with $14 million and $28 million, respectively, for serviceswereceived from HSBC Bank USA during
the three and six months ended June 30, 2012.

The notional amount of derivative contracts outstanding with HSBC subsidiariestotaled $20.4 billion and $26.0 billion at June
30, 2013 and December 31, 2012, respectively. When the fair value of our agreements with affiliate counterparties requires
the posting of collateral, it is provided in either the form of cash and recorded on the balance sheet, consistent with third party
arrangements, or in the form of securities which are not recorded on our balance sheet. The fair value of our agreements with
affiliate counterparties required the affiliate to provide collateral to us of $661 million and $75 million at June 30, 2013 and
December 31, 2012, respectively, al of which was received in cash. These amounts are offset against the fair value amount
recoghized for derivative instruments that have been offset under the same master netting arrangement.

During the fourth quarter of 2011, HSBC USA Inc. extended a $3.0 billion 364-day uncommitted revolving credit agreement
to us which alows for borrowings with maturities of up to 15 years. During the second quarter of 2012, an amendment was
executed to increase the credit agreement to $4.0 billion. During the fourth quarter of 2012, the agreement was extended to
the fourth quarter of 2013. As of both June 30, 2013 and December 31, 2012, $2.0 billion was outstanding under this credit
agreement with $512 million maturing in September 2017 and $1.5 billion maturing in January 2018.

HSBC Bank USA extended a $1.5 hillion uncommitted secured credit facility to certain of our subsidiariesin December 2008.
This credit facility currently maturesin November 2013. Any draws on this credit facility require regulatory approval. There
were no balances outstanding at June 30, 2013 or December 31, 2012.

In May 2012, HSBC USA Inc. extended a $2.0 billion committed revolving credit facility to us which expiresin May 2017.
As of June 30, 2013 and December 31, 2012, there were no amounts outstanding under this credit facility.

Transactions with HSBC USA Inc. and HSBC Bank USA involving our Discontinued Operations:

Asit relates to our discontinued credit card operations, in January 2009 we sold our General Motors (“GM™) and Union Plus
(“UP") portfalios to HSBC Bank USA with an outstanding principal balance of $12.4 billion at the time of sale but retained
the customer account relationships. In December 2004, we sold our private label receivable portfolio (excluding retail sales
contracts at our Consumer Lending business) to HSBC Bank USA and also retained the customer account relationships. In
July 2004, we purchased the account relationships associated with $970 million of credit card receivables from HSBC Bank
USA. Ineach of thesetransactions, weagreedto sell onadaily basisall new receivabl eoriginationsontheseaccount rel ationships
to HSBC Bank USA and serviced these receivables for afee. As discussed in Note 2, “ Discontinued Operations,” on May 1,
2012, wesold our Card and Retail Servicesbusinessto Capital One, which included these account rel ationshipsand receivables.

Intangible assets of our discontinued credit card operations at December 31, 2011 included $29 million, net, that related to the
account relationships we purchased from HSBC Bank USA in July 2004 as discussed above. In March 2012, we sold these
account relationships to HSBC Bank USA resulting in again of $79 million during the first quarter of 2012 which isincluded
as acomponent of income from discontinued operations.
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The following table summarizes the cumulative amount of receivables sold on a daily basis during the three and six months
ended June 30, 2012:

Credit Cards

Private General Union
Label Motors Plus Other Total
(in billions)
Total of receivables sold on a daily basis to HSBC Bank
USA during:
Three Months Ended June 30, 2012.........cccooeeerrveeeevennnnn. $ 11 $ 10 $ 3 % 1 $ 2.5
Six Months Ended June 30, 2012.........coccceveeeeeiveecreenrenns 4.4 39 1.0 1.1 10.4

Gainsonthedaily salesof thereceivablesdiscussed aboveduring 2012 through the date of sale, which areincluded asacomponent
of income from discontinued operations in the consolidated statement of income (loss), totaled $10 million and $89 million
during the three and six months ended June 30, 2012, respectively. No gainswere recorded during the three and six months ended
June 30, 2013 following the sale of our Card and Retail Services business to Capital One on May 1, 2012. Fees received for
servicing these receivable portfolios during 2012 through the date of sale, which are included as a component of income from
discontinued operations in the consolidated statement of income (loss), totaled $50 million and $207 million during the three
and six months ended June 30, 2012, respectively. No fees were received during the three and six months ended June 30, 2013
following the sale of our Card and Retail Services businessto Capital One on May 1, 2012.

The GM and UP credit card receivables as well as the private |abel receivables were sold to HSBC Bank USA on adaily basis
at a sales price for each type of portfolio determined using a fair value calculated semi-annually in April and October by an
independent third party based onthe projected future cash flowsof thereceivables. Theprojected future cash flowsweredevel oped
using various assumptions reflecting the historical performance of the receivables and adjusted for key factors such as the
anticipated economic and regulatory environment. The independent third party used these projected future cash flows and a
discount rate to determine arange of fair values. We used the mid-point of this range as the sales price.

Transactions with other HSBC affiliates:

Employees of HSBC Finance Corporation participate in one or more stock compensation plans sponsored by HSBC. These
expensesarerecorded in Salary and employeebenefitsand arereflected in the abovetabl e as Stock based compensation expense
with HSBC.

HSBC North America’s technology and certain centralized support servicesincluding human resources, corporate affairs, risk
management, legal, compliance, tax, finance and other shared servicesare centralized within HTSU. Technology related assets
are generally capitalized and recorded on our consolidated balance sheet. HTSU also provides certain item processing and
statement processing activitiesto us. The feeswe pay HTSU for the centralized support services and processing activities are
included in support servicesfrom HSBC affiliates. We also receive feesfrom HTSU for providing them certain administrative
services, such as internal audit, as well as receiving rental revenue from HTSU for certain office space. The fees and rental
revenue we receive from HTSU are recorded as a component of servicing and other fees from HSBC affiliates.

Weuse HSBC Global Resourcing (UK) Ltd., an HSBC affiliate located outside of the United States, to provide various support
services to our operations including among other areas, customer service, systems, collection and accounting functions. The
expenses related to these services of $1 million and $3 million during the three and six months ended June 30, respectively,
areincluded asacomponent of Support servicesfrom HSBC affiliatesin thetable above. The expensesrelated to these services
during the three and six months ended June 30, 2012 totaled $3 million and $6 million, respectively.

Due to affiliates includes amounts owed to subsidiaries of HSBC as a result of direct debt issuances. At June 30, 2013 and
December 31, 2012, due to affiliates includes $478 million and $514 million carried at fair value under FVO reporting,
respectively. During the three and six months ended June 30, 2013, the gain (loss) on debt designated at fair value and related
derivatives includes a gain of $34 million and $37 million, respectively, compared with aloss of $5 million and $19 million
during the three and six months ended June 30, 2012, respectively, related to these debt issuances.

During the first quarter of 2012, we executed two new $250 million loan agreements with HSBC Investments (Bahamas)
Limited. During the third quarter of 2012, these |oans matured and were not renewed.

During the second quarter of 2011, we executed a $600 million loan agreement with HSBC North America which provides
for three $200 million borrowings with maturities between 2034 and 2035. As of June 30, 2013 and December 31, 2012, $600
million was outstanding under this loan agreement.
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During the fourth quarter of 2011, we executed a credit facility of $400 million with HSBC Trinkaus & Burkhardt AG
(“Trinkaus”). As of December 31, 2012, there were no amounts outstanding under this credit facility. This credit facility was
terminated in October 2012.

During the fourth quarter of 2011, we executed arevolving credit facility of $500 million with HSBC Investments (Bahamas)
Limited maturing in April 2014. In October 2012, the amount available under the credit facility was reduced to $100 million.
As of June 30, 2013 and December 31, 2012, there were no amounts outstanding under this |oan agreement.

In February 2012, HSBC North America extended to us a $455 million, 364-day uncommitted revolving credit facility. In
January 2013, thefacility was extended until January 2014. Asof June 30, 2013 and December 31, 2012, there were no amounts
outstanding under this credit facility.

During the fourth quarter of 2010, we issued 1,000 shares of Series C preferred stock to HSBC Investments (North America)
Inc. ("HINQO") for $1.0 billion. We began paying dividends on the Series C preferred stock during the first quarter of 2011.
Dividends paid on the Series C Preferred Stock totaled $21 million and $43 million for the three and six months ended June
30, 2013, respectively, compared with $21 million and $43 million during the three and six months ended June 30, 2012,
respectively.

We purchase from HSBC Securities (USA) Inc. (“HSI”) securities under an agreement to resell. Interest income recognized
onthesesecuritiesisreflected asinterestincomefromHSBC affiliatesin thetableabove. Securitiespurchased under agreements
to resell increased as compared with December 31, 2012 as a result of the proceeds from the sale of our personal non-credit
card receivable portfolio on April 1, 2013, the sale of a pool of real estate secured receivables, the run-off of our liquidating
receivable portfolios, the sale of REO properties and arequirement to post collateral with us under our derivative agreements,
partially offset by the retirement of long term debt.

Support services from HSBC affiliates also includes banking services and other miscellaneous services provided by other
subsidiaries of HSBC, including HSBC Bank USA.

Domestic employees of HSBC Finance Corporation participate in a defined benefit pension plan and other post-retirement
benefit plans sponsored by HSBC North America. See Note 11, “Pension and Other Post-retirement Benefits,” for additional
information on this pension plan.

We guaranteed the long-term and medium-term notesissued by our Canadian business prior to its sale to HSBC Bank Canada
through May 2012 when the noteswere paid in full. Thefeesrecorded for providing this guaranteein 2012 were not significant
and are included in interest income from HSBC affiliates in the table above. As part of the sale of our Canadian business to
HSBC Bank Canada, the sale agreement allowed us to continue to distribute various insurance products through the branch
network for afeewhichisincluded asacomponent of income from discontinued operations. We distributed insurance products
for HSBC Bank Canada until the I nsurance business was sold on March 29, 2013.

13. Business Segments

We have one reportable segment: Consumer. Our Consumer segment consists of our run-off Consumer Lending and Mortgage
Services businesses. The Consumer segment provided real estate secured and personal non-credit card loans with both revolving
and closed-end terms and with fixed or variable interest rates. Loans were originated through branch locations and direct mail.
Productswereal so offered and customers serviced through the I nternet. Our segment resultsare reported on acontinuing operations
basis. Prior to the first quarter of 2007, we acquired loans from correspondent lenders and prior to September 2007 we also
originated loans sourced through mortgage brokers. While these businesses are operating in run-off, they have not been reported
as discontinued operations because we continue to generate cash flow from the ongoing collections of the receivables, including
interest and fees.

Previously we reported our corporate and treasury activities, which included the impact of FVO debt, in the All Other caption in
our segment reporting. With the completion of the sale of our Insurance business on March 29, 2013 as more fully discussed in
Note 2, “Discontinued Operations,” our corporate and treasury activities are now solely supporting our Consumer Lending and
Mortgage Services businesses. As aresult, beginning in the first quarter of 2013 we are now reporting these activities within the
Consumer Segment and no longer presenting an “All Other” caption within segment reporting. Segment financial information has
been restated for al periods presented to reflect this new segmentation. There have been no other changes in measurement or
composition of our segment reporting as compared with the presentation in our 2012 Form 10-K.

We report financia information to our parent, HSBC, in accordance with International Financial Reporting Standards (“IFRSS’).
Our segment results are presented in accordance with IFRSs (anon-U.S. GAAPfinancial measure) on alegal entity basis (“|FRSs
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Basis’) as operating results are monitored and reviewed and trends are evaluated on an IFRSs Basis. However, we continue to
monitor liquidity and capital adequacy, establish dividend policy and report to regulatory agencieson aU.S. GAAP basis.

A summary of the significant differences between U.S. GAAP and | FRSs 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” (“1AS 39"), requires an estimate of changesin 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 be included. U.S. GAAP generally
prohibits recognition of interest income to the extent the net investment in the loan would increase to an amount greater than the
amount at which the borrower could settle the obligation. Under U.S. GAAP, prepayment penalties are generally recognized as
received. U.S. GAAPal soincludesinterestincomeon loansoriginated asheld for salewhichisincludedin other operating revenues
for IFRSs.

Deferred loan origination costs and fees - Loan origination cost deferrals under |FRSs are more stringent and generally result in
lower costsbeing deferred than permitted under U.S. GAAP. Inaddition, all deferred |oan origination fees, costsand loan premiums
must be recognized based on the expected life of the receivables under IFRSs as part of the effective interest calculation while
under U.S. GAAP they may be recognized on either a contractual or expected life basis.

Net interest income - Under IFRSs, net interest income includes the interest element for derivatives which corresponds to debt
designated at fair value. For U.S. GAARP, thisis included in gain (loss) on debt designated at fair value and related derivatives
which is a component of other revenues.

Other Operating Income (Total Other Revenues)

Loans held for sale - IFRSs requires loans originated with the intent to sell in the near term 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 |oans and recorded at the lower
of amortized cost or fair value. Under IFRSs, the income and expenses related to receivables held for sale are reported in other
operating income. Under U.S. GAARP, theincome and expenses related to receivables held for sale are reported similarly to loans
held for investment.

For receivables 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. GAAP, but does not
change the recognition and measurement criteria. Accordingly, for IFRSs purposes such loans continue to be accounted for and
impairment continues to be measured in accordance with IAS 39 with any gain or loss recorded at the time of sale. U.S. GAAP
requires loans that meet the held for sale classification requirements be transferred to a held for sale category at the lower of
amortized cost or fair value. Under U.S. GAAP, the component of the lower of amortized cost or fair value adjustment related to
credit risk at the time of transfer is recorded in the statement of income (loss) as provision for credit |osses while the component
related to interest rates and liquidity factorsis reported in the statement of income (loss) in other revenues.

Extinguishment of debt - During the fourth quarter of 2010, we exchanged $1.8 billion in senior debt for $1.9 billion in new fixed
rate subordinated debt. Under IFRSs, the population of debt exchanged which qualified for extinguishment treatment was larger
than under U.S. GAAP which resulted in a gain on extinguishment of debt under IFRSs compared with a small loss under U.S.
GAAP. Under U.S. GAAP, we continue to account for a portion of this debt under the fair value option election and, therefore,
changes in the fair market value are recognized in earnings under U.S. GAAP. Under IFRSs, the debt is held at amortized cost.

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.

Other-than-temporary impairments - Under U.S. GAAP, a decline in fair value of an available-for-sale debt security below its
amortized cost may indicate that the security is other-than-temporarily impaired under certain conditions. IFRSs do not have an
“other than temporary” impairment concept. Under IFRSs, adecline in fair value of an available-for-sale debt security below its
amortized cost is considered evidence of impairment if the decline can, at least partially, be attributed to an incurred loss event
that impactsthe estimated future cash flows of the security (i.e., acredit lossevent). Thusasecurity may not be considered impaired
if the declinein 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.

Loan Impairment Charges (Provision for Credit Losses)

IFRSs requires a discounted cash flow methodology for estimating impairment on pools of homogeneous customer loans which
requires the discounting of cash flows including recovery estimates at the original effective interest rate of the pool of customer
loans. Theamount of impairment rel ating to thediscounting of future cash flowsunwindswith the passage of time, andisrecognized
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 the collateral are accrued for on a discounted basis
and arecovery asset is recorded. Subsequent recoveries are recorded to earnings under U.S. GAARP, but are adjusted against the
recovery asset under IFRSs. Under IFRSs, interest on impaired loansisrecorded at the effective interest rate on the customer loan
balance net of impairment allowances, and therefore reflects the collectability of the loans.

As discussed above, under U.S. GAAP the credit risk component of the initial lower of amortized cost or fair value adjustment
related to the transfer of receivables to held for sale is recorded in the statement of income (loss) as provision for credit losses.
Thereisno similar requirement under IFRSs.

Credit loss reserves on TDR Loans for U.S. GAAP are established based on the present value of expected future cash flows
discounted at the loans original effective interest rate. Under IFRSs, impairment on the residential mortgage |oans where we have
granted the borrower a concession as aresult of financial difficulty is measured based on the cash flows attributable to the credit
loss events which occurred before the reporting date. HSBC's accounting policy under IFRSs is to remove such loans from the
category of impaired loans after a defined period of re-performance, although such loans remain segregated from loans that were
not impaired in the past for the purposes of collective impairment assessment to reflect their credit risk. Under U.S. GAAP, when
aloan isimpaired theimpairment is measured based on all expected cash flows over the remaining expected life of the loan. Such
loans remain impaired for the remainder of their lives under U.S. GAAP.

For loans collectively evaluated for impairment under U.S. GAAP, bank industry practice adopted in the fourth quarter of 2012
generally resultsin aloss emergence period for theseloans using aroll rate migration analysis which resultsin 12 months of losses
in our credit loss reserves. Under IFRSs, we concluded that the estimated average period of time from last current status to write-
off for real estate secured loans collectively evaluated for impairment using aroll rate migration analysis was 10 months which
was also adopted in the fourth quarter of 2012. In the second quarter of 2013, we updated our review under |FRSs to reflect the
period of time after aloss event that 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 secured loans 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 the amorti zati on of theamount by which actuarial |ossesexceedsthe higher of 10 percent of the projected benefit obligation
or fair value of plan assets (the“ corridor”). As aresult of an amendment to the applicable |FRSs 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
benefitliability. Thishasresulted inanincreasein pension expenseasthenet interest doesnot reflect the benefit from the expectation
of higher returns on the riskier plan assets. In 2010, changes to future accruals for legacy participants under the HSBC North
America Pension Plan were accounted for as a plan curtailment under IFRSs, which resulted in immediate income recognition.
Under U.S. GAAP, these changes were considered to be a negative plan amendment which resulted in no immediate income
recognition.
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Litigation accrual - Under U.S. GAAP litigation accruals are recorded when it is probable a liability has been incurred and the
amount is reasonably estimable. Under IFRSs, a present obligation must exist for an accrual to be recorded. In certain cases, this
creates differences in the timing of accrual recognition between IFRSs and U.S. GAAP.

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.

Assets

Customer loans (Receivables) - As discussed 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 IFRSs than under U.S. GAAP. Unearned insurance premiums are reported as
areduction to receivableson aU.S. GAAP basis but are reported as insurance reserves for IFRSs. IFRSs also allowsfor reversals
of write-downs to fair value on secured loans when collateral values have improved which is not permitted under U.S. GAAP.

Derivatives - Under U.S. GAAP, derivative receivables and payables with the same counterparty may be reported on anet 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. GAARP, 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 derivative instruments. 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.
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Reconciliation of our IFRS Basis segment results to the U.S. GAAP consolidated totals are as follows:

IFRS Basis

Consumer U.S. GAAP
Segment FRS IFRS Consolidated
Totals Adjustments®  Reclassifications® Totals
(in millions)

Three Months Ended June 30, 2013:
Net INtErest iNCOME..........cuiiiinir s 493 $ (168) $ 87) $ 238
Other operating income (Total other revenues) ...........coevverreernssenesisenene (116) 658 86 628
Total operating iNCOME (I0SS)........cucueuiuiuiiiuiieieirieieeieieeie e 377 490 1) 866
Loan impairment charges (Provision for credit 10SSeSs) .........cccovvvreriririciniens 124 143 — 267
Net interest income and other operating income less provision for credit

[OSSES ...ttt 253 347 1) 599
OPErating EXPENSES........coiuuierieiiieeieiiisscs s ss s 153 43 1) 195
Profit (10SS) DEfOre taXx ........oeueuruiiriririiieeee e 100 $ 304 $ — % 404
Three Months Ended June 30, 2012:
NEt iNEErESt INCOME.......coucerircecicie e 622 $ (127) $ (104) $ 391
Other operating income (Total other revenues) ... (431) (1,550) 116 (1,865)
Total operating iNCOME (I0SS).......cevrururreririeeirieeesesieese et seseenas 191 (1,677) 12 (1,474)
Loan impairment charges (Provision for credit 10SSeSs) .........cccovvvveveinininnnens 720 18 — 738
Net interest income and other operating income less provision for credit

[OSSES ....oveovee v eeeeeeseeeeeeeese s eeeeseseese s seseeeseses e eeseees e seseees s seseeesreseseneses (529) (1,695) 12 (2,212)
OPEratiNg EXPENSES.......cviiiiiriirtrtt sttt sttt 221 6 12 239
Profit (10SS) DEfOr@ taX ..........ccvvevcvriciininiciie s (750) $ (1,701) $ — $ (2,451)
Six Months Ended June 30, 2013:
Net interest income 1,129 $ (327) $ (170) $ 632
Other operating income (Total Other revVeNUES) ..........cooeeerrerenennieeresieenens (315) 1,120 177 982
Total operating iNCOME (I0SS).......cueirururreririeeririseesesie e st seenas 814 793 7 1,614
Loan impairment charges (Provision for credit 10SSes) ..........ccovvevieiieciennns 443 (152) — 291
Net interest income and other operating income less provision for credit

[0 1SS S SRS 371 945 1,323
OPEratiNg EXPENSES......cuceueieererteertrisseresteseeseste e sesas s sesbe e s sassesesbesesesesbenenens 408 48 463
Profit (10SS) DEfOre tax ..........ccovevicveeciciicie s @37 $ 897 $ — $ 860
Balances at end of period: -
Customer [0ans (RECEIVADIES).............ccrweiireecerereee e 34,498 $ (5,346) $ (40) $ 29,112
AASSEES ...t ee et ee e e ee e 43,839 (1,967) — 41,872
Six Months Ended June 30, 2012:
NEt iNterest iINCOME. ..o 1267 $ (249) $ (219) $ 799
Other operating income (Total other revenues) ..., (748) (1,563) 251 (2,060)
Total operating iNCOME (I0SS).....c.vueurerrrerirereerirerereeeireereesesesseeesessssesesensessseenns 519 (1,812) 32 (1,261)
Loan impairment charges (Provision for credit 10SSeSs) .........ccccovvvriririreriniens 1,575 (46) — 1,529
Net interest income and other operating income less provision for credit

TOSSES ....oveovve e eeeseeeeeseseseeeseseseseeseses s eesenesseesesesseeesesessaseseeessesesesessesesaneees (1,056) (1,766) R (2,790)
OPEratiNg EXPENSES.......c.vuieiiiririitsetsestst sttt sttt sttt 410 12 32 454
Profit (10SS) BEFOr@ taX ........c.vcuerrciiriniiciesse s sses (1,466) $ (1,778) $ — $ (3,244)
Balances at end of period: -
Customer [0anS (RECEIVADIES)..........c.cuvueerririeeirereree e 44437 $ (9435) $ 47 % 34,955
AASSEES .o oeeo etttk 52,696 (3,404) — 49,292

@ IFRSAdjustments consist of the accounting differences between U.S. GAAP and IFRSs which have been described more fully above.
@ Represents differences in balance sheet and income statement presentation between U.S. GAAP and IFRSs.
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14. Variable Interest Entities

We consolidate variable interest entities (“VIES") in which we are deemed to be the primary beneficiary through our holding of a
variableinterest which isdetermined asacontrolling financial interest. The controlling financial interest is evidenced by the power
to direct the activities of aVIE that most significantly impact its economic performance and obligations to absorb losses of, or the
right to receive benefitsfrom, the VIE that could be potentially significant to the VIE. Wetake into account all of our involvements
inaVIE inidentifying (explicit or implicit) variable interests that individually or in the aggregate could be significant enough to
warrant our designation as the primary beneficiary and hence require us to consolidate the VIE or otherwise require us to make
appropriate disclosures. We consider our involvement to be significant wherewe, among other things, (i) provideliquidity facilities
to support the VIE's debt issuances, (ii) enter into derivative contracts to absorb the risks and benefits from the VIE or from the
assets held by the VIE, (iii) provide a financial guarantee that covers assets held or liabilities issued, (iv) design, organize and
structure the transaction and (v) retain afinancial or servicing interest 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 Intheordinary course of business, we have organized special purpose entities (“ SPES’) primarily to meet our
own funding needs through collateralized funding transactions. We transfer certain receivablesto these trusts which in turn issue
debt instrumentscollateralized by thetransferred receivables. Theentitiesused inthesetransactionsareVI1Es. Aswearethe servicer
of the assets of these trusts and have retained the benefits and risks, we determined that we are the primary beneficiary of these
trusts. Accordingly, we consolidate these entities and report the debt securities issued by them as secured financings in long-term
debt. Asaresult, all receivablestransferred in these secured financings have remained and continue to remain on our balance sheet
and the debt securitiesissued by them have remained and continue to be included in long-term debt.

The following table summarizes the assets and liabilities of these consolidated secured financing VIEs as of June 30, 2013 and
December 31, 2012:

June 30, 2013 December 31, 2012
Consolidated ~ Consolidated  Consolidated = Consolidated
Assets Liabilities Assets Liabilities
(in millions)
Real estate collateralized funding vehicles:
0 OO $ 2 $ — 3 6 $ —
ReCEIVADIES, NEL ... s 3,987 — 4,197 —
OHNEr HADITHES ......oooooveererreeseeeeeeeee e — (40) — (39)
LONG-terM debt ..o — 2,637 — 2,878
LI 1 $ 3989 $ 2597 $ 4203 $ 2,839

The assets of the consolidated VIEs serve as collateral for the obligations of the VIEs. The holders of the debt securities issued
by these vehicles have no recourse to our general assets.

Unconsolidated VIEs As of June 30, 2013 and December 31, 2012, al of our unconsolidated VIESs, which relate to low income
housing partnerships, leveraged | ease and investmentsin community partnerships, are reported within our discontinued operations.
We do not have any unconsolidated VIEs within continuing operations.

15. Fair Value Measurements

Accounting principlesrelated to fair value measurements provide aframework for measuring fair value and focus on an exit price
that would bereceived 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 Vaue
Framework™). Where required by the applicable accounting standards, assets and liabilities are measured at fair value using the
“highest and best use” valuation premise. Fair value measurement guidance effective in 2012 clarifies that financial instruments
do not have alternative use and, as such, the fair value of financial instruments should be determined using an “in-exchange’
valuation premise. However, thefair value measurement literature provides aval uation exception and permits an entity to measure
thefair value of agroup of financial assets and financial liabilitieswith offsetting credit risk and/or market risks based on the exit

47



HSBC Finance Corporation

price it would receive or pay to transfer the net risk exposure of a group of assets or liahilitiesif certain conditions are met. We
have not elected to make fair value adjustments to a group of derivative instruments with offsetting credit and market risks.

Fair Value Adjustments The best evidence of fair value is quoted market price in an actively traded market, where available. In
the event listed price or market quotes are not available, val uation techniques that incorporate rel evant transaction data and market
parametersreflecting the attributes 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.
The fair value adjustments are broadly categorized by the following 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 isrecorded to reflect our default risk. Where applicable, we take into consideration the
credit risk mitigating arrangements including collateral agreements and master netting arrangements in estimating the credit risk
adjustments.

Liquidity risk adjustment - The liquidity risk adjustment reflects, among other things, (a) the cost that would be incurred to close
out the market risks by hedging, disposing or unwinding the actual position (i.e., abid-offer adjustment), and (b) theilliquid nature,
other than the size of therisk position, of afinancia instrument.

Input 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. Theresultant fair value measurement hasinherent
measurement risk if one or more significant parameters are unobservable and must be estimated. An input valuation adjustment
isnecessary to reflect the likelihood that market participants may use different input parameters, and to mitigate the possibility of
measurement error.

Valuation Control Framework A control framework has been established which is designed to ensure that fair values are either
determined or validated by afunction independent of the risk-taker. To that end, the ultimate responsibility for the determination
of fair values rests with the HSBC Finance Vauation Committee. The HSBC Finance Valuation Committee establishes policies
and procedures to ensure appropriate valuations. Fair values for debt securities and long-term debt for which we have elected fair
value option are determined by athird-party valuation source (pricing service) by reference to external quotations on theidentical
or similar instruments. Oncefair values have been obtained from the third-party val uation source, an independent price validation
processisperformed and reviewed by the HSBC Finance VVal uation Committee. For pricevalidation purposes, we obtain quotations
from at least one other independent pricing source for each financial instrument, where possible. We consider the following factors
in determining fair values:

* similarities between the asset or theliability under consideration and the asset or liability for which quotation isreceived;
»  collaborationof pricing by referenceto other independent market datasuch as market transactionsand rel evant benchmark
indices;
* whether the security istraded in an active or inactive market;
* 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; and
* the manner in which the fair value information is sourced.

Greater weight is given to quotations of instruments with recent market transactions, pricing quotes from dealers who stand ready
to transact, quotations provided by market-makers who originally underwrote such instruments, and market consensus pricing
based on inputs from alarge number of participants. Any significant discrepancies among the external quotations are reviewed by
management and adjustments to fair values are recorded where appropriate.

Fair values for derivatives are determined by management using valuation techniques, valuation models and inputs that are
developed, reviewed, validated and approved by the Quantitative Risk and Valuation Group of an HSBC affiliate. These valuation
models utilize discounted cash flows or an option pricing model adjusted for counterparty credit risk and market liquidity. The
models used apply appropriate control processes and procedures to ensure that the derived inputs are used to value only those
instrumentsthat sharesimilar risk to therelevant benchmark indexesand theref ore demonstrate asimil ar responseto market factors.
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In addition, avalidation process is followed which includes participation in peer group consensus pricing surveys to ensure that
valuation inputs incorporate market participants risk expectations and risk premium.

We have various controls over our valuation process and proceduresfor receivables held for sale. Asthesefair values are generally
determined using modeling techniques, the controls may include independent development or validation of the logic within the
valuation models, the inputs to those models, and adjustments required to outside valuation models. The inputs and adjustments
to valuation models are reviewed with management and reconciled to inputs and assumptions used in other internal valuation
processes. In addition, from time to time, certain portfolios are valued by independent third parties, primarily for related party
transactions, which are used to validate our internal models.

Fair Value of Financial Instruments The fair value estimates, methods and assumptions set forth below for our financial
instruments, including those financia 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
includedinthisForm 10-Q. Thefollowing tablesummarizesthe carrying valuesand estimated fair value of our financial instruments
at June 30, 2013 and December 31, 2012.

June 30, 2013

Carrying  Estimated

Value Fair Value Level 1 Level 2 Level 3
(in millions)

Financial assets:
L0 o $ 261 $ 261 $ 261 $ — 3 —
Interest bearing deposits with banks..............cooeiiiiiiieiiiciee, 434 434 — 434 —
Securities purchased under agreementsto resell ..........ccocovevvvicceeenn 5,342 5,342 — 5,342 —
Real estate secured receivables™:

FIPSETIEN ettt 23,090 20,035 — — 20,035

S = w0 010 I 1= TS 2,843 1,504 — — 1,504

Total real estate secured receivables..........ocoevvvevevcevecce e 25,933 21,539 — — 21,539
Receivablesheld for Sale.......coovviiiciciceccc e 4,991 4,991 — — 4,991
DUE from affilIaES.....cvceeeee e 20 20 — 20 —
Derivative finanCial 8SSELS.........cccceveeienicieseece e — — — — —
Financial liabilities:
Dueto affiliates carried at fair Value.........cceeveeeieeeciceece e, 478 478 — 478 —
Dueto affiliates not carried at fair value........cccceveveveveccececcecceccee 7,772 7,772 — 7,772 —
Long-term debt carried at fair value..........cccooeveveieieeieeereeee 9,495 9,495 — 9,495 —
Long-term debt not carried at fair value...........ccceeveinenccnccniece 15,783 16,122 — 13,667 2,455
Derivative financial l1abilities..........ccccvivvievenieie e 3 3 — 3 —
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December 31, 2012
Carrying  Estimated

Value Fair Value Level 1 Level 2 Level 3
(in millions)

Financial assets:
LOr = o TR $ 197 $ 197 $ 197 % — $ —
Interest bearing deposits with banks..........cccccevevevcicccceccce e 1,371 1,371 — 1,371 —
Securities purchased under agreementsto resell .........cccooeeerinicnennn 2,160 2,160 — 2,160 —
S o1 [ =S 80 80 80 — —
Real estate secured receivables™:

FIPSEHIEN ettt b 26,218 19,586 — — 19,586

S = w0 010 I 1= o T 3,066 1,113 — — 1,113

Total rea estate secured receiVables...........cccovvveveccecicce s 29,284 20,699 — — 20,699
Receivables held for SAl@........occveiiiiciiecee et 6,203 6,203 — — 6,203
DUE from affiliaES.....cv e 105 105 — 105 —
Derivative finanCial 8SSELS........cccveviriericiese e — — — — —
Financial liabilities:
Dueto affiliates carried at fair ValUue........cccueeveeeieeeciieece e, 514 514 — 514 —
Dueto affiliates not carried at fair value.......cccceveeveeveeceececencece e 8,575 8,654 — 8,654 —
Long-term debt carried at fair value..........coooveieieieinneceee 9,725 9,725 — 9,725 —
Long-term debt not carried at fair value...........ccccoevvinnnccnccnece 18,701 19,172 — 16,537 2,635
Derivative financial liabilities..........cccceveveveieie e 22 22 — 22 —

@ The carrying amount of consumer receivables presented in the table above reflects the amortized cost of the receivable, including any accrued interest,
less credit loss reserves as well as any charge-offs recorded in accordance with our existing charge-off policies.

Receivable 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 arange of values 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 receivables has been heavily influenced by the
challenging economic conditions during the past few years, including house price depreciation, elevated unemployment, changes
in consumer behavior, changesin discount rates and the lack of financing options available to support the purchase of receivables.
For certain consumer receivables, investors incorporate numerous assumptions in predicting cash flows, such as higher charge-
off levels and/or slower voluntary prepayment speeds than we, as the servicer of these receivables, believe will ultimately be the
case. Theinvestor'svaluation processreflectsthisdifferencein overall cost of capital assumptionsaswell asthe potential volatility
in the underlying cash flow assumptions, the combination of which may yield a significant pricing discount from our intrinsic
value. The estimated fair values at June 30, 2013 and December 31, 2012 reflect these market conditions. The increase in the
relativefair value of real estate secured receivablesduring thefirst half of 2013 islargely dueto improved conditionsin the housing
industry driven by increased property values and, to alesser extent, lower required market yields and increased investor demand
for these types of receivables.
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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 June 30, 2013 and December 31, 2012, and indicates the fair value
hierarchy of the valuation techniques utilized to determine such fair value.

Significant
Quoted Prices in Other Significant Total of Assets
Active Markets for ~ Observable Unobservable (Liabilities)
Identical Assets Inputs Inputs Measured at
(Level 1) (Level 2) (Level 3) Netting® Fair Value
(in millions)

June 30, 2013
Derivative financia assets:

INtErESt rate SWaAPS .....c.veveveeeereeieeee e $ — 3 391 $ — 3 — 3 391

CUITENCY SWEPS ...ttt — 741 — — 741

Derivative NEtiNg.........ccvvviviciiiiiie s — — — (1,132) (1,132)

Total derivative financial assets. — 1,132 — (1,132) —
TOta BSSELS.....ccviiii $ — 3 1,132 % — 3 (1,132) $ —
Dueto affiliates carried at fair value $ — $—(478) s -3 — $—(478)
Long-term debt carried at fair value — (9,495) — — (9,495)
Derivative related liabilities:

INEFESE A8 SWAPS .......oovevereeneeerereree e eeeeeeees — (466) — — (466)

CUITENCY SWEPS ..o siens — (96) — — (96)

Derivative NEtING ......c.covevrueeirereeeieree e — — — 559 559

Total derivative related liabilities..........cccooveinicininiicinien, — (562) — 559 3)
Total lHabilitIES. ... $ — 3 (10,535) $ — $ 559 $ (9,976)
December 31, 2012 -
Derivative financial assets:

INEErESt rate SWaAPS .....c.ceverereiriiereee e $ — % 524 $ — % — 3% 524

Currency swaps...... — 1,159 — — 1,159

Derivative netting — — — (1,683) (1,683)

Total derivative financial assetS.......cocveeeerererirerieienisinenens — 1,683 — (1,683) _
Available-for-sale securities:

Money market funds 80 — — — 80

Total available-for-sale securities 80 — — — 80
TOA BSSELS ...uerererieree e $ 80 $ 1683 $ — $ (1,683) $ 80
Dueto affiliates carried at fair value $ — $—(514) s -3 — $—(514)
Long-term debt carried at fair value............ccocvviccniniciininns — (9,725) — — (9,725)
Derivative related liabilities:

INEErESt FAE SWAPS .....vvvereeeeeiseserei s — (1,585) — — (1,585)

CUITENCY SWADS .....coneneereeeeeereereeseeeeeeseseseesessessessesesssssas — (45) — — (45)

Derivative NELtING ..o — —_ — 1,608 1,608

Total derivative related liabilities... — (1,630) — 1,608 (22)
Total HHabilitIES. ... $ — $ (11,869) $ — $ 1608 $ (10,261)

@ Represents counterparty and swap collateral netting which allow the offsetting of amounts relating to certain contracts when certain conditions are met.

We did not have any U.S. corporate debt securities at June 30, 2013 or December 31, 2012.

Significant Transfers Between Level 1 and Level 2 There were no transfers between Level 1 and Level 2 during the three or six
months ended June 30, 2013 and 2012.

Information on Level 3 Assets and Liabilities There were no assets or liabilities recorded at fair value on arecurring basis using
significant unobservable inputs (Level 3) during the three or six months ended June 30, 2013 or 2012.

Assets and Liabilities Recorded at Fair Value on a Non-recurring Basis The following table presents information about our
assets and liabilities measured at fair value on a non-recurring basis as of June 30, 2013 and 2012, and indicates the fair value
hierarchy of the valuation techniques utilized to determine such fair value.
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Non-Recurring Fair Value

Measurements as of
June 30, 2013

Total Gains
(Losses) for the

Three Months Ended

Total Gains
(Losses) for the
Six Months Ended

Level 1 Level 2 Level 3 Total June 30, 2013 June 30, 2013
(in millions)

Receivables held for sale;

Real estate secured ..........coeeveneee $ — 3 — $ 4991 $ 4991 $ 372 $ 908

Personal non-credit card................. — — — — — (82)
Total receivables held for sale............. — — 4,991 4,991 372 826
Real estate owned®..........coccoovvernenn, — 333 — 333 (18) (35)
Total assets at fair value on anon-

recurring basis.......ccoceeeveeeeieeenne. $ — $ 333 $4991 $5324 $ 354 % 791
Non-Recurring Fair Value . .
Measurements as of Total Gains Total Gains
June 30, 2012 (Losses) for the (Losses) for the
Three Months Ended Six Months Ended
Level 1 Level 2 Level 3 Total June 30, 2012 June 30, 2012
(in millions)

Receivables held for sale:

Real estate secured ..........coeeevvenneee. $ — $ — $ 3287 $3287 % (1,349) $ (1,349)

Personal non-credit card................... — — 3,469 3,469 (310) (310)
Total receivables held for sale............... — — 6,756 6,756 (1,659) (1,659)
Real estate owned®...........ccccoovvveveenenn. — 253 — 253 (27) (53)
Total assets at fair value on anon-

recurring basis........ccooceeeveerinvennnen, $ — $ 253 $6756 $700 $ (1,686) $ (1,712

@ 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 of the underlying asset unadjusted for transaction costs.

Thefollowingtablepresentsquantitativeinformation about non-recurring fair valuemeasurementsof assetsand liabilitiesclassified
asLevel 3inthefair value hierarchy as of June 30, 2013 and December 31, 2012:

Fair Value Range of Inputs
June 30, December Significant December 31,
Financial Instrument Type 2013 31, 2012 Valuation Technique Unobservable Inputs June 30, 2013 2012
(in millions)
Receivables held for sale carried at fair
value:
Real estate secured............. Third party apprais Collateral loss 0% - 98% 0% - 92%
$ 4991 $ 3,022 vauationbased on severity rat
estimated loss Expenses incurred 5% - 10% 5% - 10%
severities, including through collateral
collateral values, disposition
cash flows and
market discount rate  Market discount 4% - 8% 10% - 15%
rate
Personal non-credit card® . — Third party valuation ~Lossrate — - —  13% - 1%
based on estimated
3,181 lossrates, cash
flows and market Market discount —_ - —  10% - 15%
discount rate rate
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@ The majority of the real estate secured receivables held for sale consider collateral value, among other items, in determining fair value. Collateral values
are based on the most recently available broker's price opinion and the collateral 10ss severity rate averaged 31 percent and 37 percent at June 30, 2013 and
December 31, 2012, respectively.

@ Our personal non-credit card portfolio held for sale was classified as Level 3 at December 31, 2012. This portfolio of receivables was sold on April 1, 2013
as previously discussed.

Valuation Techniques Thefollowing summarizesthe valuation methodol ogies used for assetsand liabilitiesrecorded at fair value
and for estimating fair value for financial instruments not recorded at fair value but for which fair value disclosures are required.

Cash: Carrying amount approximates fair value due to the liquid nature of cash.
Interest bearing deposits with banks: Carrying amount approximates fair value due to the asset's liquid nature.

Securities purchased under agreements to resell: Thefair value of securities purchased under agreements to resell approximates
carrying amount due to the short-term maturity of the agreements.

Securities: The carrying amount of money market funds held at December 31, 2012 approximates fair value due to the asset's
liquid nature.

Receivablesand receivables held for sale: Theestimatedfair valueof our receivableswasdetermined by devel oping anapproximate
range of value from amix of various sources as appropriate for the respective pool of assets. These sources include, among other
items, value estimates from an HSBC affiliate which reflect over-the-counter trading activity; value estimates from a third party
valuation specialist's measurement of the fair value of a pool of receivables; forward looking discounted cash flow models using
assumptions we believe are consistent with those which would be used by market participants in valuing such receivables; and
trading input from other market participants which includes observed primary and secondary trades.

Valuation inputs include estimates of future interest rates, prepayment speeds, default and loss curves, estimated collateral values
(including expenses to be incurred to maintain the collateral) and market discount rates reflecting management's estimate of the
rate of return that would be required by investors in the current market given the specific characteristics and inherent credit risk
of thereceivables. Some of theseinputsareinfluenced by collateral value changes and unemployment rates. To the extent availabl e,
such inputs are derived principally from or corroborated by observable market data by correlation and other means. We perform
analytical reviewsof fair value changeson aquarterly basisand periodically validate our val uation methodol ogies and assumptions
based on the results of actual sales of such receivables. In addition, from time to time, we may hold discussions directly with
potential investors. Portfolio risk management personnel provide further validation through discussions with third party brokers.
Since some receivables pools may have features which are unique, the fair value measurement processes use significant
unobservable inputs which are specific to the performance characteristics of the various receivable portfolios.

Real estate owned: Fair valueis determined based on third party valuations obtained at the time we take title to the property and,
if lessthan the carrying amount of the loan, the carrying amount of the loan is adjusted to the fair value | ess estimated cost to sell.
The carrying amount of the property isfurther reduced, if necessary, at least every 45 daysto reflect observable local market data,
including local area sales data.

Due from affiliates: Carrying amount approximatesfair value because the interest rates on these receivables adjust with changing
market interest rates.

Long-term debt and Due to affiliates: Fair value was primarily determined by athird party valuation source. The pricing services
sourcefair value from quoted market prices and, if not available, expected cash flows are discounted using the appropriate interest
rate for the applicable duration of the instrument adjusted for our own credit risk (spread). The credit spreads applied to these
instruments were derived from the spreads recognized in the secondary market for similar debt as of the measurement date. Where
available, relevant trade datais also considered as part of our validation process.

Derivative financial assets and liabilities: Derivative values are defined as the amount we would receive or pay to extinguish the
contract using a market participant as of the reporting date. The values are determined by management using a pricing system
maintained by HSBC Bank USA. In determining these values, HSBC Bank USA uses quoted market prices, when available,
principally for exchange-traded options. For non-exchange traded contracts, such as interest rate swaps, fair value is determined
using discounted cash flow modeling techniques. Val uation models cal cul ate the present val ue of expected future cash flows based
on models that utilize independently-sourced market parameters, including interest rate yield curves, option volatilities, and
currency rates. Valuations may be adjusted in order to ensure that those val ues represent appropriate estimates of fair value. These
adjustments are generally required to reflect factors such as market liquidity and counterparty credit risk that can affect pricesin
arms-length transactions with unrelated third parties. Finally, other transaction specific factors such as the variety of valuation
model savailable, therangeof unobservablemodel inputsand other model assumptionscan affect estimatesof fair value. Imprecision
in estimating these factors can impact the amount of revenue or loss recorded for a particular position.
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Counterparty credit risk is considered in determining the fair value of afinancial asset. The Fair Value Framework specifies that
thefair value of aliability should reflect the entity's non-performancerisk and accordingly, the effect of our own credit risk (spread)
has been factored into the determination of thefair value of our financial liabilities, including derivative instruments. | n estimating
the credit risk adjustment to the derivative assets and liabilities, we take into account the impact of netting and/or collateral
arrangements that are designed to mitigate counterparty credit risk.

16. 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 claimsfor 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 the inherent unpredictability of litigation and regulatory matters, particularly where the damages sought are substantial
or indeterminate or when the proceedings or investigationsarein the early stages, we cannot determinewith 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.

Giventhesubstantial or indeterminate amounts sought in certain of these matters, and theinherent 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 - Continuing Operations

Securities Litigation Asaresult of an August 2002 restatement of previously reported consolidated financial statements and other
corporate events, including the 2002 settlement with 46 states and the District of Columbiarelating to real estate lending practices,
Household International and certain former officers were named as defendants in a class action lawsuit, Jaffe v. Household
International, Inc., et al. (N.D. Ill. No. 02 C5893), filed August 19, 2002. The complaint asserted claims under § 10 and § 20 of
the Securities Exchange Act of 1934. Ultimately, a class was certified on behalf of all persons who acquired and disposed of
Household International common stock between July 30, 1999 and October 11, 2002. The claims alleged that the defendants
knowingly or recklessly made false and misleading statements of material fact relating to Household's Consumer Lending
operations, including collections, sales and lending practices, some of which ultimately led to the 2002 state settlement agreement,
and facts relating to accounting practices evidenced by the restatement. A jury trial concluded in April 2009, which was decided
partly in favor of the plaintiffs. Following post-trial briefing, the District Court ruled that various legal challengesto the verdict,
including asto loss causation and other matters, would not be considered until after a second phase of the proceedings addressing
issues of reliance and the submission of claims by class members had been completed. The District Court ruled in November 2010
that claim forms should be mailed to class members, to ascertain which class members may have claims for damages arising from
reliance on the misleading statements found by the jury. The District Court also set out amethod for cal culating damagesfor class
members who filed claims. As previously reported, lead plaintiffs, in court filings in March 2010, estimated that damages could
range 'somewhere between $2.4 billion to $3.2 billion to class members, before pre-judgment interest.

In December 2011, the report of the Court-appointed claims administrator to the District Court stated that the total number of
claims that generated an allowed loss was 45,921, and that the aggregate amount of these claims was approximately $2.2 billion.
Defendantsfiledlegal challengesasserting that the presumption of reliancewasdefeated asto the classand raising variousobjections
with respect to compliance with the claims form requirements as to certain claims.

In September 2012, the District Court rejected defendants’ arguments that the presumption of reliance generally had been defeated
either asto the class or asto particular institutional claimants. In addition, the District Court has made various rulings with respect
to the validity of specific categories of claims, and held certain categories of claimsvalid, certain categories of claimsinvalid, and
directed further proceedingsbefore acourt-appointed Special Master to address objectionsregarding certain other claim submission
issues. In light of those rulings, various agreements of the parties and certain rulings by the Special Master, currently there is
approximately $1.5 billion in claims as to which there remain no unresolved objections relating to the claims form submissions.
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In addition, approximately $510 million in claimsremain to be addressed before the Special Master with respect to various claims
form objections, with a small portion of those potentially subject to further trial proceedings. In addition, approximately $179
million in claims are subject to supplemental notices that are to be returned by claimants by June 30, 2013, and that may also be
subject to further objections. Therefore, based upon proceedings to date, the current range of a possible final judgment, prior to
imposition of prejudgment interest (if any), is between approximately $1.5 billion and $2.2 billion. The District Court may wait
for aresolution of all disputes asto all claims before entering final judgment, or the District Court may enter a partial judgment
on fewer than all claims pending resolution of disputes asto the remaining claims. The District Court has set a schedulefor filing
post-verdict motions challenging the verdict and also for plaintiffs to file motions seeking pre-judgment interest and entry of a
partial judgment, with briefing on those mations scheduled to be complete by mid-September of 2013.

Thetiming and outcome of the ultimate resol ution of thismatter isuncertain. When afinal judgment, partial or otherwise, isentered
by the District Court, the parties have 30 days in which to appeal the verdict to the Seventh Circuit Court of Appeals. Despite the
jury verdict and the various rulings of the District Court, we continue to believe that we have meritorious grounds for appeal of
one or more of the rulingsin the case and intend to appeal the District Court's final judgment, partial or otherwise.

Upon final judgment, partial or otherwise, we will be required to provide security for the judgment in order to suspend execution
of the judgment while the appeal is ongoing by either depositing cash in an interest-bearing escrow account or posting an appeal
bond in the amount of the judgment (including any pre-judgment interest awarded). Given the complexity and uncertainties
associated with the actual determination of damages, including the outcome of any appeals, there is a wide range of possible
damages. We believe we have meritorious grounds for appeal on matters of both liability and damages, and will argue on appeal
that damages should bezero or arelatively insignificant amount. If the Appeal sCourt rejectsor only partially acceptsour arguments,
the amount of damages, based upon the claims submitted and the potential application of pre-judgment interest (calculated based
uponaone-year treasury constant ratecompounded annually), may lieinarangefrom arel atively insignificant amount to somewhere
in the region of $2.7 billion. Should plaintiffs' successfully cross-appeal certain issues related to the validity of specific claimsor
should a different pre-judgment interest rate be applied, it is reasonably possible that future losses related to this matter could be
up to or exceed $3.5 billion. We continue to maintain areserve for this matter in an amount that represents management's current
estimate of probable losses.

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, anumber of mortgage servicers and insurers, including
our affiliates, HSBC Insurance (USA) Inc. and HSBC Mortgage Services|nc., received subpoenasfrom the New York Department
of Financial Services (the“NYDFS") with respect to lender-placed insurance activities dating back to September 2005. We have
and will continue to provide documentation and information to the NYDFS that is responsive to the subpoena. Additionally, in
March 2013, the Massachusetts Attorney Genera issued a Civil Investigative Demand (“MA LPI CID") to HSBC Mortgage
Services Inc. seeking information about lender-placed insurance activities. We are providing documentation and information
responsive to the Massachusetts Attorney General and will continue to do so.

Between June 2011 and April 2013, several putative class actions related to lender-placed insurance were filed against various
HSBC U.S. entities, including actions against one or more of our subsidiaries captioned Montanez et al v. HSBC Mortgage
Corporation (USA) et al. (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. Coal. No. 13-
CV-00185); Hoover et al. v. HSBC Bank USA, N.A. et al. (N.D.N.Y. 13-CV-00149); and Lopez v. HSBC Bank USA, N.A. et al.
(S.D. Fla. 13-CV-21104). 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 date the borrower allowed it to lapse, self-dealing and insufficient disclosure.
HSBC filed motions to dismiss the complaintsin the Montanez, Lopez, Weller and Hoover matters. The Court denied the motion
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. In West, discovery is ongoing.

Mortgage Securitization Activity In the course of 2012, we have received notice of several claimsfrom investors and from trustees
of residential mortgage-backed securities (“RMBS”) related to our activities as a sponsor and the activities of our subsidiaries as
originatorsin connection with RMBS transactions closed between 2005 and 2007. We are currently evaluating these claims. These
recently filed actions include (i) Deutsche Bank, as Trustee of MSAC 2007-HEG6 v. Decision One and HSBC Finance Corp.; (ii)
Seagull Point LLC, individually and on behalf of the MSAC 2007-HES5 Trust v. Decision One Mortgage Company LLC, et al.; and
(iif) FHFA, as conservator of Freddie Mac, on behalf of the Trustee of HASCO 2007-HE2 v. Decision One and HSBC Finance
Corp. These actions all seek to have Decision One and HSBC Finance repurchase mortgage |oans originated by Decision One and
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securitized by third parties. In the aggregate, these actions seek repurchase of loans, or compensatory damages, totaling
approximately $650 million.

We expect these types of claimsto continue. As aresult, we may be subject to additional claims, litigation and governmental and
regulatory scrutiny related to our participation as a sponsor or originator in the U.S. mortgage securitization market.

Litigation - Discontinued Operations

Credit Card Litigation Since June 2005, HSBC Bank USA, HSBC Finance Corporation, HSBC North America and HSBC, as
well as other banks and Visa Inc. and MasterCard Incorporated, have been named as defendants in 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 (in which no HSBC entity
isnamed) werefiled acrossthe country against Visalnc., MasterCard Incorporated and other banks. Variousindividual (non-class)
actions were also brought by merchants against Visa Inc., and MasterCard Incorporated. These class and individual merchant
actionsprincipally allegethat theimposition of ano-surcharge rule by the associations and/or the establishment of theinterchange
fee charged for credit card transactions causes the merchant discount fee paid by retailersto be set at supracompetitive levelsin
violation of the Federal antitrust laws. These suits were consolidated and transferred to the Eastern District of New York. The
consolidated case is: In re Payment Card Interchange Fee and Merchant Discount Antitrust Litigation, MDL 1720, E.D.N.Y.
(“MDL 1720"). On February 7, 2011, MasterCard Incorporated, Visa Inc., the other defendants, including HSBC Finance
Corporation, 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
Finance Corporation and our affiliates, may incur, jointly and/or severally, in the event of an adverse judgment or global settlement
of one or al of these actions. A class settlement was preliminarily approved by the District Court on November 27, 2012. The
class settlement is subject to final approval by the District Court. Pursuant to the class settlement agreement and the Sharing
Agreements, we have deposited our portion of the class settlement amount into an escrow account for payment in the event the
classsettlement isapproved. On October 22, 2012, asettlement agreement with theindividual merchant plaintiffsbecame effective,
and pursuant to the Sharing Agreements, we have deposited our portion of that settlement amount into an escrow account.

Numerous merchants-including absent class member large and small merchants and certain named plaintiff merchants and trade
associations-have objected and/or opted out of the settlement during the exclusion period, which ended on May 28, 2013. The
defendants had the right to terminate the settlement agreement because the volume threshold was reached, but elected not to do
so. We anti cipate that most of the larger merchants who opted out of the settlement will initiate separate actions seeking to recover
damages. A hearing on class plaintiffs' motion for final approval of the class settlement is scheduled for September 12, 2013, before
the District Court.

Debt Cancellation Litigation Between July 2010 and May 2011, eight substantially similar putative class actionswerefiled against
our subsidiaries, HSBC Bank Nevada, N.A. (“HSBC Bank Nevada’) and HSBC Card Services Inc.: Rizera et al v. HSBC Bank
Nevada et al. (D.N.J. No. 10-CV-03375); Esslinger et al v. HSBC Bank Nevada, N.A. et al. (E.D. Pa. No. 10-CV-03213); McAlister
et al. v. HSBC Bank Nevada, N.A. et al. (W.D. Wash. No. 10-CV-05831); Mitchell v. HSBC Bank Nevada, N.A. et al. (D. Md.
No. 10-CV-03232); Samuels v. HSBC Bank Nevada, N.A. et al. (N.D. I11. No. 11-CV-00548); McKinney v. HSBC Card Services
et al. (S.D. Il1. No. 10-CV-00786); Chastain v. HSBC Bank Nevada, N.A. (South Carolina Court of Common Pleas, 13" Circuit)
(filed asacounterclaimto apending collectionsaction); Colton et al. v. HSBC Bank Nevada, N.A. etal. (C.D. Ca. No. 11-CV-03742).
These actions principally allege that cardholders were enrolled in debt cancellation or suspension products and challenge various
marketing or administrative practices relating to those products. The plaintiffs claims include breach of contract and the implied
covenant of good faith and fair dealing, unconscionability, unjust enrichment, and violations of state consumer protection and
deceptive acts and practices statutes. The Mitchell action was withdrawn by the plaintiff in March 2011. In July 2011, the parties
inRizera, Esslinger, McAlister, Samuels, McKinney and Colton executed amemorandum of settlement and subsequently submitted
theformal settlement onaconsolidated basisfor approval by the United States District Court for the Eastern District of Pennsylvania
intheEsslinger matter. In February 2012, the District Court granted preliminary approval of the settlement. Theplaintiff in Chastain
appealed the District Court's preliminary approval order. The appellate court dismissed that appeal.

On October 1, 2012, the District Court held ahearing for final approval of the settlement in the Esslinger matter. Several objectors
to the settlement appeared at the hearing, including representatives for the Attorneys General in West Virginia, Hawaii and
Mississippi, wherethey asserted that claimsbrought in those Attorneys General'slawsuits (discussed bel ow) should not be covered
by thereleaseintheEsslinger matter. InNovember 2012, the District Court entered afinal approval order confirming the settlement.
In its accompanying memorandum, the District Court noted that claims belonging solely to the states are not impacted by the
settlement, but that claims brought by the Attorneys General seeking recovery for class members are precluded by the Esslinger
settlement. Chastain and two other class members filed notices of appeal of the final approval order. Two of the three appeals
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were dismissed on motion including Chastain. The third appeal was voluntarily dismissed. The Esslinger settlement became
effective on May 1, 2013, and distributions to class members are scheduled to be completed on or before August 29, 2013.

In October 2011, the Attorney General for the State of West Virginiafiled a purported class action in the Circuit Court of Mason
County, West Virginia, captioned State of West Virginia ex rel. Darrell V. McGraw, Jr. et al v. HSBC Bank Nevada, N.A. et al. (No.
11-C-93-N), aleging similar claims in connection with the marketing, selling and administering of ancillary services, including
debt cancellation and suspension productsto consumersinWest Virginia. In September 2012, theAttorney General filed anamended
complaint adding our affiliate, HSBC Bank USA, N.A, as a defendant. In addition to damages, the Attorney General is seeking
civil money penalties and injunctive relief. The action was initially removed to Federal court. The Attorney General's motion to
remand to State court was granted and we filed a motion to dismiss the complaint in March 2012. The motion to dismiss was
denied and discovery isongoing. Inlate 2011, wereceived an information request regarding the same products from another state's
Attorney General, although no action has yet been filed in that state.

In April 2012, the Attorney General for the State of Hawaii filed lawsuits against seven major credit card companies, including
certain of our subsidiaries, in the Circuit Court of the First Circuit for the State of Hawaii, captioned State of Hawaii ex rel David
Louie, Attorney General v. HSBC Bank Nevada N.A. and HSBC Card Services, Inc., et al. (No. 12-1-0983-04), alleging claims
that are substantially the same as those asserted in the Esslinger and related matters discussed above, in connection with the
marketing, selling and administering of ancillary services, including debt cancellation and suspension products to consumersin
Hawaii. The relief sought includes an injunction against deceptive and unfair practices, restitution and disgorgement of profits,
and civil monetary penalties. The action was removed to Federal court in May 2012. In June 2012, the Attorney General filed a
motion to remand, which was subsequently denied. The Attorney General then withdrew its pending motion to consolidate the
actions and appealed the decision to the Ninth Circuit. Our answer to the Attorney General's brief is due August 9, 2013.

In June 2012, the Attorney General for the State of Mississippi filed complaints against six credit card companies, including our
subsidiaries HSBC Bank Nevada and HSBC Card Services Inc. and our affiliate HSBC Bank USA, N.A. In an action captioned
Jim Hood, Attorney General of the State of Mississippi, ex. rel. The State of Mississippi v. HSBC Bank Nevada, N.A., HSBC Card
Services, Inc., and HSBC Bank USA, N.A., the Attorney General alleges claimsthat are substantially the same as those asserted in
the Esslinger and rel ated matters di scussed above, in connection with the marketing, selling and administering of ancillary services,
including debt cancellation and suspension products to consumers in Mississippi. The relief sought includes injunction against
deceptive and unfair practices, disgorgement of profits, and civil money penalties. In August 2012, this action was removed to
Federal court and the Attorney General filed a motion to remand. Briefing on the Attorney General's motion to remand has been
completed and the motion remains pending.

InApril 2013, the Attorney General for the State of New Mexico also filed suit against nine credit card companies, including our
subsidiaries HSBC Bank Nevada and HSBC Card Services Inc. and our affiliate HSBC Bank USA, N.A. In the action, captioned
State of New Mexico ex rel Gary King, Attorney General, v. HSBC Bank Nevada, N.A., HSBC Card Services, Inc., and HSBC Bank
USA, N.A., the Attorney General alleges substantially similar claims as those alleged by the Attorneys General of West Virginia,
Mississippi and Hawaii, discussed above, in connection with debt cancellation and suspension and other ancillary products
marketed, administered and sold in connection with credit cards. The Attorney General seeks an injunction, restitution and civil
money penalties, among other relief. The action was removed to Federal court in June 2013. A responsive pleading is due August
7,2013.

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 Corporation 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., et al. (N.D. Ga. No. 12-CV-03640), the plaintiff counties assert that the defendants allegedly
discriminatory lending and servicing practicesled toincreased |oan delinquencies, foreclosuresand vacancies, whichin turn caused
the plaintiff counties to incur damages in the form of lost property tax revenues and increased municipal services costs, among
other damages. Defendants motion to dismissthe case wasfiled in January 2013, and plaintiffsfiled their opposition to the motion
onApril 1, 2013. Defendants reply brief on the motion was filed in early May 2013, and the parties await notice of the timing of
oral arguments.

Telephone Consumer Protection Act Litigation Between May 2012 and January 2013, two substantially similar putative class
actions were filed against various HSBC U.S. entities, including actions against us or one or more of our subsidiaries. These two
actions have been consolidated into a single action entitled: Mills & Wilkes v. HSBC Bank Nevada, N.A., HSBC Card Services,
Inc., HSBC Mortgage Services, Inc. HSBC Auto Finance, Inc. & HSBC Consumer Lending (USA), Inc., Case No.: 12-cv-04010-
MEJ(N.D. Cal.). Anumber of individual actionsalso havebeenfiled. Theplaintiffsintheseactionsallegethat the HSBC defendants
contacted them, or the membersof the classthey seek to represent, on their cellular tel ephones using an automatic telephonedialing
system and/or an artificial or prerecorded voice, without their express consent, in violation of the Telephone Consumer Protection
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Act, 47 U.S.C. § 227 et seq. (“TCPA™). Plaintiffs seek statutory damages for alleged negligent and willful violations of the TCPA,
attorneys fees, costs and injunctiverelief. The TCPA providesfor statutory damages of $500 for each violation ($1,500 for willful
violations) although similar cases filed against other financial institutions have been resolved for amounts significantly less than
these statutory damage amounts. The parties currently are engaged in discovery in Mills. The other actions are in various stages
of proceedings.

Governmental and Regulatory Matters

Foreclosure Practices In April 2011, HSBC Finance Corporation and our indirect parent, HSBC North America, entered into a
consent cease and desist order with the Federal Reserve Board (the “ Federal Reserve”) (the “ Federal Reserve Servicing Consent
Order”), and our affiliate, HSBC Bank USA, entered into asimilar consent order with the Office of the Comptroller of the Currency
(“OCC") (together with the Federal Reserve Servicing Consent Order, the “ Servicing Consent Orders”) following completion of
a broad horizontal review of industry foreclosure practices. The Federal Reserve Servicing Consent Order requires us to take
prescribed actions to address the deficiencies noted in the joint examination and described in the consent order. We continue to
work with the Federal Reserve and the OCC to align our processes with the requirements of the Servicing Consent Orders and are
implementing operational changes as required.

The Servicing Consent Orders required an independent review of foreclosures (the "Independent Foreclosure Review”) pending
or completed between January 2009 and December 2010 to determine if any borrower was financially injured as a result of an
error in the foreclosure process. As required by the Servicing Consent Orders, an independent consultant was retained to conduct
that review. On February 28, 2013, HSBC Finance Corporation and our indirect parent, HSBC North America, entered into an
agreement with the Federal Reserve, and our affiliate, HSBC Bank USA, entered into an agreement with the OCC (together the
"IFR Settlement Agreements"), pursuant to which the Independent Foreclosure Review has ceased and been replaced by abroader
framework under which we and twelve other participating servicerswill, in the aggregate, providein excess of $9.3 billionin cash
payments and other assistance to help eligible borrowers. Pursuant to the IFR Settlement Agreements, HSBC North America has
made a cash payment of $96 million into afund that will be used to make payments to borrowers that were in active foreclosure
during 2009 and 2010 and, in addition, will provide other assistance (e.g., loan modifications) to help eligible borrowers. As a
result, in 2012, we recorded expenses of $85 million which reflects the portion of HSBC North America's total expense of $104
million that we believe is alocable to us. The mailing of checks to eligible borrowers by Rust Consulting, Inc., the paying agent,
hasbegun and istargeted for compl etion during thethird quarter of 2013. Borrowerswho receive compensation will not berequired
to executearelease or waiver of rightsand will not be precluded from pursuing litigation concerning foreclosure or other mortgage
servicing practices. For participating servicers, including HSBC Finance Corporation and HSBC Bank USA, fulfillment of the
terms of the IFR Settlement Agreements will satisfy the Independent Foreclosure Review requirements of the Servicing Consent
Orders. Whilewe believe compliancerel ated costs have permanently increased to higher level sdueto the remediation requirements
of the Servicing Consent Orders, the |FR Settlement Agreementswill positively impact compliance expenses in future periods as
the significant resources working on the Independent Foreclosure Review will no longer be required.

The Servicing Consent Orders do not preclude additional enforcement actions against HSBC Finance Corporation or our affiliates
by bank regulatory, governmental or law enforcement agencies, such asthe U.S. Department of Justice or State Attorneys General,
which could include the imposition of civil money penalties and other sanctionsrelating to the activities that are the 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-
related practices addressed in the Servicing Consent Orders, provided the terms of the IFR Settlement Agreement are fulfilled.
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 beentered into withthe U.S. Department of Justicein connection
with the servicing of residential mortgage loans within two years. The Federal Reserve has agreed that any assessment of civil
money penalties by the Federal Reserve will reflect anumber of adjustments, including amounts expended in consumer relief and
payments made 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. In addition, the |FR Settlement Agreement does not preclude 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 discussions with other
mortgage industry servicers. HSBC Finance Corporation, together with our affiliate HSBC Bank USA, 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 accrua of $157 million in the fourth quarter of 2011 (which was reduced by $14 millionin
the second quarter of 2013) reflecting the portion of the HSBC North America accrua we currently believe isalocableto HSBC
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Finance Corporation. As this matter progresses and more information becomes available, we will continue to evaluate our portion
of the HSBC North America liability which may result in a change to our current estimate. Any such settlement, however, may
not completely preclude other enforcement actions by state or federal agencies, regulators or law enforcement agenciesrelated to
foreclosure and other mortgage servicing practices, including, but not limited to, mattersrel ating to the securitization of mortgages
for investors. In addition, such a settlement would not preclude private litigation concerning these practices.

17. New Accounting Pronouncements

The following new accounting pronouncements were adopted effective January 1, 2013:

Disclosures About Offsetting Asset and Liabilities 1n December 2011, the FASB issued an Accounting Standards Update
("ASU") that required entitiesto discloseinformation about offsetting and rel ated arrangementsto enabl eusersof itsfinancial
statements to understand the effect of those arrangements on its financial position. Entities are required to disclose both
gross information and net information about instruments and transactions eligible for offset in the statement of financia
position and those which are subject to an agreement similar to a 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 for al comparative periods. In January 2013, the FASB issued another ASU to clarify the instruments and
transactions to which the guidance in the previously issued ASU would apply. The adoption of the guidancein these ASUs
did not have an impact on our financial position or results of operations. The new disclosure requirements of thisASU are
included in Note 3, "Securities' and Note 8, "Derivative Financial Instruments.”

Accumulated Other Comprehensive Income In February 2013, the FASB issued an ASU that adds new disclosure
requirements for items reclassified out of accumulated other comprehensive income. The new guidance was effective for
all annual and interim periods beginning January 1, 2013 and was applied prospectively. The adoption of this guidance did
not have an impact on our financial position or results of operations. The new disclosure requirements of this ASU are
included in Note 10, "Accumulated Other Comprehensive Income.”

We do not expect any accounting pronouncementsissued during thefirst half of 2013 will have asignificant impact on our financial
position or results of operations.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations.

Forward-Looking Statements

Management's Discussion and Analysisof Financial Condition and Resultsof Operations (“MD&A™) should bereadin conjunction
with the consolidated financial statements, notes and tables included elsewhere in this report and with our Annual Report on
Form 10-K for the year ended December 31, 2012 (the “2012 Form 10-K”). MD& A may contain certain statements that may be
forward-looking in nature within the meaning of the Private Securities Litigation Reform Act of 1995. 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 Finance Corporation that are not statements of historical fact and may also constitute forward-looking statements. Words
such as “may,” “will,” “should,” “would,” “could,” “appears,” “believe,” “intends,” “expects,” “estimates,” “targeted,” “plans,”
“anticipates,” “goa” and similar expressions are intended to identify forward-looking statements but should not be considered as
the only means through which these statements may be made. These matters or statements will relate to our future financial
condition, economic forecast, results of operations, plans, objectives, performance or business developments and will involve
known and unknown risks, uncertainties and other factors that may cause our actual results, performance or achievements to be
materially different from that which were expressed or implied by such forward-looking statements. Forward-looking statements
arebased on our current views and assumptionsand speak only as of the date they are made. HSBC Finance Corporation undertakes
no obligation to update any forward-looking statement to reflect subsequent circumstances or events.

” o ” o " o ” o LIS

Executive Overview

Organization and Basis of Reporting HSBC Finance Corporation and its subsidiaries are indirect wholly owned subsidiaries of
HSBC North AmericaHoldings Inc. (“HSBC North America’), which isan indirect, wholly owned subsidiary of HSBC Holdings
plc(*HSBC"). HSBC Finance Corporation may al so bereferredtoin Management’ s Discussion and Analysisof Financial Condition
and Results of Operations (“MD&A") as“we”, “us’, or “our”.

The following discussion of our financial condition and results of operations excludes the results of our discontinued operations
unless otherwise noted. See Note 2, “ Discontinued Operations,” in the accompanying consolidated financial statementsfor further
discussion of these operations.

Current Environment The U.S. economy continued to improve at amodest pace during thefirst half of 2013, with GDP running
at an average rate of lessthan 2 percent which remainswell below the economy's potential growth rate. Demand for manufacturing
remains tepid partially as aresult of weak global demand and many manufacturers are continuing to hold back hiring. Although
consumer confidence in May climbed to its highest level since early 2008 in part due to rising housing prices, with continuing
high gasoline prices, the increase in payroll taxes at the beginning of the year and the onset of sequestration in March, consumer
confidenceremainsunder pressureand many househol dsremain uncertain about the future asdomestic fiscal uncertaintiescontinue
to affect consumer sentiment. Seriousthreatsto economic growth remain, including the sustainability of ahousing market recovery,
high energy costs, and elevated unemployment levels. During the second quarter of 2013, long-term interest rates begantorisein
part out of concern that the Federal Reserve may begin to slow its quantitative easing program if the economy continues to
strengthen. Federal Reserve policy makers previously announced that they do not expect to increase short-term rates until the
unemployment rate falls below 6.5 percent, which according to the Federal Reserve's economic projectionswould keep the Federal
funds rate near zero into 2015. The housing market continued the strong rebound which began in the second half of 2012 with
overall home pricesmoving higher in many regionsasdemand increased and the supply of homesfor saleremaining tight. However,
the sharp decline in the distressed share of home sales currently being experienced, which is contributing to the increase in home
sale prices, may not continue as the impact of servicersresuming foreclosure activities and the listing of the underlying properties
for sale 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 hasincreased in some courts. Also, in some areas, officialsare 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 asignificant 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 on home prices.
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Mortgage lending industry trends continued to be affected by the following during the six months ended June 30, 2013:

. Overall levels of delinquencies remain elevated;

. Significant delays in foreclosure proceedings as aresult of certain courts and state legislatures issuing new rules or
statues relating to foreclosures as well asin some areas officials requiring additional verification of information filed
prior to the foreclosure proceedings,

. Although levels of properties available for sale have declined, levels of propertiesin the process of being foreclosed
remain elevated which has continued to impact home pricesin 2013; and

. Tighter lending standards by mortgage lenders continue, which impact the ability of borrowers to refinance existing
mortgage |oans.

Whilethe economy continued to add jobsin 2013, the pace of new job creation continued to be slower than needed to meaningfully
reduce unemployment. As aresult, uncertainty remains asto how pronounced the economic recovery will ultimately be. Although
unemployment rates, which are a major factor influencing credit quality, fell from 7.8 percent at the beginning of the year to 7.6
percent in June 2013, unemployment remains high based on historical standards. Also, asignificant number of U.S. residents are
no longer looking for work and, therefore, are not reflected in the U.S. unemployment rates. Unemployment has continued to have
an impact on the provision for credit losses in our loan portfolio and in loan portfolios across the industry. Concerns about the
futureof theU.S. economy, including the paceand magnitude of recovery fromtherecent economicrecession, consumer confidence,
fiscal policy, including the ability of the legislature to work collaboratively to addressfiscal issuesin the U.S,, volatility in energy
prices, credit market volatility including the ability to resolve the European sovereign debt crisis and trends in corporate earnings
will continue to influence the U.S. economic recovery and the capital markets. In particular, continued improvement in
unemployment rates, a sustained recovery of the housing markets and stabilization in energy prices remain critical components of
a broader U.S. economic recovery. These conditions in combination with the impact of recent regulatory changes, including the
Dodd-Frank Wall Street Reform and Consumer Protection Act of 2010 (“Dodd-Frank™), will continue to impact our results during
the remainder of 2013 and beyond.

Business Focus On March 29, 2013, we sold our interest in substantially all of our insurance subsidiaries in our Insurance
operations, which had previously been classified as discontinued operations, to Enstar Group Ltd. (“Enstar”) for $153 millionin
cash. As aresult, we recorded a gain on sale of $21 million ($13 million after-tax). Our Insurance operations is reported in
discontinued operations. See Note 2, "Discontinued Operations,” for additional information.

Asdiscussed in prior filings, our persona non-credit card receivable portfolio was transferred to held for sale during the second
quarter of 2012. On March 5, 2013, we entered into an agreement to sell our personal non-credit card receivable portfolio to trusts
for which affiliates of Springleaf Finance, Inc. ("Springleaf"), Newcastle Investment Corp. and Blackstone Tactical Opportunities
Advisors L.L.C. are the sole beneficiaries (collectively, the "Purchasers'). On March 5, 2013, we also entered into an agreement
to sell aloan servicing facility and related assets located in London, Kentucky (the "Facility") to Springleaf. On April 1, 2013, we
completed the sale of our personal non-credit card receivable portfolio with a carrying value of $2.9 billion at March 31, 2013 to
the Purchasers. Total cash consideration received was $3.0 billion. During the second quarter of 2013, we recorded aloss on sale
of $11 million primarily related to transaction fees. We will continue to service these personal non-credit card receivables for the
Purchasers for afee for aperiod of time as the Purchasers convert the receivables to their systems. Upon the conversion of these
receivable to their systems, the majority of the employees who are performing these servicing activities are expected to transfer
tothe Purchaser. Servicing feerevenuesrecorded for servicing these persona non-credit card recelvables during the second quarter
of 2013 totaled $12 million. It is currently expected that this conversion and the sale of the Facility in London, Kentucky will be
completed during the second half of 2013. See Note 6, “Receivables Held for Sale,” in the accompanying consolidated financial
statements for additional information.

OnJune 1, 2013, we completed the sale of apool of real estate secured receivableswith an unpaid principal balance of $439 million
(carrying value of $230 million) at the time of sale to athird-party investor for cash consideration of $229 million, which resulted
in aloss on sale of $9 million during the second quarter of 2013 primarily related to transaction fees. On August 1, 2013, we
completed the sale of an additional pool of real estate secured receivableswith an unpaid principal balance of $685 million (carrying
value of $396 million) at thetime of saleto athird-party investor for cash consideration of $405 million. Asthesereceivableswere
carried at the lower of amortized cost or fair value at June 30, 2013, we do not expect any significant impact to our earnings will
be recorded during the third quarter of 2013.

The market demand for first lien partially charged-off accounts has been strong throughout the first half of 2013. Asadirect result
of thisincreased market demand, in June 2013, we decided we no longer have theintent to hold for investment first lien real estate
secured receivables once they have been written down to the lower of amortized cost or fair value of the collateral less cost to sell,
subject to certain exceptions, principally receivables associated with secured financings which are not saleable. As a result, we
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adopted aformal program to initiate sale activities for real estate secured receivablesin our held for investment portfolio when a
receivable meeting pre-determined criteriais written down to the lower of amortized cost or fair value of the collateral less cost
to sell in accordance with our existing charge-off policies (generally 180 days past due). During the second quarter of 2013, we
transferred real estate secured receivables to held for sale with an unpaid principal balance of approximately $2.6 billion at the
time of transfer. The net realizable value (carrying value) of these receivables after considering the fair value of the property less
cost to sell was approximately $1.8 billion prior to transfer. As aresult of the transfer of these receivablesto held for sale, during
the second quarter of 2013 we recorded alower of amortized cost or fair value adjustment of $99 million to the newly transferred
loans, all of which was attributable to non-credit related factors (e.g. differencesin overall cost of capital assumptions) and was
recorded as a component of total other revenues in the consolidated statement of income (loss). We currently expect additional
real estate secured receivables with an aggregate carrying amount of approximately $650 million could be written down to the
lower of amortized cost or fair value of the collateral less cost to sall in accordance with our existing charge-off policies during
the remainder of 2013 and, as aresult, would be transferred to held for sale. We believe credit |osses related to these receivables
are substantially covered by our existing credit loss reserves. However, based on the current fair value of our existing receivables
held for sale portfolio, thelower of amortized cost or fair value adjustment for non-credit related factors on these receivables could
be in the region of $35 million to $40 million. Our estimate of both the volume of loans which will become 180 days past due as
well as the fair value adjustment required for the aforementioned pool of loans is influenced by factors outside our control such
as changes in default rates, estimated costs to obtain properties, home prices and investors' required returns amongst others, as
well asloans which will not be saleable. There is uncertainty inherent in these estimates making it reasonably possible that they
could be significantly different as factors impacting the estimates continually evolve.

At June 30, 2013 and December 31, 2012, the fair value of the real estate secured receivables held for sale totaled $5.0 billion and
$3.0 billion, respectively, including the receivables which were transferred into held for sale during the second quarter of 2013 as
discussed above. During the three and six months ended June 30, 2013, we reversed $453 million and $947 million, respectively,
of the lower of amortized cost or fair value adjustment recorded during the year ended December 31, 2012 primarily due to an
increase in the relative fair value of the real estate secured receivables held for sale during the first half of 2013 largely due to
improved conditions in the housing industry driven by increased property values and, to a lesser extent, lower required market
yieldsand increased investor demand for these types of receivables. Asnoted in the preceding paragraph, thesefair value estimates
areinfluenced by numerous factors outside of our control and these factors have been highly volatilein recent years. Accordingly,
the improving trend in the fair value of receivables held for sale during the first half of 2013 should not be considered indicative
of fair value changes in future periods as deterioration in these factors would likely require increases to our valuation allowance
in future periods.

See Note 6, “Receivables Held for Sale,” in the accompanying consolidated financial statements for additional information.

We expect that receivables held for sale at June 30, 2013 will be sold in multiple transactions generally over the next 18 months
or, if the foreclosure process is completed prior to sale, the underlying properties acquired in satisfaction of the receivables will
be classified as real estate owned (*REQO”) and sold. As we continue to work with borrowers, we may also agree to a short sale
whereby the property is sold by the borrower at a price which has been pre-negotiated with us and the borrower is released from
further obligation. The pool of receivables held for sale is comprised of a substantial majority of our real estate receivables which
have been written down to the lower of amortized cost or fair value of the collateral less cost to sell in accordance with our existing
charge-off policies as we considered the collateral as the sole source for repayment. However, as we now plan to sell these
receivables, fair value represents the price we believe athird party investor would pay to acquire the receivable portfolios. A third
party investor of receivables would incorporate a number of assumptions in predicting future cash flows, such as differencesin
overall cost of capital assumptions which may result in a lower estimate of fair value for the cash flows associated with the
receivables.

Excluding receivables held for sale as discussed above, our real estate secured receivable portfolio held for investment, which
totaled $29.1 billion at June 30, 2013, is currently running off. The timeframe in which this portfolio will liquidate is dependent
upon the rate at which receivables pay off or charge-off prior to their maturity, which fluctuates for a variety of reasons such as
interest rates, availability of refinancing, home values and individual borrowers credit profile, al of which are outside our control.
In light of the current economic conditions and mortgage industry trends described above, our |oan prepayment rates have slowed
when compared with historical experience even though interest rates remain low. Additionally, our loan modification programs,
which are primarily designed to improve cash collections and avoid foreclosure as determined to be appropriate, are contributing
to the slower loan prepayment rates. While difficult to project both loan prepayment rates and default rates, based on current
experience we expect our run-off real estate secured receivable portfolio (excluding receivables held for sal€) to beless than $20.0
billion by the end of 2016. Attrition will not be linear during this period. Run-off is expected to be slow as charge-offs decline and
the remaining real estate secured receivables stay on the balance sheet longer due to the impact of modifications and/or the lack
of refinancing aternatives as well as the impact of an elongated foreclosure process.
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We continue to eval uate our operations as we seek to optimize our risk profile and cost efficiencies aswell as our liquidity, capital
and funding requirements. This could result in further strategic actionsthat may include changesto our legal structure, asset levels,
or cost structurein support of HSBC'sstrategi ¢ priorities. Weal so continue to focus on cost optimization effortsto ensurerealization
of cost efficiencies. In an effort to create a more sustainable cost structure, aformal review was initiated in 2011 to identify areas
where we may be able to streamline or redesign operations within certain functions to reduce or eliminate costs. To date, we have
identified various opportunitiesto reduce coststhrough organizational structure redesign, vendor spending, discretionary spending
and other general efficiency initiatives which have resulted in workforce reductions. The review is continuing and, as aresult, we
may incur restructuring chargesin future periods, theamount of which will depend uponthe actionsthat ultimately areimplemented.

Performance, Developments and Trends We reported net income of $220 million and $446 million during the three and six
months ended June 30, 2013, respectively, compared with a net loss of $258 million and $413 million during the three and six
months ended June 30, 2012, respectively.

Income from continuing operations was $271 million and $575 million during the three and six months ended June 30, 2013,
respectively, compared with a loss from continuing operations of $1.5 billion and $2.0 billion during the year-ago periods. We
reported income from continuing operations before taxes of $404 million and $860 million during the three and six months ended
June 30, 2013, respectively, compared with aloss from continuing operations before tax of $2.5 billion and $3.2 hillion during
the year-ago periods. Our results in al periods were impacted by the change in the fair value of own debt attributable to credit
spread for which we have elected the fair value option which distorts comparability of the underlying performance trends of our
business. The following table summarizes the impact of thisitem on our income (loss) from continuing operations before income
tax for all periods presented.

Three Months Ended Six Months Ended
June 30, June 30,
2013 2012 2013 2012
(in millions)
Income (loss) from continuing operations before income tax, as reported.......... $ 404 $ (2451 $ 860 $ (3,244)
Fair value movement on own fair value option debt attributable to credit
SPFEAO .....voevieiii s (23) (18) 18 461
Underlying income (loss) from continuing operations before income tax¥....... $ 381 $ (24690 $ 878 $ (2,783)

@ Represents anon-U.S. GAAPfinancial measure.

Excluding the collective impact of thisitem in the table above, underlying income from continuing operations before tax for the
three and six months ended June 30, 2013 improved $2.9 billion and $3.7 billion compared with the year-ago periods. The
improvement in both periods reflects significantly lower provisionsfor credit losses and higher other revenues, partially offset by
lower net interest income and in the year-to-date period higher operating expenses. The increase in other revenues during the three
and six months ended June 30, 2013 was driven by a reversal of $453 million and $947 million, respectively, of the lower of
amortized cost or fair value adjustment recorded during the year ended December 31, 2012 primarily due to an increase in the
relative fair value of the real estate secured receivables held for sale during the first half of 2013 as well as improvements in
derivativerelated income (expense). Asdiscussed above, theincreasein therelative fair value of thereal estate secured receivables
held for sale is largely due to improved conditions in the housing industry driven by increased property values and, to a lesser
extent, lower required market yields and increased investor demand for these types of receivables.

Net interest income decreased during the three and six months ended June 30, 2013 due to the following:

» Overall receivable yields decreased during the three and six months ended June 30, 2013 as aresult of asignificant shiftin
receivable mix to higher levels of lower yielding first lien real estate secured receivablesasaresult of the sale of our higher
yielding personal non-credit card receivabl e portfolio and continued run-off in our second lien real estate secured receivables
portfolio. While overall receivable yields decreased, receivable yields in our real estate secured receivable portfolio were
positively impacted by improvements in credit quality during the three and six months ended June 30, 2013. Prior to the
sale of our personal non-credit card receivable portfolio on April 1, 2013, receivable yieldsin this portfolio had improved
during 2013 due to alower percentage of nonaccrual receivables as compared with the prior year.

* Average receivable levels decreased largely as aresult of the sale of our portfolio of personal non-credit card receivables
onApril 1, 2013 aswell asreal estate secured receivable liquidation.

* |nterest expense decreased resulting from lower average borrowings and lower average rates.
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Net interest margin was 2.33 percent and 3.01 percent for the three and six months ended June 30, 2013, respectively, compared
with 2.93 percent and 2.96 percent for the three and six months ended June 30, 2012, respectively. Net interest margin for the three
and six months ended June 30, 2013 has been positively impacted by receivables which we have transferred to held for sale asthe
carrying amount of these receivables has been reduced by the lower of amortized cost or fair value adjustment that has been
recorded as well as the credit loss reserves associated with the receivables prior to the transfer to held for sale which reduces
average receivable balances while interest income otherwise remains the same. Excluding the impact of the transfer of these
receivablesto held for sale from the cal culation of average receivable balances, net interest margin decreased during the three and
six months ended June 30, 2013 driven by the lower overall receivableyield largely dueto the sale of our higher yielding personal
non-credit card receivable portfolio as discussed above, partially offset by alower cost of funds as a percentage of averageinterest
earning assets. See “Results of Operations” for additional discussion regarding net interest income and net interest margin.

Other revenues during the three and six months ended June 30, 2013 were impacted by the change in the fair value of own debt
attributable to credit spread for which we have elected the fair value option. Excluding thisitem, other revenuesincreased during
the three and six months ended June 30, 2013 due to an increase during thefirst half of 2013 of the fair value of real estate secured
receivables held for sale as discussed above and higher derivative related income (expense). The higher derivative related income
(expense) primarily reflectsthe positiveimpact of rising long-terminterest rateson our portfolio of non-qualifying hedges, partially
offset during the six months ended June 30, 2013 by aloss recognized on the termination of hedges on certain debt. See "Results
of Operations' for amore detailed discussion of other revenues.

Our provision for credit losses decreased significantly during the three and six months ended June 30, 2013 as compared with the
year-ago periods reflecting the impact of lower oss estimates due to lower receivable levels, lower dollars of delinquency on real
estate secured receivable accounts less than 180 days contractually delinquent as compared with the year-ago periods, improved
credit quality and lower volumes of new troubled debt restructures ("TDR Loans") during thefirst half of 2013. The decrease aso
reflects, inpart, thetransfer of certain real estate secured receivablesand our entire portfolio of personal non-credit card receivables
to held for sale during the second quarter of 2012. Subseguent to the transfer to held for sale no further provision for credit losses
arerecorded on these receivables as receivables held for sale are carried at the lower of amortized cost or fair value. The decrease
in the provision for credit losses for the three and six months ended June 30, 2013 also reflects lower credit loss reserves on TDR
Loans as a greater percentage of TDR Loans are carried at the lower of amortized cost or fair value of the collateral less cost to
sell asthereisan overall credit loss reserve release at thetime a TDR Loan isfirst recorded at the lower of amortized cost or fair
value of the collateral less cost to sell asaresult of eliminating the discounting of cash flows used when establishing reserves on
TDR Loans. The decrease in credit loss reserves on TDR Loans aso reflects lower new TDR Loan volumes and the impact of
updates in loss and severity estimates based on recent trends in the portfolio. See “Results of Operations’ for a more detailed
discussion of our provision for credit losses.

Credit loss reserves at June 30, 2013 decreased as compared with March 31, 2013 and December 31, 2012 as the provision for
credit losses was lower than net charge-offs by $215 million and $517 million for the three and six months ended June 30, 2013,
respectively. The decrease compared with March 31, 2013 and December 31, 2012 reflects the transfer to held for sale during the
second quarter of 2013 of an additional pool of real estate secured receivables which had been written down to the lower of
amortized cost or fair value of the collateral less cost to sell as previously discussed. Credit |oss reserves associated with these
receivables prior to their transfer to held for sale totaled $119 million and was recognized as an additiona charge-off at the time
of the transfer to held for sale. Excluding the impact on credit loss reserves of the transfer of this pool of receivables to held for
sale, credit lossreserves remained lower as compared with March 31, 2013 and December 31, 2012 dueto lower receivablelevels,
lower reserve requirements on TDR Loans and as compared with December 31, 2012, lower levels of two-months-and-over
contractual delinquency on accountslessthan 180 days contractually delinquent. Reserve requirementson TDR Loanswere lower
at June 30, 2013 dueto agreater percentage of TDR Loansbeing carried at thelower of amortized cost or fair value of the collateral
less cost to sell and lower new TDR Loan volumes aswell asthe impact of updatesin loss and severity estimates based on recent
trends in the portfolio. See “ Credit Quality” for further discussion of credit |oss reserves.

A significant portion of our real estate secured receivable portfolio held for investment is considered to be TDR Loanswhich are
reserved for based on the present val ue of expected future cash flows discounted at the loans' original effective interest rate which
generaly results in a higher reserve requirement for these loans. Additionally, a portion of real estate secured receivablesin our
portfolio are carried at the lower of amortized cost or fair value of the collateral less cost to sell. The following table summarizes
these receivablesin comparison to the real estate secured receivable portfolio held for investment:
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December 31,

June 30, 2013 2012
(in millions)

Total real estate secured receivables held for iNVESIMENL...........ceoveeeeiicie e $ 29,112 % 32,939
Real estate secured receivables carried at the lower of amortized cost or fair value of the

COllatEral 1ESS COSE 10 SElL.....uviiiie ettt et e e et s e e e be e sbeeenreereeenns $ 871 % 2,109
Real estate SECUEd TDR LOANSY .......veeeeeeeeeeeeeeee et s se s eeesesee st ssee s esess s s ese e ses s ssennes 11,765 12,388
Real estate secured receivables carried at the lower of amortized cost or fair value of the

collateral less cost to sell or reserved for using a discounted cash flow methodology ................. $ 12636 $ 14,497
Real estate secured receivables carried at the lower of amortized cost or fair value of the

collateral less cost to sell or reserved for using a discounted cash flow methodology as a

percentage of real estate secured reCaiVaADIES. ........cocv e 43.4% 44.0%

@ Excludes TDR Loans which are recorded at the lower of amortized cost or fair value of the collateral less cost to sell and included separately in the table.

Total operating expenses decreased $44 million, or 18 percent, during the three months ended June 30, 2013 and increased $9
million, or 2 percent, during the six months ended June 30, 2013. Both periods reflect lower fees for consulting services related
to various cost initiatives and foreclosure remediation efforts associated with the requirements of the Federal Reserve Servicing
Consent Order, including the cessation of the Independent Foreclosure Review, although the lower consulting services fees were
more pronounced during the second quarter of 2013. The lower feesfor consulting services was partially offset by higher salaries
and employee benefits as aresult of transferring employeesinto HSBC Finance Corporation who had previously been centralized
within other HSBC affiliates. See “Results of Operations’ for a more detailed discussion of operating expenses.

Our effective income tax rate was an expense of 32.9 percent and 33.1 percent during the three and six months ended June 30,
2013, respectively, compared with abenefit of 38.3 percent and 37.8 percent during year-ago periods. The effective tax rate during
the three and six months ended June 30, 2013 was impacted by a decrease in valuation allowance on states with net operating loss
carryforward periods of 12 to 20 years, items affecting prior periods and, in the year-to-date period, a decrease in tax reserves
relating to the conclusion of state audits and expiration of state statutes of limitations, and corrections to the current tax liability
account.

The financia information set forth below summarizes selected financial highlights of HSBC Finance Corporation for the three
and six months ended June 30, 2013 and 2012 and as of June 30, 2013, March 31, 2013 and December 31, 2012.

Three Months Ended Six Months Ended
June 30, June 30,
2013 2012 2013 2012
(dollars are in millions)
Income (loss) from continuing Operations.............ccoeeveeeeeeeeeeereeeenne. $ 2711 $ (1512) % 575 $ (2,017)
Return on average assets ("ROA"), annualized..........cccccovevvvnennne 2.5% (11.3)% 2.6% (7.7%
Return on average common shareholder's equity ("ROE"),

ANNUATZE ... e et 18.1% (93.2% 19.8% (71.8)%
Net interest margin, annUAliZed...........cccceeveeveievececeseeee e 2.33% 2.93 % 3.01% 2.96 %
Consumer net charge-off ratio, annualized...........cccceveieeccieiennns 6.24% 9.14 % 5.11% 8.28 %
EFfiCiEnCy FBHOW ... eeeee e see e 22.5% (16.2)% 28.7% (36.0)%

March 31, December 31,

June 30, 2013 2013 2012
(dollars are in millions)
Real estate Secured reCEIVaDIES.........cocciiiicceceece s $ 29,112 $ 31,930 $ 32,939
Two-months-and-over contractual delinquency ratio for real estate secured
FECEIVAIIES. ...ttt sttt 18.52% 17.22% 17.16%

@ Ratio of total costs and expenses from continuing operations to net interest income and other revenues from continuing operations.
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Performance Ratios Our efficiency ratio from continuing operations was 22.5 percent and 28.7 percent during the three and six
months ended June 30, 2013, respectively, compared with (16.2) percent and (36.0) percent during the year-ago periods. Our
efficiency ratio from continuing operationsin all periods was impacted by the changein the fair value of own debt attributable to
credit spread for which we have elected the fair value option. Excluding thisitem from the periods presented, our efficiency ratio
improved during the three and six months ended June 30, 2013 driven by significantly higher other revenues driven by an increase
in the fair value of real estate secured receivables held for sale as discussed above as well asimprovementsin derivative related
income (expense).

Our return on average common shareholder’s equity (“ROE") was 18.1 percent and 19.8 percent for the three and six months
ended June 30, 2013, respectively, compared with (93.2) percent and (71.8) percent for the year-ago periods. Our return on average
assets (“ROA”™) was 2.5 percent and 2.6 percent for the three and six months ended June 30, 2013, respectively, compared with
(11.3) percent and (7.7) percent for the year-ago periods. ROE and ROA in all periods were significantly impacted by the change
inthefair value of own debt attributable to credit spread for which we have elected the fair value option. Excluding thisitem from
the periods presented, both ROE and ROA improved during the three and six months ended June 30, 2013 largely dueto net income
during the three and six months ended June 30, 2013 as discussed above compared with a net loss in the year-ago periods.

Receivables Receivables held for investment were $29.1 billion at June 30, 2013 compared with $31.9 billion at March 31, 2013
and $32.9 hillion at December 31, 2012. The decrease since March 31, 2013 and December 31, 2012 reflects the continued
liquidation of thereal estate secured receivable portfolio which will continue going forward aswell asthe transfer of an additional
pool of real estate secured receivables to held for sale (with a net realizable value prior to transfer of approximately $1.8 billion)
asdiscussed above. Ascompared with December 31, 2012, the decrease al so reflects seasonal improvementsin collection activities
during the first quarter of the year as some customers use their tax refunds to make payments. Liquidation rates for real estate
secured receivables continue to be impacted by low loan prepayments as few refinancing opportunities for our customers exist
and the previously discussed trends impacting the mortgage lending industry. See “Receivables Review” for a more detailed
discussion of the decreases in receivable balances.

Receivables held for sale Receivables held for sale were $5.0 billion at June 30, 2013 compared with $6.4 billion at March 31,
2013 and $6.2 hillion at December 31, 2012. The decrease compared with both periods reflects the sale of our personal non-credit
card receivable portfolio on April 1, 2013 as discussed above and, to a lesser extent, the sale of a pool of real estate secured
receivables with acarrying value of $230 million. This decrease as compared with both periods was partially offset by the transfer
of an additional pool of real estate secured receivables which had been written down to the lower of amortized cost or fair value
of the collateral less cost to sell in accordance with our existing charge-off policiesinto receivables held for sale with afair value
of approximately $1.5 hillion at the time of the transfer as discussed above. The decrease was also partially offset by an increase
during the quarter in the fair value of the real estate receivables held for sale. See Note 6, “Receivables Held for Sale,” in the
accompanying consolidated financial statements for additional information.

Credit Quality Dollars of delinquency for real estate secured receivables and receivables held for sale were $6.3 billion at June
30, 2013 compared with $6.1 billionat March 31, 2013 and $6.2 billion at December 31, 2012. Theincreaseindollarsof delinquency
was driven by higher late stage delinquency which largely reflects an increase during thefirst half of 2013 in the fair value of real
estate secured receivables held for sale as previously discussed, which increases the carrying value of these receivables. This
increaseinlate stage dollarsof delinquency was partially offset by theimpact of atransfer to held for sale during the second quarter
of 2013 of an additional pool of real estate secured receivables which had previously been carried at the lower of amortized cost
or fair value of the collateral less cost to sell for which the carrying amount of these receivables has now been further reduced by
the lower of amortized cost or fair value adjustment as well as the credit loss reserves associated with these receivables prior to
thetransfer. Dollars of delinquency on accounts|essthan 180 days contractually delinquent were essentially flat as compared with
March 31, 2013 and decreased as compared with December 31, 2012 reflecting lower receivable levels and the continued
improvementsin economic conditions and, as compared with December 31, 2012, seasonal improvementsin collection activities
as some customers use their tax refunds to make payments, partially offset by the impact of the move of al closed-end real estate
secured receivables onto one servicing platform in April 2013 and a consistent measurement of delinquency being applied to these
loans which resulted in an increase in dollars of delinquency for these receivables. The delinquency ratio for real estate secured
receivableswas 18.52 percent at June 30, 2013 compared with 17.22 percent at March 31, 2013 and 17.16 percent at December 31,
2012. The delinquency ratio for real estate secured receivables increased as compared with March 31, 2013 and December 31,
2012 reflecting the higher dollars of delinquency as discussed above. See “Credit Quality-Delinquency” for a more detailed
discussion of our delinquency ratio.

Overadl dollars of net charge-offs for real estate secured receivables increased as compared with the first quarter of 2013. As
previously discussed, during the second quarter of 2013, we transferred a pool of real estate secured receivables to held for sale.
Because these receivables were collateral dependent, the credit |oss reserves on these receivables at the time of transfer of $119
million was recognized as an additional charge-off at the time of the transfer to held for sale during the second quarter of 2013.
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Excluding this additional charge-off for the quarter ended June 30, 2013, net charge-off dollarsfor real estate secured receivables
remained higher as compared with the quarter ended March 31, 2013 due to an increase in receivables where we have decided not
to pursue foreclosure aswell as higher severity on real estate secured receivables greater than 180 days contractual delinquent that
arelocated in areas which have continued to experience declinesin home prices during the second quarter of 2013, partially offset
by the impact of lower receivable levels as discussed above. The net charge-off ratio for real estate secured receivables for the
three months ended June 30, 2013 increased as compared with the prior quarter due to higher dollars of net charge-offs as discussed
above while average receivable levels decreased as previoudy discussed. See “Credit Quality-Net Charge-offs of Consumer
Receivables’ for amore detailed discussion of our net charge-off ratio.

Funding and Capital During the six months ended June 30, 2013 and 2012, we did not receive any capital contributions from
HINO. During the six monthsended June 30, 2013, weretired $2.6 billion of term debt asit matured or wasredeemed. Thematuring
and redeemed debt cash requirements were met through funding from cash generated from operations including balance sheet
attrition. The balance sheet and credit dynamics described above continue to have an impact on our liquidity and risk management
processes. Continued success in reducing the size of our receivable portfolios as discussed above as well as the sale of pools of
real estate secured receivableswill be the primary driver of our liquidity during the remainder of 2013. However, lower cash flow
as aresult of declining receivable balances will not provide sufficient cash to fully repay maturing debt over the next four to five
years. As we continue to liquidate our receivable portfolios, HSBC's continued support will be required to properly manage our
business operations and maintain appropriate levels of capital. HSBC has historically provided significant capital in support of
our operations and has indicated that it is fully committed and has the capacity and willingness to continue that support. Any
required incremental funding has been integrated into the overall HSBC North Americafunding plans and will be sourced through
HSBC USA Inc. or through direct support from HSBC or its affiliates. HSBC has indicated it remains fully committed and has
the capacity to continue to provide such support.

Asdiscussed above, aportion of our real estate secured receivable portfolio is currently classified asheld for sale aswe no longer
have the intent to hold these receivables for the foreseeable future for capital or operational reasons. In the current market
environment, market pricing continues to value the portion of our real estate secured receivable portfolio held for investment at
amounts that would not provide a sufficient economic benefit to us upon sale. Therefore, we have determined that we have the
positive intent and ability to hold these remaining real estate secured receivables for the foreseeabl e future and, as such, continue
to classify these real estate secured receivables as held for investment. However, should market pricing improve in the future or
if HSBC calls upon usto execute certain strategiesin order to address capital considerations, it could result in the reclassification
of additional real estate secured receivablesto held for sale.

The tangible common equity to tangible assets ratio was 11.86 percent and 9.87 percent at June 30, 2013 and December 31, 2012,
respectively. Thisratio representsanon-U.S. GAAPfinancial ratio that isused by HSBC Finance Corporation management, certain
rating agencies and our credit-providing banks to evaluate capital adequacy and may be different from similarly named measures
presented by other companies. See “Basis of Reporting” and “Reconciliations of Non-U.S. GAAP Financial Measures to
U.S. GAAPFinancia Measures’ for additional discussion and quantitative reconciliation to the equivalent U.S. GAAP basis
financia measure.
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Income (Loss) Before Income Tax Expense from Continuing Operations — Significant Trends Income (loss) from continuing
operations before income tax expense, and changes in various trends and activity affecting operations, are summarized in the
following table.

Three Months Ended Six Months Ended
June 30, June 30,
2013 2012 2013 2012
(in millions)
Loss from continuing operations before income tax from prior year .............. $ (2451) $ (337) $ (3,244 $ (865
Increase (decrease) in income from continuing operations before income
tax expense attributable to:
NEL INTErESE INCOME ......uiieicieieeeeee e (153) (120) (167) (156)
Provision for credit I0SSes..........cooviiiiiicicceee e 359 (43) 1,126 (126)
Mark-to-market on derivatives which do not qualify as effective hedges.. 586 (230) 455 (52)
Derivative loss on termination of hedges.............cccooiiiiininiiicincnes — — (199) —
Gain (loss) on debt designated at fair value and related derivatives........... 27 (153) 439 (520)
Initial lower of amortized cost or fair value adjustment on receivables
transferred to receivables held for sale during the period.................... 1,560 (1,659) 1,560 (1,659)
Subsequent lower of amortized cost or fair value adjustment on
receivablesheld for sale..........cccovviiiiiiiiii 471 — 925 (1)
Salaries and employee DEnefits..........coovevrrrennrree e (16) 15 (36) 11
REO EXPENSES. ..ot e e — 9 7 86
Al OthEr BCHIVITY ..ot 21 67 (6) 38
Income (loss) from continuing operations before income tax for current
VEBE .ottt ettt bbb e bR bbbt e bt $ 404 $ (2451) $ 860 $ (3,244

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 operationsincluded in MD&A are
presented on a continuing operations basis of reporting. Certain reclassifications have been made to 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 referenceto the
following information which is presented on anon-U.S. GAAP basis:

Equity Ratios Tangible common equity to tangible assets is anon-U.S. GAAP financial measure that is used by HSBC Finance
Corporation management, certain rating agencies and our credit-providing banksto evaluate capital adequacy. Thisratio excludes
from equity the impact of unrealized gains (losses) on cash flow hedging instruments, postretirement benefit plan adjustments,
unrealized gains (losses) on investments, intangible assets as well as subsequent changes in fair value recognized in earnings
associated with debt for which we elected the fair value option and the related derivatives. This ratio may differ from similarly
named measures presented by other companies. The most directly comparable U.S. GAAPfinancial measure is the common and
preferred equity to total assetsratio. For a quantitative reconciliation of these non-U.S. GAAP financial measures to our common
and preferred equity to total assets ratio, see “Reconciliations of Non-U.S. GAAP Financial Measures to U.S. GAAP Financial
Measures.”

International Financial Reporting Standards Because HSBC reports financial information in accordance with International
Financial Reporting Standards (“IFRSs’) and IFRSs operating results are used in measuring and rewarding performance of
empl oyees, our management al so separately monitors netincome under | FRSs (anon-U.S. GAAPfinancial measure). All purchase
accounting fair value adjustments relating to our acquisition by HSBC have been “pushed down” to HSBC Finance Corporation
for both U.S. GAAP and IFRSs. The following table reconciles our net income (loss) on aU.S. GAAP basis to net income (10ss)
on an IFRSsbasis:
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Three Months Ended Six Months Ended
June 30, June 30,
2013 2012 2013 2012
(in millions)
Net income (10SS) —U.S. GAAPDESIS .......cccveieecicee et senens $ 220 $ (258) $ 446 $ (413)
Adjustments, net of tax:
Lower of amortized cost or fair value adjustments on loans held for sale....... (324) 1,070 (740) 1,070
L O8N IMPAITIMENT ...ttt bbb st s e e ae e sne 127 19 156 48
Loss on sale of INSUranCe BUSINESS.........cccovviiinenese e — 164 (92) 164
Litigation EXPENSES......ccitierierietereeterie sttt b e n s 26 — 26 —
Credit card receivables transferred to held for sale and included in
discontinued operations for U.S. GAAP.......cccve e — 403 — 345
Derivatives and hedge accounting (including fair value adjustments) ............ 1) (0] 1) (3)
Loan origination Cost defErTalS.........ooiiiiriririe s — 2 3 5
INEreSt FECOGNITION........iivieieieeceierie et e e e e ereene s (11) — (11) D
Present value of long term insurance CoONracts..........ouovereeeneeeneeesnecnieeneens — — 1 5
Pension and other postretirement benefit CoSES........oovriiniineinccnere 3 4 7 3
(@11 SRS 5 @) 1 4
Net income (10SS) — IFRSSDaSIS......cccocvieiiiisece e 45 1,388 (204) 1,227
Tax expense (benefit) — IFRSSDESIS........cciirrieeerree s 21 (725) 149 (631)
Income (loss) before tax — IFRSS DasiS.........coceveeeeeieecees e $ 24 $ 2113 $ (353) $ 1,858

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

Lower of amortized cost or fair value adjustment on loans held for sale - IFRSs requires |oans originated with the intent to sell in
the near term 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 IFRSSs, the income and expenses related to
receivablesheld for sale are reported in other operating income. Under U.S. GAAR, theincome and expensesrelated to receivables
held for sale are reported similarly to loans held for investment.

For receivables 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 the recognition and measurement criteria. Accordingly for IFRSs purposes, such loans continue to be accounted for and
impairment continues to be measured in accordance with |AS 39, “Financial Instruments: Recognition and Measurement” (“IAS
39"), with any gain or loss recorded at the time of sale. U.S. GAAP requires loans that meet the held for sale classification
requirementsbetransferredto aheldfor sale category at thelower of amortized cost or fair value. Under U.S. GAAP, the component
of the lower of amortized cost or fair value adjustment related to credit risk at the time of transfer is recorded in the statement of
income (loss) as provision for credit losses while the component related to interest rates and liquidity factorsis reported in the
statement of income (loss) in other revenues. There is no similar requirement under |FRSs.

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 isrecognized in interest income. Also under IFRSs, if the recognition of awrite-down to fair value on secured loans
decreases because collateral values have improved and the improvement can be related objectively to an event occurring after
recognition of the write-down, such write-down isreversed, which is not permitted under U.S. GAAP. Additionally under IFRSs,
future recoveries on charged-off |oans or loans written down to fair value less cost to obtain title and sell the collateral are accrued
for on adiscounted basis and arecovery 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, and therefore reflects the collectability of the loans.

Credit lossreserveson TDR Loans are established based on the present val ue of expected future cash flows discounted at the loans
original effectiveinterest rate. Under IFRSs, impai rment on the residential mortgage loansfor which we have granted the borrower
a concession as a result of financial difficulty is measured based on the cash flows attributable to the credit loss events which
occurred before the reporting date. HSBC's accounting policy under IFRSsisto remove such loans from the category of impaired
loans after a defined period of re-performance, although such loans remain segregated from loans that were not impaired in the
past for the purposes of collective impairment assessment to reflect their different credit risk profile. Under U.S. GAAP, when a
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loan isimpaired the impairment is measured based on all expected cash flows over the remaining expected life of the loan. Such
loans remain impaired for the remainder of their lives under U.S. GAAP.

For loans collectively evaluated for impairment under U.S. GAAR, bank industry practice adopted in the fourth quarter of 2012
generally resultsin aloss emergence period for theseloans using aroll rate migration analysiswhich resultsin 12 months of losses
inour credit lossreserves. Under IFRSs, we concluded that the estimated average period of time from last current status to write-
off for real estate secured loans collectively evaluated for impairment using aroll rate migration analysis was 10 months 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 that 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 secured loans collectively evaluated for impairment using aroll rate migration analysis of 12 months.

Loss on sale of Insurance business - Under IFRSs, adisposal group held for saleis measured at its lower of cost or fair value less
costs to sell. For purposes of measuring the disposal group, assets that are excluded from the measurement provisions of IFRS 5
must be re-measured in accordance with other applicable standards before the fair value less cost to sell of the disposal group is
measured. An impairment loss is recognized for any initial or subsequent write down of the disposal group only to the extent of
the carrying amount of the assetsthat are part of the disposal group and within the scope and the measurement provisions of IFRS
5. To the extent the impairment loss on the disposal group as awhole exceeds the carrying amount of such assets, our policy isto
not recognize the excess loss until the disposal group is sold. Under U.S. GAAP, similar rules exist excluding certain disposal
group assets from the scope of its impairment measurement provisions, however under U.S. GAAP, our policy isto immediately
recoghize the impairment loss in excess of the assets that are part of the disposal group and within the scope and measurement
provisions of the applicable guidancein U.S. GAAPR.

Litigation expenses - 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.

Credit card receivables transferred to held for sale and included in discontinued operations for U.S. GAAP - Asdiscussed above,
for receivables transferred to held for sale subsequent to origination, |FRSs requires these receivables to be reported separately
on the balance sheet 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 recorded 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, and subsequently measured
at the lower of amortized cost or fair value.

Derivatives and hedge accounting (including fair value adjustments) - The historical use of the “shortcut” and “long haul” hedge
accounting methods for U.S. GAAP resulted in different cumulative adjustments to the hedged item for both fair value and cash
flow hedges. These differences are recognized in earnings over the remaining term of the hedged items. All of the hedged
relationships which previously qualified under the shortcut method provisions of derivative accounting principles have been
redesignated and are now either hedges under the long-haul method of hedge accounting or included in the fair value option
election.

Loan origination cost deferrals - Loan origination cost deferrals under IFRSs are more stringent and generally result in lower costs
being deferred than permitted under U.S. GAAP. In addition, all deferred loan origination fees, costs and |oan premiums must be
recognized based on the expected life of the receivables under IFRSs as part of the effective interest calculation while under U.S.
GAAPthey may be recognized on either a contractual or expected life basis.

Interest recognition - The cal cul ation of effectiveinterest ratesunder |AS 39 requiresan estimate of changesin estimated contractual
cash flows, including feesand points paid or received between partiesto the contract that are an integral part of the effectiveinterest
rate be included. U.S. GAAP generally prohibits recognition of interest income to the extent the net investment in the loan would
increaseto an amount greater than the amount at which the borrower could settletheobligation. Also under U.S. GAARP, prepayment
penalties are generally recognized when received.

Present value of long-term insurance contracts - Under IFRSs, the present value of an in-force (“PVIF") long-term insurance
contract is determined by discounting future cash flows expected to emerge from business currently in force using appropriate
assumptionsplusamarginin ng factors such as future mortality, lapse rates and level s of expenses, and a discount rate that
reflectstherisk freerate plusamargin for operational risk. Movementsin the PVIF of long-term insurance contracts are included
in other operating income. Under U.S. GAAP, revenue is recognized over the life insurance policy term.

Pension and other postretirement benefit costs - Pension expense under U.S. GAAP is generally higher than under IFRSs as a
result of theamorti zati on of theamount by which actuarial |ossesexceedsthe higher of 10 percent of the projected benefit obligation
or fair value of plan assets (the“ corridor”). Asaresult of an amendment to the applicable |FRSs effective January 1, 2013, interest
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cost and expected return on plan assets is replaced by a finance cost component comprising the net interest on the net defined
benefit liability. This has resulted in an increase in pension expense as the net interest does not reflect the benefit from the
expectation of higher returns on theriskier plan assets. In 2010, changesto future accrualsfor legacy participants under the HSBC
North AmericaPension Planwereaccounted for asaplan curtailment under IFRSs, which resulted inimmediateincomerecognition.
Under U.S. GAAP, these changes were considered to be a negative plan amendment which resulted in no immediate income
recognition.

Other - There are other differences between IFRSs and U.S. GAAPincluding purchase accounting and other miscellaneousitems.

Quantitative Reconciliations of Non-U.S. GAAP Financial Measures to U.S. GAAP Financial Measures For quantitative
reconciliations of non-U.S. GAAP financial measures presented herein to the equivalent GAAP basis financial measures, see
“Reconciliationsto U.S. GAAP Financia Measures.”

Receivables Review

Thetable below summarizesreceivables at June 30, 2013 and increases (decreases) since March 31, 2013 and December 31, 2012:

Increases (Decreases) From

March 31, 2013 December 31, 2012
June 30, 2013 $ % $ %
(dollars are in millions)
Receivables:
Real estate secured:
FIrSt BN o $ 25,798 $ (2,663) (9.49% $ (3,503) (12.0)%
SECONA [IEN....oeieiceece e 3,314 (155) (4.5) (324) (8.9
Total real estate secured receivables™...........ccococoevveerivnnee, $ 29112 $ (2818 (88)% $ (3827) (11.6)%

Receivables held for sale:

First lien real estate SECUred..........coouveceeeeericeeceee e esee e $ 4991 $ 1584 465% $ 1,969 65.2 %
Personal non-credit card ... — (2,947)  (100.0) (3,181)  (100.0)
Total receivables held for salé® ...........coooooerveerececreerees $ 4991 $ (1,363) (21L5% $ (1212)  (195%

Total receivables and receivables held for sale:
Real estate secured:

T £ 1= VOO $ 30,789 $ (1,079 (34)% $ (1,534) 4.7%
SECONA HHEN.....veoeeeeeee e 3,314 (155) (4.5) (324) (8.9)
Total real estate SECUME........c.cucueueueucucirieieieieieieie e 34,103 (1,234) (3.5) (1,858) (5.2
Personal non-credit card ... — (2,947)  (100.0) (3,181)  (100.0)
Total receivables and receivables held for sale?®............... $ 34103 $ (4181) (109% $ (5039  (129%

@ At June 30, 2013, March 31, 2013 and December 31, 2012, real estate secured receivables held for investment includes $871 million, $2.3 billion and $2.1
billion, respectively, of receivablesthat are carried at the lower of amortized cost or fair value of the collateral less cost to sell in accordance with our existing
charge-off policy.

@ At June 30, 2013, March 31, 2013 and December 31, 2012, receivables and receivables held for sale includes $1.6 billion, $1.7 hillion and $1.7 hillion,
respectively, of stated income loans.

® At June 30, 2013, March 31, 2013 and December 31, 2012, approximately 59 percent, 59 percent and 58 percent, respectively, of our real estate secured
receivables and real estate secured receivables held for sale have been either modified and/or re-aged.

@ SeeNote 6, "Receivables Held for Sale," in the accompanying consolidated financial statements for detail information related to the movements in the real

estate secured and personal non-credit card receivables held for sale balances between periods.
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Real estate secured receivables The decrease since March 31, 2013 and December 31, 2012 reflects the continued liquidation of
thereal estate secured receivable portfolio which will continue going forward as well as the transfer of an additional pool of real
estate secured receivablesto held for sale (with a net realizable value prior to transfer of approximately $1.8 billion) as discussed
above. As compared with December 31, 2012, the decrease al so reflects seasonal improvementsin our collection activities during
the first quarter of the year as some customers use their tax refunds to make payments. The liquidation rates in our real estate
secured receivable portfolio continue to be impacted by low loan prepayments as few refinancing opportunities for our customers
exist and by the trends impacting the mortgage lending industry as discussed above.

Over the past several years, real estate marketsin alarge portion of the United States have been affected by stagnation or declines
in property values. As aresult, the loan-to-value (“LTV") ratios for our real estate secured receivable portfolios have generally
deteriorated since origination. Receivables that have an LTV greater than 100 percent have historically had a greater likelihood of
becoming delinquent, resulting in higher loss severities which could adversely impact our provision for credit losses. Refreshed
loan-to-value ratios (“ Refreshed LTVS”) for our real estate secured receivable portfolio held for investment are presented in the
table below as of June 30, 2013 and December 31, 2012.

Refreshed LTVs @€

June 30, 2013 December 31, 2012
First Second First Second
Lien Lien Lien Lien
I AT 0 SRS 37% 13% 37% 13%
S0 I IV 0 17 10 17 10
S0 I IV At 00 S 17 16 16 16
LTV 2 100%0. ..ttt stetesie sttt ese b sae bt e et b e e s e s e e e se e e e e eneerenae e 29 61 30 61
Average LTV for POrtfolio.......coou oo 88 107 87 108
AVErage LTV fOr LTV>100%0 ...c..cceieeieeieeeeeestesesestesieseessestessessesesseseesessessessessenses 117 123 119 125

@ Refreshed LTVsfor first liens are calcul ated using the receivable balance as of the reporting date (including any charge-offs recorded to reduce receivables
to the lower of amortized cost or fair value of the collateral less cost to sell in accordance with our existing charge-off policies). Refreshed LTV s for second
liens are cal culated using the receivable balance as of the reporting date (including any charge-offs recorded to reduce receivablesto the lower of amortized
cost or fair value of the collateral less cost to sell in accordance with our existing charge-off palicies) plusthe senior lien amount at origination. For purposes
of this disclosure, current estimated property values are derived from the property's appraised value at the time of receivable 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 aCore Based Statistical Area (“CBSA™) or statelevel. The estimated value of the homes could vary from actual fair values due to changesin condition
of the underlying property, variations in housing price changes within metropolitan statistical areas and other factors. As a result, actual property values
associated with loans that end in foreclosure may significantly differ from the estimated values used for purposes of this disclosure.

@ For purposes of this disclosure, current estimated property values are calculated using the most current HPI's available and applied on an individual loan
basis, which results in an approximate three month delay in the production of reportable statistics for the current period. Therefore, the June 30, 2013 and
December 31, 2012 information in the table above reflects current estimated property values using HPIs as of March 31, 2013 and September 30, 2012,
respectively.

®  Excludes the purchased receivable portfolios which totaled $886 million and $931 million at June 30, 2013 and December 31, 2012, respectively.

Receivables held for sale Receivables held for sale were $5.0 billion at June 30, 2013 compared with $6.4 billion at March 31,
2013 and $6.2 hillion at December 31, 2012. The decrease compared with both periods reflects the sale of our personal non-credit
card receivable portfolio on April 1, 2013 as previously discussed and to alesser extent, the sale of apool of real estate secured
receivables with a carrying vaue of $230 million. The decrease was partialy offset by the transfer of an additiona pool of rea
estate secured receivables which had been written down to the lower of amortized cost or fair value of the collateral less cost to
sell in accordance with our existing charge-off policiesinto receivablesheld for salewith afair value of approximately $1.5 billion
at the timetransfer as discussed above. The decrease was also partially offset by an increase during the three and six months ended
June 30, 2013 in the fair value of the real estate receivables held for sale. See Note 6, “Receivables Held for Sale,” in the
accompanying consolidated financial statements for additional information.
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Real Estate Owned

We obtain real estate by taking possession of the collateral pledged as security for real estate secured receivables. Prior to taking
possession of the pledged collateral, the carrying amounts of receivables held for investment in excess of fair value less cost to
sell are generally charged-off at or before the time foreclosure is compl eted or settlement isreached with the borrower but, in any
event, generally nolater than the end of the month inwhich the account becomes six months contractual ly delinquent. If foreclosure
is not pursued (which frequently occurs on loans in the second lien position) and there is no reasonable expectation for recovery
(insurance claim, title claim, pre-discharge bankrupt account), the account is generally charged-off no later than the end of the
month in which the account becomes six months contractual ly delinguent. VValues are determined based upon broker price opinions
or appraisalswhich are updated every 180 days. During the quarterly period between updates, real estate pricetrends are reviewed
on ageographic basis and additional adjustments are recorded as necessary.

Collateral acquired in satisfaction of aloan isinitially recognized at the lower of amortized cost or fair value of the collateral less
estimated costs to sell and reported as real estate owned (“REQO”). Fair values of foreclosed properties at the time of acquisition
are initially determined based upon broker price opinions. Subsequent to acquisition, a more detailed property valuation is
performed, reflecting information obtained from awalk-through of the property in the form of alisting agent broker price opinion
as well as an independent broker price opinion or appraisal. A valuation is determined from this information within 90 days and
any additional write-downs required are recorded through charge-off at that time. This value, which includes the impact on fair
value from the conditions inside the property, becomes the “Initial REO Carrying Amount.”

In determining the appropriate amountsto charge-off when aproperty isacquired in exchange for aloan, we do not consider 10sses
on sales of foreclosed properties resulting from deterioration in value during the period the collateral is held because these |osses
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. Once a property is classified as real estate owned, we do not consider
the losses on past sales of foreclosed properties when determining the fair value of any collateral during the period it isheld in
REO. Rather, a vauation allowance is created to recognize any subsequent declinesin fair value less cost to sell as they become
known after the Initial REO Carrying Amount is determined with acorresponding amount reflected in operating expense. Property
valuesare periodically reviewed for impairment until the property issold and any impairment identified isimmediately recognized
through the valuation allowance. Recoveries in value are also recognized against the valuation allowance but not in excess of
cumulative losses previously recognized subsequent to the date of repossession. Adjustments to the valuation allowance, costs of
holding REO and any gain or loss on disposition are credited or charged to operating expense.

The following table provides quarterly information regarding our REO properties:

Quarter Ended

June 30, Mar. 31, Dec. 31, Sept. 30, June 30,
2013 2013 2012 2012 2012
Number of REO properties at end of period .........cccceevvvrenen. 3,984 3,242 2,914 2,619 2,792
Number of properties added to REO inventory in the period . 2,659 2,130 1,688 1,458 1,644
Average |oss on sale of REO properties™ ..........ccccoeoveveuenne. 1% 3.4% 5.3% 4.1% 3.1%
Average total loss on foreclosed properties?.........c.ccocvuenn.. 50.3% 52.5% 53.4% 53.3% 53.5%
Average timeto sell REO properties (in days)........ccccvevverenns 150 160 163 168 165

@ Property acquired through foreclosureisinitially recognized at the lower of amortized cost or fair value of the collateral less estimated coststo sell (“Initial
REO Carrying Amount”). The average loss on sale of REO propertiesis calculated as cash proceeds less the Initial REO Carrying Amount divided by the
unpaid loan principal balance prior to write-down (excluding any accrued finance income) plus certain other ancillary disbursements that, by law, are
reimbursable from the cash proceeds (e.g., real estate tax advances) and were incurred prior to our taking title to the property and does not include holding
costs on REO properties. This ratio represents the portion of our total loss on foreclosed properties that occurred after we took title to the property.

@ Theaveragetotal loss on foreclosed properties sold each quarter includes both the loss on sale of the REO property as discussed above and the cumulative
write-downs recognized on the loans up to the time we took title to the property. This calculation of the average total loss on foreclosed properties uses the
unpaid loan principa balance prior to write-down (excluding any accrued finance income) plus certain other ancillary disbursements that, by law, are
reimbursable from the cash proceeds (e.g., real estate tax advances) and were incurred prior to the date we took title to the property and does not include
holding costs on REO properties.

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

As previoudly reported, beginning in late 2010 we temporarily suspended all new foreclosure proceedings and in early 2011
temporarily suspended foreclosures in process where judgment had not yet been entered while we enhanced foreclosure
documentation and processes for forecl osures and re-filed affidavits where necessary. During the six months ended June 30, 2013,
we added 4,789 properties to REO inventory. We expect the number of REO properties added to inventory may increase during
theremainder of 2013 although the number of new REO properties added to inventory will continueto beimpacted by our ongoing
refinements to our foreclosure processes as well as the extended foreclosure timelines as discussed below.

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, officialsare 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.

The number of REO properties at June 30, 2013 increased as compared with March 31, 2013 as the volume of properties added
to REO inventory is beginning to increase as we work through the backlog in foreclosure activities driven by the temporary
suspension of foreclosures as discussed above. We have resumed processing suspended foreclosure actions in substantially all
statesand havereferred the majority of the backlog of loansfor foreclosure. Wehaveal so beguninitiating new foreclosureactivities
in substantially all states.

The averageloss on sale of REO properties and the average total 1oss on foreclosed propertiesimproved during the second quarter
of 2013 as compared with the prior quarter due to improvements in home prices during the quarter.

Results of Operations

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

Net Interest Income In the following table which summarizes net interest income, interest expense for the three and six months
ended June 30, 2012 includes $7 million and $29 million, respectively, that has been allocated to our discontinued operationsin
accordancewith our existing internal transfer pricing policiesasexternal interest expenseisunaffected by thetransfer of businesses
to discontinued operations. During the three and six months ended June 30, 2013, there was no interest expense alocated to our
discontinued operations.

2013 %) 2012 %)
(dollars are in millions)

Three Months Ended June 30:

Finance and other interest INCOME ........ooovceeeieeie e $ 591 5.79% $ 858 6.54%
[NEEIESE EXPENSE. ...ttt 353 3.46 474 3.61
NEL INLErESE INCOME ..ottt e st e s e e e s sbe e e s sbeeeeans $ 238 2.33% $ 384 2.93%

Six Months Ended June 30:

Finance and other iNterest iNCOME .........covvvvrerereisese e $ 1,364 6.51% $ 1,765 6.79%
[NEEIESE EXPENSE. ...ttt ettt r e e ene e 732 3.50 995 3.83
NEL INEErESt INCOME ...t $ 632 3.01% $ 770 2.96%

@ 94 Columns; comparison to average interest-earning assets.
Net interest income decreased during the three and six months ended June 30, 2013 due to the following:

» Overall receivableyields decreased during the three and six months ended June 30, 2013 as aresult of asignificant shiftin
receivable mix to higher levels of lower yielding first lien real estate secured receivables asaresult of the sale of our higher
yielding personal non-credit card receivableportfolio and continued run-off in our second lien real estate secured receivables
portfolio. While overall receivable yields decreased, receivable yieldsin our real estate secured receivable portfolio were
positively impacted by improvements in credit quality during the three and six months ended June 30, 2013. Prior to the
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sale of our personal non-credit card receivable portfolio on April 1, 2013, receivable yieldsin this portfolio had improved
during 2013 due to alower percentage of nonaccrual receivables as compared with the prior year.

* Average receivable levels decreased largely as aresult of the sale of our portfolio of personal non-credit card receivables
onApril 1, 2013 aswell asreal estate secured receivable liquidation.

* |nterest expense decreased resulting from lower average borrowings and lower average rates.

Net interest margin was 2.33 percent and 3.01 percent for the three and six months ended June 30, 2013, respectively, compared
with 2.93 percent and 2.96 percent for the year-ago periods. Net interest margin for the three and six months ended June 30, 2013
has been positively impacted by receivables which we have transferred to held for sale asthe carrying amount of these receivables
has been reduced by the lower of amortized cost or fair value adjustment that has been recorded as well asthe credit loss reserves
associated with thereceivablesprior to thetransfer to held for sale which reduces average receivabl e balanceswhileinterest income
otherwise remains the same. Excluding the impact of the transfer of these receivables to held for sale from the calculation of
average receivable balances, net interest margin decreased 62 basis points and 2 basi s points during the three and six months ended
June 30, 2013, respectively, driven by the lower overall receivable yields largely due to the sale of our higher yielding personal
non-credit card receivabl e portfolio as discussed above, partially offset by alower cost of funds as a percentage of averageinterest
earning assets.

The following table reflects the significant trends affecting the comparability of net interest income and net interest margin:

Three Months Ended Six Months Ended
June 30, 2013 June 30, 2013
(in millions)
Net interest income/net interest margin from prior Year ..........cccveeveeveneresieennnn. $ 384 293% $ 770 2.96%
Impact to net interest income resulting from: - -
LOWES BSSEL |EVEIS.....cceiciiie ettt st nneas (179) (295)
ReCaIVaDI@ YIEIAS: ..o
Receivable pricing @nd MiX .......coeoeeeeeieeeeene s (99) (111)
Impact of nonaccrual receiVabIEs...........ooevveirerri e 19 28
Volume and rate impact of modified 10ans............cocveviiininencicieeeeee (10) (14)
Non-insurance investment income (rate and VOIUME) ...........coeevevereeceeieeennene 2 3)
Cost of funds (rate and VOIUME) ........cccceeereeeeirire e 122 264
L@ 13 1= SO S 3 (7
Net interest income/net interest margin for Current year..........ccooeeeveeenecenecnen, $ 238 233% $ 632 3.01%

The varying maturities and repricing frequencies of both our assets and liabilities expose usto interest rate risk. When the various
risksinherent in both the asset and the debt do not meet our desired risk profile, we use derivative financial instrumentsto manage
these risks to acceptable interest rate risk levels. See “Risk Management” for additional information regarding interest rate risk
and derivative financial instruments.

Provision for Credit Losses The following table summarizes provision for credit losses by product:

2013 2012
(in millions)
Three Months Ended June 30:
Provision for credit losses:
REBl ESLALE SECUME ...ttt ettt ettt ettt e e beseebe e ebesaebesbenesbenesbensebeneatns $ 2712 $ 598
Personal NON-Creit CaIU..........ooereieeeee ettt s be bbbt e e e e e e eneenas (5) 140
110 = $ 267 $ 738
Six Months Ended June 30:
Provision for credit losses:
REA| ESHAIE SEOUIEA ...ttt ettt sttt sttt se sttt esees st ese st s seseas s ssetesennnane $ 328 $ 1371
Personal NON-Creit CaIU..........ooireeeieeee ettt sttt st e e e e ne s enas (37) 158

L0 L TSP R PTTRRRN $ 291 $ 1,529
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Our provision for credit losses decreased significantly during the three and six months ended June 30, 2013 as compared with the
year-ago periods as discussed below:

* The provision for credit lossesfor real estate secured loans decreased reflecting the impact of lower loss estimates due to
lower receivablelevels, lower dollars of delinquency on accountslessthan 180 days contractually delinquent as compared
with the year-ago periods, improved credit quality and lower volumes of new TDR Loans during the three and six months
ended June 30, 2013. The decrease also reflects, in part, the transfer of certain real estate secured receivablesto held for
sale during the second quarter of 2012. Subsequent to the transfer to held for sale no further provision for credit losses are
recorded on these receivables as receivables held for sale are carried at the lower of amortized cost or fair value. The
decreasein the provision for credit losses for the three and six months ended June 30, 2013 al so reflects lower credit loss
reserves on TDR Loans as a greater percentage of TDR Loans are carried at the lower of amortized cost or fair value of
the collateral less cost to sell asthereis an overall credit loss reserve release at the time a TDR Loan is first recorded at
the lower of amortized cost or fair value of the collateral less cost to sell asaresult of eliminating the discounting of cash
flows used when establishing reserves on TDR Loans. The decrease in credit loss reserves on TDR Loans also reflects
lower new TDR Loan volumes and the impact of updates in loss and severity estimates based on recent trends in the
portfolio.

* Aspreviously discussed, during the second quarter of 2012 we transferred our entire personal non-credit card receivable
portfolioto held for salewhich resulted in acumulative lower of cost or fair value adjustment of which $112 million related
to credit and wasrecorded asacomponent of the provision for credit losses during the second quarter of 2012. Asdiscussed
above, subsequent to the transfer to held for sale no further provision for credit losses are recorded on these receivables
as receivables held for sale are carried at the lower of amortized cost or fair value which has resulted in a significant
decrease in the provision for credit losses for these receivables during the three and six months ended June 30, 2013. The
provision for credit losses for the three and six months ended June 30, 2013 reflects recoveries received from borrowers
on fully charged-off personal non-credit card receivables that were not transferred to held for sale because there were no
receivabl e balancesoutstanding aswell asduring the six months ended June 30, 2013, $10 million of cash proceedsreceived
from the bulk sale of recovery rights of certain previously charged-off personal non-credit card receivables.

Net charge-offs totaled $482 million and $808 million for the three and six months ended June 30, 2013, respectively, compared
with $1.0 billion and $1.9 billion for the three and six months ended June 30, 2012, respectively. The decrease reflects the impact
of thetransfer of our personal non-credit card receivableportfolio aswell as, to alesser extent, certainreal estate secured receivables
to held for sale during the second quarter of 2012 as there are no longer any charge-offs associated with the receivables after the
transfer to held for sale which impacts comparability between the periods. See “ Credit Quality” for further discussion of our net
charge-offs.

Credit loss reserves at June 30, 2013 decreased as compared with March 31, 2013 and December 31, 2012 as the provision for
credit losses was lower than net charge-offs by $215 million and $517 million for the three and six months ended June 30, 2013,
respectively. The decrease compared with March 31, 2013 and December 31, 2012 reflects the transfer to held for sale during the
second quarter of 2013 of an additional pool of real estate secured receivables which had been written down to the lower of
amortized cost or fair value of the collateral less cost to sell as previously discussed. Credit |oss reserves associated with these
receivables prior to their transfer to held for sale totaled $119 million and was recognized as an additiona charge-off at the time
of the transfer to held for sale. Excluding the impact on credit loss reserves of the transfer of this pool of receivables to held for
sale, credit lossreserves remained lower as compared with March 31, 2013 and December 31, 2012 dueto lower receivablelevels,
lower reserve requirements on TDR Loans and as compared with December 31, 2012, lower levels of two-months-and-over
contractual delinquency on accountslessthan 180 days contractually delinquent. Reserve requirementson TDR Loanswere lower
at June 30, 2013 dueto agreater percentage of TDR Loansbeing carried at thelower of amortized cost or fair value of the collateral
less cost to sell and lower new TDR Loan volumes aswell as the impact of updatesin loss and severity estimates based on recent
trends in the portfolio. See “ Credit Quality” for further discussion of credit |oss reserves.
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Other Revenues The following table summarizes other revenues:

Increase (Decrease)

2013 2012 Amount %
(in millions)
Three Months Ended June 30:
Derivative related inCome (EBXPENSE) .......ccoeeeeerererereieieiesese s ss s $ 186 $ (424) $ 610 100+%
Gain (loss) on debt designated at fair value and related derivatives............. 119 92 27 29.3
Servicing and other fees from HSBC affiliates........cccoeveveeievercencecineienns 6 9 B (333
Lower of amortized cost or fair value adjustment on receivables held for
SAlE bbbttt re e 372 (1,547) 1,919 100+
(@141 g1 Te 0] 1= TSSO (55) 5 (60) (100+)
TOtAl OtNE TEVENUES........coeeeeieeeeeeeee ettt sttt s et e st s e e sresrnsrea $ 628 $ (1,865) $ 2493 100+%
Six Months Ended June 30:
Derivative related iNCOmMe (EXPENSE) ......vovrveerererererereseresesesesesesesesesesesesesesens $ 86 $ (2190 $ 305 100+%
Gain (loss) on debt designated at fair value and related derivatives............. 135 (304) 439 100+
Servicing and other fees from HSBC affiliates.........ccoceoeieininininncncs 13 18 B (27.8)
Lower of amortized cost or fair value adjustment on receivables held for
SAlE . 826 (1,547) 2,373 100+
(@107 g o) 1= (78) (8) (70)  (100+)
TOtaAl OtNEN TEVENUES.......cucviueieeitiicectee ettt s bbb nenenas $ 982 $ (20600 $ 3042 100+%

Derivative related income (expense) includes realized and unrealized gains and losses on derivatives which do not qualify as
effective hedges under hedge accounting principles, ineffectiveness on derivatives which are qualifying hedges and, in the six
months ended June 30, 2013, a derivative loss recognized on the termination of hedges on certain debt as discussed more fully
below. Designation of swapsaseffective hedgesreducesthevolatility that woul d otherwiseresult from mark-to-market accounting.
All derivatives are economic hedges of the underlying debt instruments regardless of the accounting treatment. Derivative related
income (expense) is summarized in the table below:

Three Months Ended Six Months Ended
June 30, June 30,
2013 2012 2013 2012
(in millions)

Net realized gains (I0SSES) ... $ (26) $ (45) $ (53) $ (78)
Mark-to-market on derivatives which do not qualify as effective hedges........... 207 (379) 317 (138)
Hedge accounting ineffectiveness.............ccooiiiicciie 5 — 21 (3
Derivative loss recognized on termination of NEdgeS...........cccvevnerrenniesesenenn — — (199) —
TOUBl ..t $ 186 $ (424 $ 86 $ (219

Derivative related income (expense) improved during the three and six months ended June 30, 2013. As previously discussed, our
real estate secured receivables are remaining on the balance sheet longer due to lower prepayment rates. At June 30, 2013, we had
$3.1 billion of interest rate swaps outstanding for the purpose of offsetting the increase in the duration of these receivables and
the corresponding increasein interest rate risk as measured by the present value of abasis point (“PVBP"). While these positions
acted as economic hedges by lowering our overall interest rate risk and more closely matching both the structure and duration of
our liabilitiesto the structure and duration of our assets, they did not qualify as effective hedges under hedge accounting principles.
Asaresult, these positions are carried at fair value and are marked-to-market through income while the item being hedged is not
carried at fair value and, therefore, no offsetting fair value adjustment is recorded. In January 2013, we terminated $2.4 billion of
non-qualifying hedges to better align our overall hedge position with our overall interest rate risk position, which had changed
after the issuance of $1.5 hillion in fixed rate debt to HSBC Bank USA in December 2012 and revisions in our estimates of the
prepayment speeds on the underlying mortgages we are funding. Our remaining non-qualifying hedges at June 30, 2013 were
primarily longer-dated pay fixed/receive variable interest rate swaps with an average life of 10.9 years. Market value movements
for thelonger-dated pay fixed/receive variable interest rate swaps may be volatile during periodsin which long-term interest rates
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fluctuate, but they effectively lock in fixed interest rates for aset period of timewhich resultsin funding that is better aligned with
longer term assets when considered in conjunction with variable rate borrowings.

Rising long-term interest rates during the three and six months ended June 30, 2013 had a positive impact on the mark-to-market
for this portfolio of swaps in both periods. Falling long-term interest rates during the second quarter of 2012 had a significant
negative impact on the mark-to-market for this portfolio which offset gains recorded during the three months ended March 31,
2012. Net realized losses improved during the three and six months ended June 30, 2013 as compared with the year-ago periods
due to lower interest settlements during the first half of 2013 as we held fewer hedge positions. I neffectiveness during the three
and six months ended June 30, 2013 was primarily related to our cross currency cash flow hedges that are approaching maturity.

Asdiscussed in previousfilings, we have approximately $1.0 billion of junior subordinated notesissued to HSBC Finance Capital
Trust IX ("HFCT IX"). HFCT IX, which is a related but unconsolidated entity, issued trust preferred securities to third party
investors to fund the purchase of the junior subordinated notes. Under the Notices of Proposed Rulemaking ("NPR") issued by
the U.S. regulators which would implement the capital provisions of Basel 111 and was largely unchanged by the final rule that
was adopted on July 2, 2013, the trust preferred securities would no longer qualify as Tier | capital. As aresult of these proposed
changes, aswell as other recent changesin our assessment of cash flow needs, including long term funding considerations, during
the first quarter of 2013 we terminated the associated cash flow hedges associated with these notes, which resulted in the
reclassification to net income of $199 million of unrealized losses previously accumulated in other comprehensive income during
the three months ended March 31, 2013.

Net income volatility, whether based on changes in interest rates for swaps which do not qualify for hedge accounting or
ineffectiveness recorded on our qualifying hedges under the long haul method of accounting, impacts the comparability of our
reported results between periods. Accordingly, derivative related income (expense) for the six months ended June 30, 2013 or any
prior periods should not be considered indicative of the results for any future periods.

Gain (loss) on debt designated at fair value and related derivatives reflects fair value changes on our fixed rate debt accounted
for under FV O aswell asthefair value changes and realized gains (losses) on the rel ated derivatives associ ated with debt designated
at fair value. See Note 7, “Fair Value Option,” in the accompanying consolidated financial statements for additional information,
including a break out of the components of the gain (loss) on debt designated at fair value and related derivatives.

Servicing and other fees from HSBC affiliates represents revenue received under service level agreements under which we service
real estate secured receivables as well as rental revenue from HSBC Technology & Services (USA) Inc. (“"HTSU”) for certain
office and administrative costs. Servicing and other feesfrom HSBC affiliates decreased modestly during the three and six months
ended June 30, 2013 due to a decrease in services provided for HSBC affiliates.

Lower of amortized cost or fair value adjustment on receivables held for sale during the three and six months ended June 30, 2013
totaled $372 million and $826 million, respectively, primarily reflecting an increase in the fair value of thereal estate receivables
held for sale during thefirst half of 2013, partially offset during the six months ended June 30, 2013 by adecreasein thefair value
of the personal non-credit card receivables held for sale during the first quarter of 2013. As previously discussed, the increasein
the relative fair value of the real estate secured receivables held for sale is largely due to improved conditions in the housing
industry driven by increased property values and, to alesser extent, lower required market yields and increased investor demand
for these types of receivables. The lower of amortized cost or fair value adjustment during the three and six months ended June
30, 2013 adso includes areduction in fair value of $99 million related to the transfer to held for sale during the second quarter of
2013 of an additional pool of real estate secured receivables which had been written down to the lower of amortized cost or fair
value of the collateral less cost to sell as discussed above, al of which was attributable to non-credit related factors.

During the second quarter of 2012, we transferred certain real estate secured receivables and our entire personal non-credit card
receivable portfolio to receivables held for sale. This resulted in a lower of amortized cost or fair value adjustment during the
second quarter of 2012 of $1.7 billion, of which $1.5 billion was non-credit related and reflects the impact on value caused by
current marketplace conditions, including changesininterest ratesand liquidity. Thenon-credit portionwasrecorded asacomponent
of other revenues.

See Note 6, "Receivables Held for Sale," in the accompanying consolidated financial statements for additional discussion.

Other income decreased during the three and six months ended June 30, 2013 dueto an increasein the estimated repurchaseliability
during the periods, primarily related to receivables sold by Decision One Mortgage LLC ("Decision One") in prior years, and
lower creditinsurance commissions, partially offset by servicing feesreceived for servicing thepersonal non-credit card receivables
sold on April 1, 2013 as previously discussed. While we also increased the estimated repurchase liability during the three and six
months ended June 30, 2012, the increase was larger during the current year periods. Additionally, the six months ended June 30,
2012 included a reversal of income previously recorded on lender-placed hazard insurance for real estate secured receivable
customers which was refunded during the first quarter of 2013.
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Our reserve for potential repurchase liability exposures relates primarily to receivables sold by Decision One in previous years.
Our repurchase liability of $124 million at June 30, 2013 represents our best estimate of the loss that has been incurred resulting
from various representations and warranties in the contractual provisions of our loan sales. Because the level of loan repurchase
losses are dependent upon investor strategies for bringing claims or pursuing legal action for losses incurred, primarily related to
DecisionOneloans, thelevel of theliability for loanrepurchasel ossesrequiressignificant judgment. Aswehavelimitedinformation
of the losses incurred by investors, 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 based on a stressed estimate is
between zero and $175 million at June 30, 2013.

Operating Expenses Thefollowing tablesummarizesoperating expenses. Thecost trendsinthetablebel ow includefixed all ocated
costs which have not necessarily been reduced in line with the run-off of our loan portfolio, which will continuein future periods.

Increase (Decrease)

2013 2012 Amount %
(in millions)

Three Months Ended June 30:
Salaries and employee DENEFILS........coerenecner e $ 51 $ 3B $ 16 45.7 %
Occupancy and equipment EXPENnSES, NEL...........coovvvrrrrnnnsrsne 9 11 @) (18.2)
Real estate OWNEd EXPENSES........coveirierrienere s 20 20 — —
Other servicing and administrative EXPenSES.........oouvvereerieeneieseneneene 48 94 (46) (48.9)
Support services from HSBC affiliates..........cccovererneneineieeseeee 67 79 (12) (15.2)
OPEratiNg EXPENSES ....eveveiereereereereereeseeeeesessessessessessessessessessessensesesseens $ 195 $ 239 3 (44) (18.4)%

Six Months Ended June 30:
Salaries and employee DENEFItS........coerenecner e $ 115 $ 79 $ 36 45.6 %
Occupancy and equipment EXPENSES, NEL..........cccvvvrererererereneeeeeenens 18 21 ©) (14.3)
Real estate OWNEd EXPENSES........covvirierriereeeresre s 42 49 @ (14.3)
Other servicing and administrative EXPenSeS........ooeovereerieeneieseneneene 153 160 @) (4.4)
Support services from HSBC affiliates..........cccvvervrninnineieeeeeee 135 145 (10) (6.9)
OPErating EXPENSES ......c.veveveererereiee s eees $ 463 $ 454 $ 9 20 %

Compliance costs continued to be a significant component of our operating expenses totaling $13 million and $48 million during
the three and six months ended June 30, 2013, respectively, compared with $57 and $89 million during the three and six months
ended June 30, 2012, primarily within other servicing and administrative expenses. While we believe compliance related costs
have permanently increased due to the remediation requirements of the Federal Reserve Servicing Consent Order, our agreement
inthefirst quarter of 2013 with the Federal Reserve to cease the Independent Forecl osure Review is expected to positively impact
our compliance cost trends for the remainder of 2013 as the significant resources working on the Independent Foreclosure Review
are no longer required.

Salaries and employee benefits increased during the three and six months ended June 30, 2013 reflecting increased staffing
associated with the transfer of certain employees to HSBC Finance Corporation who had previously been centralized in North
Americaand whose salary and empl oyee benefitswere previoudly allocated to usbut solely support the activitiesof HSBC Finance
Corporation. Beginning on January 1, 2013, the salary and employee benefits related to these employees are now reported within
HSBC Finance Corporation. The increase also reflects higher staff levels since the second quarter of 2012 related to processing
foreclosuresaswell ascompliance matters, partially offset by theimpact of the continuing reduced scope of our business operations
and the impact of entity-wide initiatives to reduce costs.

Occupancy and equipment expenses, net were slightly lower during the three and six months ended June 30, 2013 as compared
with the year-ago periods reflecting the continuing reduced scope of our business operations.

Real estate owned expenses wereflat during the three months ended June 30, 2013. REO expenses decreased during the six months
ended June 30, 2013 reflecting lower estimated |osses on REO property asaresult of improvementsin home prices, partially offset
by slightly higher holding costs for REO properties due to a higher average number of REO properties held during the period.

Other servicing and administrative expenses decreased during the three and six months ended June 30, 2013 reflecting lower fees
for consulting services related to various cost initiatives and foreclosure remediation efforts associated with the requirements of
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the Federal Reserve Servicing Consent Order, including the cessation of the Independent Foreclosure Review, although the lower
consulting services fees were more pronounced during the second quarter of 2013. The decrease also reflects a reduction in an
accrual related to mortgage servicing matters of $14 million and the continuing reduction in the scope of our business operations
and the impact of entity-wide initiatives to reduce costs, including during the six months ended June 30, 2013, lower third-party
collection costs. These decreases were partially offset by higher expenses for lender-placed hazard insurance.

Support services from HSBC affiliates decreased during the three and six months ended June 30, 2013 as support services from
HSBC affiliates reflects lower technology support costs as well as the impact of certain employees who had previously been
centralized in North Americaand billed to HSBC Finance Corporation now being reported within salaries and employee benefits
of HSBC Finance Corporation effective January 1, 2013 as discussed above.

Efficiency Ratio from continuing operations was 22.5 percent and 28.7 percent for the three and six months ended June 30, 2013,
respectively, compared with (16.2) percent and (36.0) percent for the three and six months ended June 30, 2012, respectively. Our
efficiency ratio from continuing operationsin both periods was impacted by the changein the fair value of own debt attributable
to credit spread for which we have elected the fair value option. Excluding this item from the periods presented, our efficiency
ratio improved during the three and six months ended June 30, 2013 driven by significantly higher other revenues driven by an
increase in the fair value of real estate secured receivables held for sale as discussed above as well asimprovementsin derivative
related income (expense).

Segment Results — IFRS Basis

We have one reportable segment: Consumer. Our Consumer segment consists of our run-off Consumer Lending and Mortgage
Services businesses. The Consumer segment provided real estate secured and personal non-credit card loans with both revolving
and closed-end terms and with fixed or variable interest rates. Loans were originated through branch locations and direct mail.
Productswereal so offered and customers serviced through the I nternet. Our segment resultsare reported on acontinuing operations
basis. Prior to the first quarter of 2007, we acquired loans from correspondent lenders and prior to September 2007 we also
originated loans sourced through mortgage brokers. While these businesses are operating in run-off, they have not been reported
as discontinued operations because we continue to generate cash flow from the ongoing collections of the receivables, including
interest and fees.

Previously we reported our corporate and treasury activities, which included the impact of FVO debt, in the All Other caption in
our segment reporting. With the completion of the sale of our Insurance business on March 29, 2013 as more fully discussed in
Note 2, “Discontinued Operations,” our corporate and treasury activities are now solely supporting our Consumer Lending and
Mortgage Services businesses. As aresult, beginning in the first quarter of 2013 we are now reporting these activities within the
Consumer Segment and no longer presenting an “ All Other” caption within segment reporting. Segment financial information has
been restated for al periods presented to reflect this new segmentation. There have been no other changes in measurement or
composition of our segment reporting other than the item discussed above as compared with the presentation in our 2012 Form 10-
K.

We report financia information to our parent, HSBC, in accordance with International Financial Reporting Standards (“IFRSSs").
Our segment results are presented in accordance with IFRSs (anon-U.S. GAAPfinancial measure) on alegal entity basis (“|FRSs
Basis’) as operating results are monitored and reviewed and trends are evaluated on an IFRSs Basis. However, we continue to
monitor liquidity and capital adequacy, establish dividend policy and report to regulatory agencieson aU.S. GAAP basis.
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Consumer Segment The following table summarizes the IFRS Basis results for our Consumer segment for the three and six
months ended June 30, 2013 and 2012 and as of June 30, 2013 and 2012.

Increase (Decrease)
2013 2012 Amount %
(dollars are in millions)

Three Months Ended June 30,

NEt INtEIESt INCOME .....vivieieieiiceeece e $ 493 $ 622 $ (1290 (20.7)%
Other Operating INCOME..........couiiriririeereeree e (116) (431) 315 73.1
Total OPErating INCOME......c.ccueieeeeeetiee et s re e ere e sresrens 377 191 186 97.4
Loan impairment Charges.........coeveieieie e e 124 720 596 82.8
Net interest income and other operating income after loan impairment

CREIJES......oiiir s 253 (529) 782 100+
OPEratinNg EXPENSES ...vevvereeerertertestestestessestesteseessessessessessesessessessessessessessessessens 153 221 68 30.8
INCOME (10SS) DEFOrE TAX......vveveveeieic et $ 100 $ (750) $ 850  100+%
NEL INEENESE MAIGIN.....oocvoieoircisete ettt T 480%  481% @ — = —
L R To =0 ToL VA = o 40.6 115.7 — —
Return (after-tax) on average assets ("ROA™)....oo e seesieesienens 9 (3.0) — —

Six Months Ended June 30,

NEt iNtEIESt INCOME ....vcvieieieiicceeee e e $ 1129 $ 1267 $ (138) (10.9%
Other OpErating INCOME...........coiiuirieiirieriieiereei e (315) (748) 433 57.9
Total OPErating INCOME......cvcveeeeeecere e se s ese e sresresresnens 814 519 295 56.8
Loan impairment Charges.........cooeveierene i e 443 1,575 1,132 71.9
Net interest income and other operating income after loan impairment

ChAIGES ...ttt 371 (1,056) 1,427 100+
OPEratiNg EXPENSES ...vvvvereeerereereesrestestessessesseseessessessessessesessessessessesssssessessessens 408 410 2 5
INCOME (10SS) DEFOI@ tAX .......cvveeeeecececteteeee e s $ @7) $(1466) $ 1429 97.5%
NEL INETESE MAIGIN.....ov.vvvevereesscssississs st T 528% @ 494% @020 — & -
EffICIENCY FaiO. ... ccvieeeireeteieeee s 50.1 79.0 — —
Return (after-tax) on average assetS ("ROA™)..c.cccveveeeeeeeeeee e 1 3.2 — —

Balances at end of period:
CUSLOMES [OBNS......cveveieiirieisieesteeet et be e $34498 $ 44437 $ (9,939 (22.4)%
AASSELS ..ttt ettt sttt e e et e et sene s 43,839 52,696 (8,857) (16.8)

Our Consumer segment reported income before tax during the three months ended June 30, 2013 and aloss before tax during the
six months ended June 30, 2013 as compared with | osses before tax during the year-ago periods. Thereported improvementsreflect
significantly lower loan impairment charges, higher other operating income and, in the three months ended June 30, 2013, lower
operating expenses, partially offset by lower net interest income. Higher other operating income was partially offset by the loss
on sale of our personal non-credit card loan portfolio as discussed below. Operating expenses were essentially flat during the six
months ended June 30, 2013.

Loan impairment chargesimproved during the three and six months ended June 30, 2013. In the second quarter of 2013, we updated
our review under |FRSs to reflect the period of time after aloss event that 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 secured loans collectively evaluated for impairment using aroll rate
migration analysis of 12 months. This resulted in an incremental loan impairment charge of approximately $110 million under
IFRSs during the second quarter of 2013. Excluding the impact of this incremental 1oan impairment charge, loan impairment
charges remained lower during the three and six months ended June 30, 2013 as discussed bel ow.

» Loan impairment charges for thereal estate secured |oan portfolio decreased during the three and six months ended June
30, 2013 as compared with the year-ago periods. The decrease in both periods reflects lower |oan balances outstanding
as the portfolio continues to liquidate as well as lower |oss estimates due to lower delinquency levels as compared with
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the prior year periods and the impact of the discounting of estimated future amounts to be received on real estate loans
which have been written down to fair value less cost to obtain and sell the collateral. The decrease also reflects adecrease
in credit loss reserves as a result of significant improvements in market value adjustments on loan collateral driven by
improvements in home prices.

* L oan impairment charges for personal non-credit card loans decreased during the three and six months ended June 30,
2013 ascompared withtheyear-ago periods. Aspreviously discussed, our portfolio of personal non-credit card receivables
was sold on April 1, 2013.

During the three and six months ended June 30, 2013, loan impairment charges were lower than net charge-offs by $95 million
and $316 million, respectively, compared with loan impairment charges greater than net charge-offs of $11 million during thethree
months ended June 30, 2012 and loan impairment charges lower than net charge-offs of $100 million during the six months ended
June 30, 2012. During the first half of 2013, we decreased credit loss reserves to $3.8 hillion from $4.4 billion at December 31,
2012 reflecting significant improvements in market value adjustments on loan collateral driven by improvementsin home prices
aswell asimprovements in economic conditions and seasonal improvements in collection activities during the first quarter of the
year ascustomersusetheir tax refundsto make payments. The decrease al so reflectstheimpact of thetransfer of real estate secured
loansto held for sale during thefirst half of 2013 which had credit loss reserves totaling $55 million at the time of transfer. Loans
held for sale and the associated credit |oss reserves are reported as a component of other assets. However, these loans continue to
be accounted for and impairment continues to be measured through loan impairment charges in accordance with |AS 39 with any
gain or loss recorded at the time of sale. This decrease in the first half of 2013 was partially offset by an increase in credit loss
reserves of $110 million related to the change in the estimated average period of time from aloss event occurring and its ultimate
write-off for real estate |oans collectively evaluated for impairment as discussed above.

As discussed previously, we have decided to sell a pool of real estate secured loans, although only a portion of this pool of real
estate secured loans currently qualifies for classification as held for sale under IFRSs. On June 1, 2013, we completed the sale of
apool of real estate secured loans to a third-party investor with an unpaid principal balance of $439 million and recorded aloss
of $1 million as aresult of thistransaction. On August 1, 2013, we completed the sale of an additional pool of real estate secured
receivables with an unpaid principal balance of $685 million (carrying value after impairment allowance of $384 million) at the
time of saleto athird-party investor which we do not expect will result in any significant impact to our earnings during the third
quarter of 2013. Assuming we had compl eted the sale of the entire pool of real estate secured loans held for sale under U.S. GAAP
on June 30, 2013, based on market values at that time, we would have recorded aloss of approximately $0.1 billion. During July
2013, we commenced the active marketing to sell a further portion of our real estate secured loans. At that time, the sale was
considered highly probable and these loans were classified as held for sale under IFRSs. As of June 30, 2013, the loans had an
unpaid principal balance of approximately $1.8 billion and a carrying amount before impairment allowance, but including the
effect of write-downs, of approximately $1.1 billion. We expect to complete the sale of these loans by October 2013.

Asprevioudly discussed, on April 1, 2013 we sold our portfolio of personal non-credit card receivableswhich had previously been
classified as held for sale. As aresult of this transaction, we recorded a loss of $271 million during the second quarter of 2013
which was recorded as a component within other operating income.

Net interest income decreased during the three and six months ended June 30, 2013 due to lower average loan levels primarily as
aresult of the sale of our portfolio of personal non-credit card loanson April 1, 2013 and for the three months ended June 30, 2013
lower overall loan yields, partialy offset by lower interest expense. Lower overall loan yields for the three months ended June 30,
2013 reflects the sale of our higher yielding personal non-credit card loan portfolio which resulted in a significant shift in mix to
higher levels of lower yielding first lien real estate secured loans. Overall loan yields were slightly higher in the six months ended
June 30, 2013 asthe significant shift in mix to higher levels of lower yielding first lien real estate secured loans was offset by the
impact of improved credit quality for real estate secured loans and lower level s of impaired personal non-credit card loans. During
the three and six months ended June 30, 2013, the overall yield in our loan portfolio was positively impacted by higher income
recognition associated with the discounting of future estimated cash flows associated with real estate secured loans due to the
passage of time. Lower interest expense during the three and six months ended June 30, 2013 reflects |lower average borrowings
and alower cost of funds. Net interest margin was essentially flat during the three months ended June 30, 2013 asthe lower overall
loan yields discussed above were offset by a lower cost of funds as a percentage of average interest earning assets. For the six
months ended June 30, 2013, net interest margin increased reflecting the lower cost of funds as a percentage of average interest
earning assets and slightly higher overall loan yields as discussed above.
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Other operating incomeimproved during thethree and six monthsended June 30, 2013. Thefollowing table summarizessignificant
components of other income for the periods presented:

Three Months Ended Six Months Ended
June 30, June 30,
2013 2012 2013 2012
(in millions)

Trading inCOME (I0S9)M.........vvoeeeeeeeee e $ 137 $ (434 $ 12 $ (236
Income (loss) from debt designated at fair value...........cccvvvvvcieiiiccicnncicee, — (11) (70) (513)
Loss on sale of personal non-credit card loan portfolio...........ccccoiceeiiicicnns (271) — (271) —
L@ 1 1< SO PSP SRPSTRN 18 14 14 1
TOMEL...ocer $ (116) $ (431) $ (315) $ (749

@ Trading income primarily reflects activity on our portfolio of non-qualifying hedges and, for the six months ended June 30, 2013, a derivative loss on the
termination of a hedge relationship, as well as provisions for mortgage loan repurchase obligations.

Theimprovement in other income during the three and six months ended June 30, 2013 islargely due to improvementsin trading
income associated with non-qualifying hedges due to rising long-term interest rates, lower losses on debt designated at fair value
and lower losses on REO properties, partially offset by the loss on sale of our personal non-credit card |oan portfolio as discussed
above and lower credit insurance commissions. The improvementsin trading income during the three and six months ended June
30, 2013 were partially offset by an increase in the estimated repurchase liability for receivables sold as previously discussed and,
in the six months ended June 30, 2013, a $199 million derivative loss recognized on the termination of a hedge relationship. The
prior year-to-date period includesareversal of income previously recorded on lender-placed hazard insurancefor real estate secured
receivable customers which was refunded during the first quarter of 2013 and included as a component of other in the table above.
Lower losses on REO properties during the three and six months ended June 30, 2013, which areincluded as acomponent of other
in the table above, reflects lower estimated losses on REO properties reflecting improvements in home prices as compared with
the prior year periods.

Operating expenses decreased during the three months ended June 30, 2013 but were essentially flat during the year-to-date period.
Operating expenses in both periods reflect areduction in an accrual related to mortgage servicing matters of $54 million as well
as lower fees for consulting services related to various cost initiatives and foreclosure remediation efforts associated with the
requirements of the Federal Reserve Servicing Consent Order, including the cessation of the Independent Foreclosure Review,
although the lower consulting services fees were more pronounced during the second quarter of 2013. Additionally, the three and
six months ended June 30, 2013 includes an increase in pension expense of $6 million and $12 million, respectively, as aresult
of achangeinIAS 19, "Employee Benefits."

The efficiency ratio improved during the three and six months ended June 30, 2013 due to higher other operating income and, in
the three months ended June 30, 2013, lower operating expenses, partially offset by lower net interest income as discussed above.

ROA improved during the three and six months ended June 30, 2013 primarily driven by lower loan impairment charges, higher
other operating income and, in the three months ended June 30, 2013, lower operating expenses, partialy offset by the impact of
lower average assets.
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Customer loans Customer loans for our Consumer segment can be analyzed as follows:

Increases (Decreases) From

June 30, 2012 December 31, 2012
June 30, 2013 $ % $ %
(dollars are in millions)
Loans:
Real estate SECUred..........coceeueereiieireeiiee e, $ 34498 $ (1,523) 4.2% $ (3,058) (8.1)%
Total 108ANS......ciiiieecteecee s $ 34498 $ (1,523) 42% $ (3,058) (8.1)%
L0ans held fOr Sale: ..........o.coeveieeeeeeeeeeeeseeeeee e, -
Real estate SECUred..........coceeueereiieireeiiee e, $ 406 $ 164 678% $ 406 100.0 %
Personal non-credit Card..........cooovevveeneicneicnece e — (3,213)  (100.0) (3,420) (100.0)
Tota loansheld for sale.........cccvevevveiiciccccce $ 406 $ (3,049 (882)% $ (3,014) (88.1)%
Total loans and loans held for sale: ...........cccoeeeureuneenee. -
Real estate SECUIrEd .......occvivicvevieecce e $ 34904 $ (1,359) B7N% $ (2,652 (7.1)%
Personal non-credit card...........cooooeeeievenecesecceeeeeee — (3,213) (100.0) (3,420) (100.0)
Total loans and loans held for sale........cococovevvncenenn. $ 34904 $ (4572 (11.6)% $ (6,072 (14.8)%

Customer loans decreased to $34.5 billion at June 30, 2013 as compared with $36.0 billion at March 31, 2013 and $37.6 billion
at December 31, 2012. During thefirst quarter and second quarter of 2013, apool of real estate secured loans met the|FRSscriteria
to be classified as held for sale with an unpaid principal balance of $490 million and $727 million, respectively, at the time of
transfer and are now reported within other assets net of impairment allowances. As discussed previously, on April 1, 2013 we
completed the sale of the personal non-credit card loan portfolio. The decreasein our real estate secured |oan portfolio also reflects
the continued liquidation of this portfolio which will continue going forward. The liquidation ratesin our real estate secured loan
portfolio continue to be impacted by declinesin loan prepayments as fewer refinancing opportunities for our customers exist and
the trends impacting the mortgage lending industry as previously discussed. L ower loan balances since December 31, 2012 also
reflect seasonal improvementsin our collection activitiesduring thefirst quarter of the year as some customersusetheir tax refunds
to make payments.

See “Receivables Review” for amore detail discussion of the decreasesin our receivable portfolios.

Credit Quality

Credit Loss Reserves We maintain credit |0ss reserves to cover probable incurred losses of principal, interest and fees. Credit 1oss
reserves are based on arange of estimates and are intended to be adequate but not excessive. For 1oans which have been identified
astroubled debt restructures, credit loss reserves are maintai ned based on the present val ue of expected future cash flows discounted
at the loans original effective interest rates. We estimate probable losses for consumer receivables which do not qualify as TDR
Loans using a roll rate migration analysis that estimates the likelihood that a loan will progress through the various stages of
delinquency, or buckets, and ultimately charge-off based upon recent historical performanceexperienceof other loansinour portfolio.
Thismigration analysisincorporates estimates of the period of time between aloss occurring and the confirming event of its charge-
off. Loans with different risk characteristics are typically segregated into separate models and may utilize different periods of time
for estimating the period of aloss occurring and its confirmation. This analysis also considers delinquency status, loss experience
and severity and takes into account whether borrowers have filed for bankruptcy, or loans have been re-aged or are subject to
maodification. Our credit loss reserves a so take into consideration the loss severity expected based on the underlying collateral, if
any, for theloan in the event of default based on historical and recent trends, which are updated monthly based on arolling average
of several months' data using the most recently available information. Delinquency status may be affected by customer account
management policies and practices, such as the re-age of accounts or modification arrangements. When customer account
management policies or changes thereto, shift loans that do not qualify asa TDR Loan from a“higher” delinquency bucket to a
“lower” delinquency bucket, thiswill be reflected in our roll rate statistics. To the extent that re-aged or modified accounts that do
not qualify as a TDR Loan have a greater propensity to roll to higher delinquency buckets, this will be captured in the roll rates.
Since the loss reserve is computed based on the composite of al of these calculations, thisincrease in roll rate will be applied to
receivablesin all respectivedelinquency buckets, whichwill increasetheoverall reservelevel. Inaddition, lossreserveson consumer
receivables are maintained to reflect our judgment of portfolio risk factors that may not be fully reflected in the statistical roll rate
calculation or when historical trends are not reflective of current inherent losses in the portfolio. Portfolio risk factors considered
in establishing loss reserves on consumer receivables include product mix, unemployment rates, bankruptcy trends, the credit
performanceof modified|oans, geographic concentrations, |oan product features such asadjustableratel oans, the credit performance
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of second lienloanswherethefirst lienloan that we own or serviceis 90 or moredayscontractually delinquent, economic conditions,
such as national and local trends in housing markets and interest rates, portfolio seasoning, account management policies and
practices, current levels of charge-offs and delinquencies, changes in laws and regulations and other factors which can affect
consumer payment patterns on outstanding receivables, such as natural disasters and global pandemics.

While our credit loss reserves are available to absorb losses in the entire portfolio, we specifically consider the credit quality and
other risk factors for each of our products. We recognize the different inherent loss characteristics in each of our products as well
as customer account management policies and practices and risk management/collection practices. We also consider key ratios,
including reserves as a percentage of nonaccrua receivables, reserves as a percentage of receivables and reserves as a percentage
of net charge-offs. Loss reserve estimates are reviewed periodically and adjustments are reported in earnings when they become
known. Astheseestimatesareinfluenced by factorsoutside our control, such asconsumer payment patternsand economic conditions,
there is uncertainty inherent in these estimates, making it reasonably possible that they could change.

Real estate secured receivable carrying amounts in excess of fair value less cost to sell are generally charged-off no later than the
end of the month in which the account becomes six months contractually delinquent. Values are determined based upon broker
price opinions or appraisals which are updated at least every 180 days. Typically, receivables written down to fair value of the
collateral less cost to sell did not require credit loss reserves. However as we began to see a pattern in 2011 for lower estimates of
value after the more detailed property valuations are performed which include information obtained from a walk-through of the
property after we have obtained title, we carry credit loss reserves for receivables written down to fair value of the collateral less
cost to sell to reflect an estimate of the likely additional 10ss.

In establishing reserve levels, given the general declinein U.S. home prices that has occurred since 2007, we anticipate that |osses
in our real estate secured receivable portfolios will continue to be incurred with greater frequency and severity than experienced
prior to 2007. Asaresult of these conditions, lenders have significantly tightened underwriting standards, substantially limiting the
availability of aternative and subprime mortgages. As fewer financing options currently exist in the marketplace for home buyers,
propertiesin certain markets are remaining on the market for longer periods of time which contributes to home price depreciation.
For many of our customers, the ability to refinance and access equity in their homesis no longer an option. These housing market
trends were exacerbated by the recent economic downturn, including high levels of unemployment, and these industry trends
continue to impact our portfolio. We have considered these factors in establishing our credit |oss reserve levels, as appropriate.

Asdiscussed in Note 4, "Receivables,”" in the accompanying consolidated financial statements, we have historically utilized two
different servicing platformsfor real estate secured receivables which result in differences relating to how contractual delinquency
is measured. In April 2013, we moved all closed-end real estate secured receivables onto one servicing platform and now the
substantial majority of our real estate secured receivables utilize the same servicing platform going forward. We had originally
anticipated that as aresult of this move to the same servicing platform and a consi stent measurement of delinquency being applied
to these loans, dollars of two-months-and-over contractual delinquency would increase at June 30, 2013 but would return to pre-
conversion trends by year-end. While we did experience an increase in dollars of two-months-and-over contractual delinquency as
of June 30, 2013 for the receivablesthat were moved to the different platform, much of theincrease has been offset by improvements
in credit quality in other parts of our real estate secured receivable portfolio.

The table below sets forth credit loss reserves and related reserve ratios as of June 30, 2013 compared with March 31, 2013 and
December 31, 2012.

March 31, December 31,

June 30, 2013 2013 2012
(dollars are in millions)
Credit 0SS TESEIVESI VD ..ottt e et ee s ee s e $ 4098 $ 4313 $ 4,607
Reserves as a percentage of:
RECEIVADIESD® ..ottt ev et es e s es s eseeeeee 12.85% 12.39% 12.89%
NEt ChargE-OfFS O .ottt 417.8 291.6 4453
NONACCIUA TECEIVANIESD® . ......eoeeeeeeeeeee et seeeeeee 236.9 136.7 140.1

@ At June 30, 2013, March 31, 2013 and December 31, 2012, credit loss reserves include $63 million, $154 million and $132 million, respectively, related to
receivables held for investment which have been written down to the lower of amortized cost or fair value of the collateral less cost to sell primarily reflecting
an estimate of additional loss following an interior appraisal of the property as previously discussed.

@ These ratios are significantly impacted at June 30, 2013, March 31, 2013 and December 31, 2012 by changes in the level of real estate secured receivables
which have been written down to the lower of amortized cost or fair value of the collateral less cost to sell in accordance with our existing charge-off policies
and are not classified asheld for sale. The following table shows these ratios excluding these receivables and any associated credit lossreservesfor all periods
presented.
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March 31, December 31,
June 30, 2013 2013 2012
Reserves as a percentage of:
RECEIVADIES ...ttt ettt et et e sttt e ebe e e e s beebeeseesaesaee e eateeasestesbeeseesesaeeneenteans 13.02% 12.84% 13.35%
Nonaccrual receivables 392.4 369.6 320.5

®  Reserves associated with accrued finance charges are reported within our total credit loss reserve balances noted above, although receivables, net charge-offs
and nonaccrual receivables as reported generally exclude accrued finance charges. The reserve ratios presented in the table exclude any reserves associated
with accrued finance charges.

@ Ratios exclude receivables, net charge-offs and nonaccrual receivables associated with receivable portfolios which are considered held for sale as these
receivables are carried at the lower of amortized cost or fair value with no corresponding credit loss reserves.

®  Reserves asa percentage of net charge-offs for the quarter, annualized.

Credit loss reserves at June 30, 2013 decreased as compared with March 31, 2013 and December 31, 2012 reflecting the transfer
to held for sale during the second quarter of 2013 of an additional pool of real estate secured receivables which had been written
down to the lower of amortized cost or fair value of the collateral less cost to sell as previously discussed. Credit loss reserves
associated with these receivables prior to their transfer to held for sale totaled $119 million and was recognized as an additional
charge-off at the time of the transfer to held for sale. Excluding the impact on credit loss reserves of the transfer of this pool of
receivablesto held for sale, credit loss reserves remained lower as compared with March 31, 2013 and December 31, 2012 due to
lower receivablelevels, lower reserve requirements on TDR L oans and as compared with December 31, 2012, lower levels of two-
months-and-over contractual delinquency on accounts less than 180 days contractually delinquent. Reserve requirements on TDR
Loans were lower at June 30, 2013 due to a greater percentage of TDR Loans being carried at the lower of amortized cost or fair
value of the collateral less cost to sell and lower new TDR Loan volumes as well as the impact of updates in loss and severity
estimates based on recent trends in the portfalio.

At June 30, 2013, 80 percent of our credit lossreserves are associated with TDR Loans held for investment which total $12.4 billion
and are reserved for using a discounted cash flow analysis which, in addition to considering all expected future cash flows, also
takes into consideration the time value of money and the difference between the current interest rate and the original effective
interest rate on the loan. This methodology generally resultsin a higher reserve requirement for TDR Loans than the remainder of
our receivable portfolio for which credit loss reserves are established using aroll rate migration analysis that only considers 12
months of losses. This methodology is highly sensitive to changesin volumes of TDR Loans aswell as changes in estimates of the
timing and amount of cash flows for TDR Loans. As aresult, credit loss reserves at June 30, 2013 and provisions for credit losses
for TDR Loans for the three and six months ended June 30, 2013 should not be considered indicative of the results for any future
periods. Generally as TDR Loan levelsincrease, overall credit loss reserves also increase.

At June 30, 2013, approximately $871 million of our real estate secured receivable portfolio held for investment has been written
down to thelower of amortized cost or fair value of the collateral less cost to sell in accordance with our existing charge-off policies.
In addition, approximately $11.8 billion of real estate secured receivables held for investment which are not carried at the lower of
amortized cost or fair value of the collateral less cost to sell are considered TDR Loans which are reserved for using a discounted
cash flow analysisthat generally resultsin a higher reserve requirement. As aresult, at June 30, 2013, 43 percent of our real estate
secured receivable portfolio held for investment have been written down to the lower of amortized cost or fair value of the collateral
less cost to sell or are reserved for using a discounted cash flow analysis.

Reserve ratios Following is a discussion of changes in the reserve ratios we consider in establishing reserve levels.

Reservesasapercentage of receivableswere higher at June 30, 2013 ascompared with March 31, 2013 asthedecreaseinreceivables
asaresult of the transfer of additional receivables into receivables held for sale during the current quarter outpaced the decreasein
credit lossreserves. Reserves as a percentage of receivables at June 30, 2013 remained essentially flat as compared with December
31, 2012 as credit loss reserves and receivables decreased at the same pace.

Reserves as a percentage of net charge-offs at June 30, 2013 were significantly higher as compared with March 31, 2013 and lower
as compared with December 31, 2012. As noted above, reserves as a percentage of net charge-offs excludes charge-off associated
with receivable portfolios which are considered held for sale as these receivables are carried at the lower of amortized cost or fair
value with no corresponding credit loss reserves. The transfer of an additional pool of real estate secured receivables to held for
sale during the second quarter of 2013 has created a lack of comparability for the quarter ended June 30, 2013 and prior periods.

Reserves as a percentage of nonaccrual receivables at June 30, 2013 and March 31, 2013 and December 31, 2012 were impacted
by nonperforming real estate secured receivables carried at fair value of the collateral less cost to sell. Excluding receivablescarried
at fair value of the collateral less cost to sell and any associated credit 1oss reserves from this ratio, reserves as a percentage of
nonperforming loans increased at June 30, 2013 as compared with March 31, 2013 and December 31, 2012 as the decrease in
nonaccrual receivables as discussed more fully below outpaced the decrease in credit |0ss reserves.
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See Note5, “ Credit Loss Reserves,” in the accompanying consolidated financial statementsfor arollforward of credit lossreserves
by product for the three and six months ended June 30, 2013 and 2012.

Delinquency Our policies and practices for the collection of consumer receivables, including our customer account management
policies and practices, permit us to modify the terms of loans, either temporarily or permanently (a“modification™), and/or to reset
the contractual delinquency status of an account that is contractually delinquent to current (a“re-age”), based on indicia or criteria
which, in our judgment, evidence continued payment probability. Such policies and practices vary by product and are designed to
manage customer relationships, improve collection opportunities and avoid foreclosure or repossession as determined to be
appropriate. If are-aged account subsequently experiences payment defaults, it will again become contractually delinquent and be
included in our delinquency ratios.

The table below summarizes dollars of two-months-and-over contractual delinquency for receivables and receivables held for sale
and two-months-and-over contractua delinquency asapercent of consumer receivablesand receivables held for sale (“ delinquency
ratio”). Asprevioudy discussed, duringthesecond quarter of 2013, wetransferred an additional pool of real estate secured receivables
carried at the lower of amortized cost or fair value of the collateral less cost to sell to receivables held for sale. As a result the
carrying value of these receivables has been reduced by the lower of amortized cost or fair value adjustment recorded at the time
of transfer aswell asthecredit |l ossreservesassoci ated with thesereceivablesprior tothetransfer, which createsal ack of comparability
between dollars of contractual delinquency and the delinquency ratio for the quarter ended June 30, 2013 and prior periods.

March 31, December 31,
June 30, 2013 2013 2012

(dollars are in millions)

Dollars of contractual delinquency:
Real estate secured:
Receivables carried at the lower of amortized cost or fair value or fair value

of the collateral less cost to SEll™® ..., $ 4517 $ 4307 $ 3,960
Remainder:
Individually evaluated for impairment'? ...........cocoovoeeveeeeereeeeeeseeeeeseenens 1,459 1,404 1,714
Collectively evaluated for impairment ...........oceeeverenerenereesee e 339 375 496
TOtal FEMAINAES........coui ettt et et sre e sreeaesreenneas 1,798 1,779 2,210
Total real eState SECUMEU .......cceiviieieeeeeee e et 6,315 6,086 6,170
Personal NoN-Credit Card...........ooeiieieieciecece e — 42 103
1o = R $ 6315 $ 6,128 $ 6,273

Delinquency ratio:
Real estate secured:
Receivables carried at the lower of amortized cost or fair value or fair value

of the collateral 165S COSt t0 SEll ......ocviviveiriciccese e 77.12% 75.40% 77.18%
Remainder:
Collectively evaluated for impairment ...........coceeeverenerenereee e 2.06 213 2.67
Individually evaluated for impairment ...........cccooeveeneieneineeeeeeeeee 12.39 11.70 13.95
IO = 7= 10 = R 6.37 6.01 7.17
Total real Stale SECUMEM ......cc.veiveeiecieeeeeee e 18.52 17.22 17.16
Personal NoN-Credit Card............ooeiieieiieie e — 144 3.24
110, 18.52% 16.01% 16.03%

@ Receivables carried at lower of amortized cost or fair value or fair value of the collateral less cost to sell includes TDR Loans which totaled $2.9 billion, $2.8
billion and $2.6 billion at June 30, 2013, March 31, 2013 and December 31, 2012, respectively.

@ Thisamount represents TDR Loans for which we evaluate reserves using a discounted cash flow methodology. Each loan isindividually identified asa TDR
Loan and then grouped together with other TDR Loans with similar characteristics. The discounted cash flow impairment analysis is then applied to these
groups of TDR Loans. This amount excludes TDR Loans that are carried at the lower of amortized cost or fair value of the collateral less cost to sell in
accordance with our existing charge-off policies.

®  Receivablescarried at the lower of amortized cost or fair value or fair value of the collateral less cost to sell includes $3.8 billion, $2.4 billion and $2.2 billion
of real estate secured receivables classified as held for sale as of June 30, 2013, March 31, 2013 and December 31, 2012, respectively.
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Dollars of delinquency for real estate secured receivables at June 30, 2013 increased $229 million and $145 million since March
31, 2013 and December 31, 2012, respectively. Theincreasein dollars of delinquency was driven by higher |ate stage delinquency
which largely reflects an increase during the first half of 2013 in the fair value of real estate secured receivables held for sale as
previously discussed, which increases the carrying value of thesereceivables. Thisincreasein |ate stage dollars of delinquency was
partially offset by the impact of a transfer to held for sale during the second quarter of 2013 of an additional pool of real estate
secured receivables which had previously been carried at the lower of amortized cost or fair value of the collateral less cost to sell
for which the carrying amount of these receivables has now been further reduced by the lower of amortized cost or fair value
adjustment as well as the credit loss reserves associated with these receivables prior to the transfer. Dollars of delinquency on
accounts less than 180 days contractually delinquent were essentially flat as compared with March 31, 2013 and decreased as
compared with December 31, 2012 reflecting lower receivable levels and the continued improvementsin economic conditions and,
as compared with December 31, 2012, seasonal improvements in collection activities as some customers use their tax refunds to
make payments, partially offset by the impact of the move of al closed-end real estate secured receivables onto one servicing
platform in April 2013 as previously discussed. As discussed above, our personal non-credit card receivable portfolio was sold on
April 1, 2013.

Thedelinquency ratio for real estate secured receivableswas 18.52 percent at June 30, 2013 compared with 17.22 percent at March
31, 2013 and 17.16 percent at December 31, 2012. The delinquency ratio for real estate secured receivables increased as compared
with March 31, 2013 and December 31, 2012 reflecting the higher dollars of delinquency as discussed above.

See" Customer Account Management Policiesand Practices’ regarding the delinquency treatment of re-aged and modified accounts.

Net Charge-offs of Consumer Receivables The following table summarizes net charge-off of receivables both in dollarsand as a
percent of average receivables (“ net charge-off ratio”). During aquarter that receivables are transferred to receivables held for sale,
those receivables continue to be included in the average consumer receivable balances prior to such transfer and any charge-off
related to those receivables prior to such transfer remain in our net charge-off totals. However, in the quarter following the transfer
to held for sale classification, the receivables are no longer included in average consumer receivables as such loans are carried at
fair value and, accordingly, there are no longer any charge-offs associated with these receivables, although in certain circumstances
recoveries on these receivables may continue to be reported as a component of net charge-offs. As aresult, the amounts and ratios
for the quarters ended June 30, 2013 and March 31, 2013 are not comparable to the amounts and ratios for the quarter ended June
30, 2012.

Three Months Ended® June 30,2013  March 31,2013  June 30, 2012
(dollars are in millions)

Net charge-off dollars:

Real estate SECUMEP ..........o.oveoeeeeceeceeceee s $ 487  $ 358 $ 940
Personal NON-Credit CarA®™ ... (5) (32) 90
110,z TP 3 482 $ 326 % 1,030
Net charge-off ratio:
Real €Stale SECUTEU®P ..........ooooeveeceiceeee s 6.31% 4.42% 9.29%
Personal NON-Credit Card™.............oueeeeeeeeeeeeeeee e se e — — 7.88
QLI = PSR OOSRR PP 6.24% 4.02% 9.14%
Real estate charge-offs and REO expense as a percent of average real estate

SECUNEd rECAIVADIES ..ottt s be e re s 6.57% 4.69% 9.48%

@ The net charge-off ratio for all quarterly periods presented is net charge-offs for the quarter, annualized, as a percentage of average consumer receivables for

the quarter.

@ Net charge-off dollars and the net charge-off ratio for real estate secured receivables for the quarters ended June 30, 2013 and 2012 includes $119 million
and $333 million, respectively, of credit loss reserves that were recognized as additional charge-off at the time of the transfer of a pool of real estate secured
receivablesto held for sale which were carried at the lower of amortized cost or fair value of the collateral less cost to sell at the time of the transfer. See our
2012 Form 10-K for additional information.

@ Whilecharge-offsarenolonger recorded on receivables following thetransfer of those receivablesto the held for sale classification, during the quarters ended
June 30, 2013 and March 31, 2013 we received recoveries on fully charged-off persona non-credit card receivables which are reflected in the table above.
During the quarter ended March 31, 2013, recoveries also included $10 million of cash proceeds received from the sale of recovery rights on certain fully
charged-off personal non-credit card receivables. As these personal non-credit card receivables were fully charged-off with no carrying value remaining on
our consolidated balance sheet, a net charge-off ratio for our personal non-credit card receivable portfolio cannot be calculated for the quarters ended June
30, 2013 and March 31, 2013 although these recoveries are reflected in the total net charge-off ratio for these periods.

During the second quarter of 2013, we transferred a pool of real estate secured receivablesto held for sale which consisted of real
estate secured receivables which had been written down to the lower of amortized cost or fair value of the collateral less cost to
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sell. Because these receivables were collateral dependent, the credit loss reserves on these receivables at the time of transfer of
$119 million was recognized as an additional charge-off at thetime of the transfer to held for sale. Excluding thisadditional charge-
off for the quarter ended June 30, 2013, net charge-off dollarsfor real estate secured receivables remained higher as compared with
the quarter ended March 31, 2013 due to an increase in receivables where we have decided not to pursue foreclosure as well as
higher severity on real estate secured receivables greater than 180 days contractual delinquency which are located in areas which
have continued to experience declines in home prices during the second quarter of 2013, partialy offset by the impact of lower
receivable levels and lower delinquency levels for accounts less than 180 days contractually delinquent as discussed above.

The net charge-off ratio for real estate secured receivables for the three months ended June 30, 2013 increased as compared with
the prior quarter dueto higher dollars of net charge-offs as discussed above while average receivabl e level s decreased as previously
discussed.

Asdiscussed above, dollars of net charge-offs and the net charge-off ratio at June 30, 2013 are not comparable to June 30, 2012 as
aresult of the transfer of our entire personal non-credit card receivable portfolio and certain real estate secured receivables to
receivables held for sale during the second quarter of 2012.

Real estate charge-offs and REO expenses as a percentage of average real estate secured receivables for June 30, 2013 increased
as compared with March 31, 2013 due to higher dollars of net charge-offs as discussed above and the impact of lower average
receivable levels, partially offset by lower REO expenses. See “Results of Operations” for further discussion of REO expenses.

Nonperforming Assets Nonperforming assets are summarized in the following table.

June 30, March 31, December
2013 2013 31, 2012

(dollars are in millions)

Nonaccrual real estate secured receivable portfolio held for investment:®
Receivables carried at the lower of amortized cost or fair value of the collateral less

COSEEO SEII ..ottt $ 642 $ 1,865 $ 1,748
Remainder:

Individually evaluated for impairment™ ... 767 780 958
Collectively evaluated for IMPairMEeNt ..........ccooereriiinerere e 170 249 326

TOtal FEMAINAES........coiieee et e s s re s s be s e e beeae e beeaeenes 937 1,029 1,284

Total nonaccrual real estate secured receivables held for investment® ............ccoocoovenee... 1,579 2,894 3,032
e =S = (=X 01T 1= o 298 246 227
Nonaccrual receivables held FOr SAEY ...t eee et ee e e 3,726 2,332 2,161
Total NONPEFOrMING BSSELS™ ... e eee e $ 5603 $ 5472 $ 5420

@ Nonaccrual receivables reflect all loans which are 90 or more days contractually delinquent as well as second lien loans (regardless of delinquency status)

where the first lien loan that we own or service is 90 or more days contractually delinquent. Nonaccrual receivables do not include receivables which have
made qualifying payments and have been re-aged and the contractual delinquency status reset to current as such activity, in our judgment, evidences continued
payment probability. If are-aged loan subsequently experiences payment default and becomes 90 or more days contractually delinquent, it will be reported
as nonaccrual .

@ Thisamount includes TDR Loans which are carried at the lower of amortized cost or fair value of the collateral less cost to sell which totaled $408 million,
$1.3 billion and $1.1 billion at June 30, 2013, March 31, 2013 and December 31, 2012, respectively.

®  Thisamount represents TDR Loans for which we evaluate reserves using a discounted cash flow methodology. Each loan isindividually identified asa TDR
Loan and then grouped together with other TDR Loans with similar characteristics. The discounted cash flow impairment analysis is then applied to these
groups of TDR Loans. This amount excludes TDR Loans that are carried at the lower of amortized cost or fair value of the collateral less cost to sell.

@ At June 30, 2013, March 31, 2013 and December 31, 2012, nonaccrual second lien real estate secured receivables totaled $215 million, $246 million and
$284 million, respectively.

®  AtJune30, 2013, March 31, 2013 and December 31, 2012, nonaccrual receivable held for saleincludes $2.4 billion, $1.5 billion and $1.4 billion, respectively,
of real estate secured receivables held for sale which are also classified as TDR Loans.

Nonaccrual real estate secured receivables held for investment at June 30, 2013 decreased as compared with March 31, 2013 and
December 31, 2012 dueto lower receivablelevels, including the transfer of additional receivablesto held for sale during the second
quarter of 2013, improvements in economic conditions and, as compared with December 31, 2012, seasona improvements in
collection activities as some customers use their tax refunds to make payments. The increase in nonaccrua receivablesheld for sale
reflects the transfer of additional receivables to held for sale during the second quarter of 2013 as well as an increase during the
first half of 2013 in the fair value of real estate secured receivable held for sale as previously discussed which impacts the carrying
value of these receivables.
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The following table below summarizes TDR Loans and TDR Loans that are held for sale, some of which are carried at the lower
of amortized cost or fair value of the collateral less cost to sell in accordance with our existing charge-off policies, that are shown
as nonaccrual receivablesin the table above.

March 31, December 31,
June 30, 2013 2013 2012
(in millions)
(R IS F (XS 010 = o I $ 3528 $ 3564 $ 3,510
Personal NON-Credit Card...........oovviiriiirireeee s — 51 67
LI = $ 3,528 $ 3615 $ 3,577

SeeNote4, “Receivables,” in the accompanying consolidated financial statementsfor further detailsregarding TDR Loan balances.

Customer Account Management Policies and Practices Our policies and practices for the collection of consumer receivables,
including our customer account management policies and practices, permit us to take action with respect to delinquent or troubled
accounts based on criteria which, in our judgment, evidence continued payment probability, as well as, in the case of rea estate
secured receivables, a continuing desire for borrowers to stay in their homes. The policies and practices are designed to manage
customer relationships, improve collection opportunities and avoid forecl osure as determined to be appropriate. From time to time
we re-eval uate these policies and procedures and make changes as deemed appropriate.

Currently, we utilize the following account management actions:

*  Modification — Management action that results in a change to the terms and conditions of the loan either temporarily or
permanently without changing the delinquency status of the loan. M odifications may include changesto one or more terms
of theloan including, but not limited to, achangein interest rate, extension of the amortization period, reduction in payment
amount and partial forgiveness or deferment of principal.

e Collection Re-age — Management action that resultsin the resetting of the contractual delinquency status of an account to
current but does not involve any changesto the original terms and conditions of the loan. If an account which has been re-
aged subsequently experiences a payment default, it will again become contractually delinquent. We use collection re-aging
as an account and customer management tool in an effort to increase the cash flow from our account relationships, and
accordingly, the application of thistool is subject to complexities, variations and changes from time to time.

« Modification Re-age —Management action that resultsin achangeto the terms and conditions of theloan, either temporarily
or permanently, and also resets the contractual delinquency status of an account to current as discussed above. If an account
which has been re-aged subsequently experiences a payment default, it will again become contractually delinquent.

Generally, in our experience, we have found that the earlier in the default cycle we have been able to utilize account management
actions, the lower the rate of recidivism islikely to be. Additionally, we have found that for loan modification, modifications with
significant amounts of payment reduction experience lower levels of recidivism.

Our policies and practices for managing accounts are continually reviewed and assessed to assure that they meet the goals outlined
above, and accordingly, we make exceptions to these general policies and practices from time to time. In addition, exceptions to
these policies and practices may be made in specific situations in response to legal agreements, regulatory agreements or orders.

SinceJanuary 2007, wehavecumul atively modified and/or re-aged approximately 393,000 real estate secured | oanswithan aggregate
outstanding principal balance of $45.2 billion at the time of modification and/or re-age under our foreclosure avoidance programs
which are described below. The following provides information about the subsequent performance of all real estate secured loans
granted amodification and/or re-age since January 2007, some of which may have received multiple account management actions:

Based on Outstanding
Receivable Balance at
Number Time of Account

Status as of June 30, 2013: of Loans Modification Action
Current or less than 30-days delinqQUENt ... 33% 31%
30- t0 59-dayS AEliNQUEN .......c.ciuieieiereeere e 5 5
60-days OF MOre deliNQUENE.........cceirieirieerieer e 15 20
Pald-IN-FUIL oot 10 10
Charged-off, transferred to real estate owned or SOld ........ccooeveeeeercenenirenesee 37 34
100% 100%
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The following table shows the number of real estate secured accounts remaining in our portfolio (including receivables held for
sale) as well as the outstanding receivable balance of these accounts as of the period indicated for loans that we have taken an
account management action by the type of action taken. A significant portion of our real estate secured receivable portfolio has
received multiple accounting management actions and real estate secured receivablesincluded in the table below may havereceived
multiple account management actions.

Number of Outstanding Receivable
Accounts® Balance M©
(accounts are in
thousands) (dollars are in millions)
June 30, 2013:
Collection re-age only 1115 $ 8,875
MOTIfICAETON ONIY ...ttt 9.4 929
Y Koo [h Ko (0 == o = 98.7 10,478
Total loans modified and/or re-aged@.............ooveeeeeeeeeeeeeeeeeeeeee e 2196 $ 20,282
March 31, 2013:
COllECtion rE-AE ONY .....voeeereeiecieteee et 1135 $ 9111
MOTIfICAETON ONIY ...ttt 10.2 983
Y Koo [h Ko (o = o L= 103.3 10,734
Total loans modified and/or re-agea®............coouovveeveereeseeeeeeeseeee s 2270 $ 20,828
December 31, 2012:
Collection re-age only 1153 $ 9,129
MOGIICAHION ONIY ...t reeneenreens 10.9 1,033
Y KoTo [l Mo (o g (= o = PR 105.4 10,649
Total loans modified and/or re-aged ..o 2316 $ 20,811
@ SeeNote4, “Receivables,” in the accompanying consolidated financial statements for additional information describing modified and /or re-aged loanswhich
are accounted for as trouble debt restructurings.
@

The following table provides information regarding the delinquency status of loans remaining in the portfolio that were granted modifications of loan terms
and/or re-aged as of June 30, 2013, March 31, 2013 and December 31, 2012 in the categories shown above:

Number of Accounts Outstanding Receivable Balance
Current or Current or
less than 30- 60-days or less than 30- 60-days or
days 30- to 59-days more days 30- to 59-days more
delinquent delinquent delinquent delinquent delinquent delinquent
June 30, 2013:
Collectionre-ageonly .................... 68% 9% 23% 68% 10% 22%
Modificationonly .........c.ccocevvevnnee. 76 3 21 78 3 19
Modification re-age..........ccccveneee. 58 8 34 58 9 33
Total loans modified and/or re-
A0 ... 64% 8% 28% 63% 9% 28%
March 31, 2013:
Collectionre-ageonly ...........co....... 70% 8% 22% 70% 8% 21%
Modificationonly .........cccccevevennee. 76 2 22 80 3 17
Modificationre-age..........ccccueunene. 58 7 35 61 8 31
Total loans modified and/or re-
E=T0 o HO S 65% 7% 28% 66 % 8% 26%
December 31, 2012:
Collection re-age only 67% 9% 24% 68% 10% 22%
Modification only .........cccocevevevennee 74 3 23 80 3 17
Modification re-age..........cccevurnee. 55 8 37 60 9 31
Total loans modified and/or re-
E='0 <o FO S 62 % 8% 30% 65% 9% 26%
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®  The outstanding receivable balance included in this table reflects the principal amount outstanding on the loan net of any charge-off recorded in accordance
with our existing charge-off policiesbut excludesany basis adjustmentsto theloan such asunearned income, unamortized deferred feesand costs on originated
loans, purchase accounting fair value adjustments and premiums or discounts on purchased loans. Additionally, the balancein thistable related to receivables
which have been classified as held for sale has been reduced by the lower of amortized cost or fair value adjustment recorded aswell asthe credit lossreserves
associated with these receivables prior to the transfer.

The following table provides additional information regarding real estate secured modified and/or re-aged loans during the three
and six months ended June 30, 2013:

Three Months Ended Six Months Ended
June 30, 2013 June 30, 2013
(in millions)
Balance at beginning of PEriOd ..o $ 20,828 $ 20,811
Additions due to an account management action™ ............coocovveeeeeereeeeeseeseenn. 277 529
PAYMENESZ ...t e e ee e s ee e es e ss e seee s e eeseeeseseeeesenesneeseneeees (310) (574)
NEL CNAIgE-0ffS....oiceicece e et (437) (761)
Transfer to real eState OWNEd .........cccvviieeiririreee s (150) (268)
Receivables held for sale that have subsequently been sold..............ccceueneee. (186) (186)
Change in lower of amortized cost or fair value on receivables held for sale..... 260 731
Balance at end of PEMOU .......cceiiiiiiiccereeeee e $ 20,282 $ 20,282

@ Includes collection re-age only, modification only, or modification re-ages.

@ Includes amounts received under ashort sale whereby the property is sold by the borrower at a price which has been pre-negotiated with us and the borrower
isreleased from further obligation.

In addition to the account management techniques discussed above, we have also increased the use of deed-in-lieu and short sales
in recent years to assist our real estate secured receivable customers. In a deed-in-lieu, the borrower agrees to surrender the deed
to the property without going through foreclosure proceedings and we release the borrower from further obligation. In ashort sale,
the property is offered for sale to potential buyers at a price which has been pre-negotiated between us and the borrower. This pre-
negotiated price is based on updated property valuations and overall loss exposure given liquidation through foreclosure. Short
sales also release the borrower from further obligation. From our perspective, total losses on deed-in-lieu and short sales are lower
than expected total losses from foreclosed loans, or |oans where we have previously decided not to pursue foreclosure, and provide
resolution to the delinquent receivable over a shorter period of time. We currently anticipate the use of deed-in-lieu and short sales
will continue to be elevated in future periods as we continue to work with our customers.

Modification programs We actively use account modifications to reduce the rate and/or payment on a number of qualifying loans
and generally re-age certain of these accounts upon receipt of two or more modified payments and other criteria being met. This
account management practice is designed to assist borrowers who may have purchased a home with an expectation of continued
real estate appreciation or whose income has subsequently declined. Additionally, our loan modification programs are designed to
improve cash collections and avoid foreclosure as determined to be appropriate. A significant portion of our real estate secured
receivable portfolio has received multiple modifications. In this regard, multiple modifications have remained consistent as a
percentage of total modificationsin arange of 75 percent to 80 percent.

Based on the economic environment and expected slow recovery of housing values, during 2008 we devel oped additional analytical
review toolsleveraging industry best practicesto assist usin identifying customerswho are willing to pay, but are expected to have
longer term disruptionsin their ability to pay. Using these analytical review tools, we expanded our forecl osure avoi dance programs
to assist customers who did not qualify for assistance under prior program requirements or who required greater assistance than
available under the programs. The expanded program required certain documentation aswell as receipt of two qualifying payments
before the account could be re-aged. Prior to July 2008, for our Consumer Lending customers, receipt of one qualifying payment
was required for a modified account before the account would be re-aged. We also increased the use of longer term modifications
to provide assistance in accordance with the needs of our customers which may result in higher credit |oss reserve requirements.
For selected customer segments, thisexpanded program lowered theinterest rate on fixed rate |oansand for adjustable rate mortgage
("ARM") loans the expanded program modified the loan to a lower interest rate than scheduled at the first interest rate reset date.
Theeligibility requirementsfor this expanded program allow more customersto qualify for payment relief and in certain cases can
result in alower interest rate than allowed under other existing programs. During the third quarter of 2009, in order to increase the
long-term success rate of our modification programs we increased certain documentation requirements for participation in these
programs. Late in the third quarter of 2011 the modification program was enhanced to improve underwriting and achieve a better
bal ance between economics and customer-driven variables. The enhanced program offers alonger modification duration to select
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borrowers facing a temporary hardship and expands the treatment options to include term extension and principal deferral or
forgiveness. As aresult, theloans remaining in our portfolio are comprised of agrowing composition of longer dated or permanent
modification.

The volume of loans that have qualified for a new modification has fallen significantly in recent years. We expect the volume of
new modifications to continue to decline as we believe a smaller percentage of our customers with unmodified loans will benefit
from loan modification in away that will not ultimately result in arepeat default on their loans. Additionally, volumes of new loan
modifications are expected to decrease due to the impact of improvements in economic conditions over the long-term and the
continued seasoning of aliquidating portfolio.

We will continue to evaluate our consumer relief programs as well as all aspects of our account management practices to ensure
our programs benefit our customers in accordance with their financial needs in ways that are economically viable for both our
customers and our stakeholders. We elected not to participate in the U.S. Treasury sponsored programs as we believe our long-
standing home preservation programs provide more meaningful assistance to our customers. Loans modified under these programs
are only included in the re-aging statistics table (“ Re-age Table”) that is included in our discussion of our re-age programs if the
delinquency status of aloan wasreset asapart of the modification or wasre-aged in the past for other reasons. Not all loans modified
under these programs have the delinquency status reset and, therefore, are not considered to have been re-aged.

The following table summarizes loans modified during the six months ended June 30, 2013 and 2012, some of which may have
also been re-aged:

Outstanding
Number of Accounts Receivable Balance at
Modified Time of Modification

(accounts are in thousands,
dollars are in billions)

Foreclosure avoidance programs'®®:
Six months ended JUNE 30, 2013........cooveererireneerereseeee st sesees 69 §$ 1.0
Six months ended June 30, 2012..........coiiiiiieiiee e e 10.6 15

@ Includes all loans modified during the six months ended June 30, 2013 and 2012 regardless of whether the loan was also re-aged.

@ |f qualification criteria are met, loan modification may occur on more than one occasion for the same account. For purposes of the table above, an account is
only included in the modification totals once in an annual period and not for each separate modification in an annual period.

A primary tool used during account modification involves modifying the monthly payment through lowering the rate on the loan
on either atemporary or permanent basis. The following table summarizes the weighted-average contractual rate reductions and
the average amount of payment relief provided to customers that entered an account modification (including receivables currently
classified as held for sale) for the first time during the quarter indicated.

Quarter Ended

June 30, Mar. 31, Dec. 31, Sept. 30, June 30,
2013 2013 2012 2012 2012
Weighted-average contractual rate reduction in basis points
on account modifications during the period¥®@ ................ 383 351 342 341 341
Average payment relief provided on account modifications
as a percentage of total payment prior to modification® .. 29.4% 26.3% 25.7% 25.7% 25.8%

@ The weighted-average rate reduction was determined based on the rate in effect immediately prior to the modification, which for ARMs may be lower than
the rate on the loan at the time of origination.

@ Excludes any modifications on purchased receivable portfolios which totaled $872 million, $911 million and $917 million at June 30, 2013, March 31, 2013
and December 31, 2012, respectively.

Re-age programs Our policies and practices include various criteria for an account to qualify for re-aging, but do not, however,
reguire us to re-age the account. The extent to which we re-age accounts that are eligible under our existing policies will vary
depending upon our view of prevailing economic conditions and other factors which may change from period to period. In addition,
exceptions to our policies and practices may be made in specific situationsin response to legal or regulatory agreements or orders.
It is our practice to defer past due interest on re-aged real estate secured and personal non-credit card accounts to the end of the

93



HSBC Finance Corporation

loan period. We do not accrue interest on these past due interest payments consistent with our 2002 settlement agreement with the
State Attorneys General.

We continue to monitor and track information related to accounts that have been re-aged. First lien real estate secured products
generally have less loss severity exposure than other products because of the underlying collateral. Credit loss reserves, including
reserves on TDR L oans, take into account whether |oans have been re-aged or are subject to modification, extension or deferment.
Our credit loss reserves, including reserves on TDR Loans, also take into consideration the expected loss severity based on the
underlying collateral, if any, for the loan. TDR Loans are typically reserved for using a discounted cash flow methodol ogy.

We used certain assumptions and estimatesto compile our re-aging statistics. The systemic counters used to compiletheinformation
presented bel ow exclude from the reported statistics loans that have been reported as contractually delinquent but have been reset
to acurrent status because we have determined that the |oans should not have been considered delinquent (e.g., payment application
processing errors). When comparing re-aging statistics from different periods, the fact that our re-age policies and practices will
change over time, that exceptions are made to those policies and practices, and that our data capture methodologies have been
enhanced, should be taken into account.

The following tables provide information about re-aged receivables and receivables held for sale and includes both Collection Re-
ages and Modification Re-ages, as discussed above.

Re-age Table®®

December 31,

June 30,2013  March 31, 2013 2012

== g == (= o TSR 44.9% 47.0% 47.9%
Re-aged:

Re-aged inthe ast 6 MONthS® ... eeee e 10.3 10.1 10.4

Re-aged inthelast 7-12 MOnthS™ ..........co.oovuerveeeeeeeeeceeeeeee e 10.7 9.5 9.6

Previously re-aged beyond 12 months..........ccccoevevevvnercsceceeee e 34.1 334 32.1

Total BVEr rE-aEd......cceeeee e e e 55.1 53.0 52.1
1o =SSR 100.0% 100.0% 100.0%
Re-aged by Product®®

June 30, 2013 March 31, 2013 December 31, 2012
(dollars are in millions)

Real estate SECUred ........coovvveeeeeeieeseecee e $ 18,798 55.1% $ 19,259 545% $ 19,340 53.8%
Personal non-credit card.........cccoovereeneicneenncnennns — — 1,039 35.3 1,069 33.6
TO@l i s $ 18,798 55.1% $ 20,298 53.0% $ 20,409 52.1%

@ The outstanding balance included in this table reflects the principal amount outstanding on the loan net of unearned income, unamortized deferred fees and
costs on originated loans, purchase accounting fair val ue adjustments and premiums or discounts on purchased loans aswell as net of any charge-off recorded
in accordance with our existing charge-off policies aswell as lower of amortized cost or fair value adjustments recorded on receivables held for sale.

@ Thetables above exclude any accounts re-aged without receipt of a payment which only occurs under special circumstances, such as re-ages associated with
disaster or in connection with abankruptcy filing. At June 30, 2013, March 31, 2013 and December 31, 2012, the unpaid principal balance of re-ages without
receipt of a payment totaled $733 million, $747 million and $760 million, respectively.

@ During the six months ended June 30, 2013 and 2012, approximately 65 percent and 60 percent, respectively, of real estate secured receivable re-agesoccurred
on accounts that were less than 60 days contractually delinquent.

At June 30, 2013, March 31, 2013 and December 31, 2012, $5.1 billion (27 percent of total re-aged loansin the Re-age Table), $5.0
billion (25 percent of total re-aged |oansin the Re-age Table) and $5.1 billion (25 percent of total re-aged loansin the Re-age Table),
respectively, of re-aged accounts have subsequently experienced payment defaults and are included in our two-months-and-over
contractual delinquency at the period indicated.

We continue to work with advocacy groupsin select marketsto assist in encouraging our customers with financial needsto contact
us. We have also implemented new training programs to ensure that our customer service representatives are focused on helping
the customer through difficulties, are knowledgeabl e about the available re-aging and modification programs and are able to advise
each customer of the best solutions for their individual circumstance.

We also support avariety of national and local efforts in homeownership preservation and forecl osure avoidance.
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Liquidity and Capital Resources

HSBC Related Funding We work with our affiliates under the oversight of HSBC North America to maximize funding
opportunities and efficienciesin HSBC's operations in the United States.

Due to affiliates totaled $8.3 billion and $9.1 hillion at June 30, 2013 and December 31, 2012, respectively. The interest rates on
funding from HSBC subsidiaries are market-based and comparabl e to those available from unaffiliated parties.

We have a $1.5 billion uncommitted secured credit facility from HSBC Bank USA, a$2.0 billion committed credit facility and a
$4.0 billion uncommitted credit facility from HSBC USA Inc. At June 30, 2013 and December 31, 2012, there was atotal of $2.0
billion outstanding under the $4.0 billion credit facility. There were no balances outstanding at June 30, 2013 or December 31,
2012 under the other credit facilities. At June 30, 2013 and December 31, 2012, we also have a credit facility totaling $200 million
with an HSBC &ffiliate to provide funding for corporate purposes.

In February 2012, HSBC North Americaextended to usa$455 million, 364-day uncommitted revolving credit facility. In January
2013, thefacility wasextended until January 2014. Asof June 30, 2013 and December 31, 2012, therewere no amounts outstanding
under this credit facility.

We have derivative contracts with anotional amount of $20.4 billion, or approximately 99.6 percent of total derivative contracts,
outstanding with HSBC affiliates at June 30, 2013 and $26.0 billion, or approximately 99.7 percent at December 31, 2012.

Interest Bearing Deposits with Banks and Other Short-Term Investments Interest bearing deposits with banks totaled $434
million and $1.4 billion at June 30, 2013 and December 31, 2012, respectively. Securities purchased under agreements to resell
totaled $5.3 hillion and $2.2 billion at June 30, 2013 and December 31, 2012, respectively. Interest bearing deposits with banks
and securities purchased under agreements to resell increased as compared with December 31, 2012 as aresult of the proceeds
fromthesal e of our personal non-credit card receivableportfolioonApril 1, 2013, thesaleof apool of real estate secured receivables,
the run-off of our liquidating receivable portfolios, the sale of REO properties and a requirement to post collateral with us under
our derivative agreements, partially offset by the retirement of long term debt.

Long-Term Debt decreased to $25.3 billion at June 30, 2013 from $28.4 hillion at December 31, 2012. The following table
summarizesissuances and repayments of long-term debt for continuing operations during the six months ended June 30, 2013 and
2012:

Six Months Ended June 30, 2013 2012

(in millions)
LONG-TEIMN AEDE ISSUEH..... vttt ettt ettt ettt et ae e et et e s seebebe e s et teseasseeteteneas $ — 3 —
Repayments of 10NG-terM AEDE..........cviiiieieise e nes (2,574) (6,192)
Net long-term debt retired from continuing OPErations ...........c.oeeieirreeenreeere e $ (2574) $ (6192

At December 31, 2012, we had athird-party back-up line of credit totaling $2.0 billion principally to support our commercial paper
program which we terminated in 2012. We eliminated this third-party back-up line of credit in 2013. As discussed above, at June
30, 2013 and December 31, 2012, we a so have a credit facility totaling $100 million with HSBC affiliates to provide funding for
corporate purposes.

During the third quarter of 2012, we called $512 million of senior long-term debt. This transaction was funded through a $512
million loan agreement with HSBC USA Inc. which maturesin September 2017. At June 30, 2013 and December 31, 2012, $512
million was outstanding under this loan agreement.

During the second quarter of 2011, we entered into a $600 million loan agreement with HSBC North Americawhich provided for
three $200 million borrowings with maturities between 2034 and 2035. As of June 30, 2013 and December 31, 2012, $600 million
was outstanding under this loan agreement.

During 2011, the shelf registration statement, under which we have historically issued long-term debt, expired and we chose not
torenew it. Third-party long-term debt isnot currently asource of funding for usgiven therun-off nature of our busi ness subsequent
to the sale of our Card and Retail Services business as previoudly discussed.

Secured financings of $2.6 billion at June 30, 2013 are secured by $4.6 billion of closed-end real estate secured receivables. Secured
financings previously issued under public trusts of $2.9 billion at December 31, 2012 were secured by $4.9 billion of closed-end
real estate secured receivables.

Inorder toeliminatefutureforeign exchangerisk, currency swapswereused at thetimeof issuancetofixinU.S. dollarssubstantially
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all foreign-denominated notes previously issued.

Weusederivativesfor managinginterest rateand currency risk and havereceived loan commitmentsfromthird partiesand affiliates,
but we do not otherwise enter into off balance sheet transactions.

Common Equity During the six months ended June 30, 2013, we did not receive any capital contributionsfrom HINO. However,
aswe continue to liquidate our receivable portfolios, HSBC's continued support will be required to properly manage our business
and maintain appropriate levels of capital. HSBC has historically provided significant capital in support of our operations and has
indicated that they remain fully committed and have the capacity to continue that support.

Selected capital ratios In managing capital, we develop atarget for tangible common equity to tangible assets. Thisratio target
is based on discussions with HSBC and rating agencies, risks inherent in the portfolio and the projected operating environment
and related risks. Additionally, we are required by our credit-providing banks to maintain a minimum tangible common equity to
tangibleassetsratio of 6.75 percent. Our targetsmay changefromtimetotimeto accommodate changesintheoperating environment
or other considerations such as those listed above.

Selected capital ratios are summarized in the following table:

December 31,

June 30, 2013 2012
Tangible common equity t0 tanNGIDIE BSSEIS™ .............ooveeieeeeeeeeeeeeeeeeeeeeeeee e eeeeee s seseees s 11.86% 9.87%
Common and preferred equity t0 total aSSELS.......ccivruciereiecrre e 15.60 13.05

@ Tangiblecommon equity to tangibl e assetsrepresentsanon-U.S. GAAPfinancial ratiothat isused by HSBC Finance Corporation management and applicable
rating agencies to evaluate capital adequacy and may differ from similarly named measures presented by other companies. See “Basis of Reporting” for
additional discussion onthe use of non-U.S. GAAPfinancial measuresand “ Reconciliations of Non-U.S. GAAPFinancial Measuresto U.S. GAAPFinancia
Measures’ for quantitative reconciliations to the equivalent U.S. GAAP basis financial measure.

2013 Funding Strategy Our current range of estimates for funding needs and sources for 2013 are summarized in the following
table:

Actual
January 1
through Estimated July 1 through Estimated Full Year
June 30, 2013 December 31, 2013 2013
(in billions)
Funding needs:
Term debt MatUNtiES.....c.coveveveeeeeecteeeeee e $ 3% 4 - 5 % 7 - 8
Secured financing MatUrities........cccooeeeerierienereeese e — 1 - 1 1 - 1
Litigation DONd.........coiiriireriieieeeseee s — 3 - 4 3 - 4
Total fuNding NEEAS.........cccveveeeeececeeeee e $ 3% 8 - 10 $ 11 - 13
Funding sources:
Net asset attrition™® .............cooovvervvreeeeecieeecee e, $ 2 $ 1 - 18 3 - 3
Liquidation of short-term investments...........ccoceeevvererenerienenn. 2 5 - 6 3 - 4
Asset sales and transfers ... 3 1 - 1 4 - 4
HSBC and HSBC subsidiaries, including capital infusions.... — 1 - 1 1 - 1
OthEr@ ..o — — - 1 — - 1
Total funding SOUMCES........ccvevevireeerevieeese et $ 3 $ 8 - 10 $ 11 - 13

@ Net of receivable charge-offs.

@ Primarily reflects cash provided by operating activities and sales of REO properties.

For the remainder of 2013, the combination of cash generated from operations including balance sheet attrition, funding from
affiliates and asset sales will generate the liquidity necessary to meet our maturing debt obligations.
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Fair Value

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, gain (loss) on debt
designated at fair value and related derivatives for the six months ended June 30, 2013 should not be considered indicative of the
results for any future period.

Fair Value Hierarchy Accounting principles related to fair value measurements establish a fair value hierarchy structure that
prioritizesthe inputsto val uation techniques used to determine the fair value of an asset or liability (the “ Fair Value Framework™).
The Fair Value Framework distinguishes between inputs that are based on observed market data and unobservable inputs that
reflect market participants assumptions. It emphasizes the use of valuation methodologies that maximize market inputs. For
financial instruments carried at fair value, the best evidence of fair value is aquoted price in an actively traded market (Level 1).
Where the market for afinancial instrument is not active, valuation techniques are used. The majority of 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 observableinputs,
less judgment is applied in determining their fair values. In the absence of observable market inputs, the financial instrument is
valued based on val uation techniques that feature one or more significant unobservableinputs (Level 3). The determination of the
level of fair value hierarchy within which the fair value measurement of an asset or aliability is classified often requires judgment.
We consider the following factors in developing the fair value hierarchy:

» whether the pricing quotations vary substantially among independent pricing services,

» whether the asset or liability istransacted in an active market with a quoted market price that is readily available;

* the size of transactions occurring in an active market;

* thelevel of bid-ask spreads;

« alack of pricing transparency due to, among other things, the complexity of the product structure and market liquidity;
» whether only afew transactions are observed over asignificant period of time;

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

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

Level 1 inputs are unadjusted quoted prices in active markets that the reporting entity has the ability to access for the identical
assetsor liahilities. A financial instrument is classified asaLevel 1 measurement if it islisted on an exchange or is an instrument
actively traded in the OTC market where transactions occur with sufficient frequency and volume. Weregard financial instruments
that are listed on the primary exchanges of a country, such as equity securities and derivative contracts, to be actively traded. Non-
exchange-traded instruments classified as Level 1 assets include securities issued by the U.S. Treasury.

Level 2 inputsareinputsthat are observable either directly or indirectly but do not qualify asLevel 1inputs. We generally classify
derivative contracts, corporate debt including asset-backed securities as well as our own debt issuance for which we have el ected
fair value option which are not traded in active markets, as Level 2 measurements. These valuations are typically obtained from
athird party valuation source which, in the case of derivatives, includes valuations provided by an affiliate, HSBC Bank USA.

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. Level 3 inputsincorporate market participants assumptions about risk and the risk premium required by
market participantsin order to bear that risk. Wedevelop Level 3inputsbased onthebestinformation availableinthecircumstances.
At June 30, 2013 and December 31, 2012, our Level 3 assets recorded at fair value on a non-recurring basis included receivables
held for saletotaling $5.0 billion and $6.2 billion, respectively. At June 30, 2013 and December 31, 2012, we had no Level 3 assets
in our continuing operations recorded at fair value on arecurring basis.

Classification within the fair value hierarchy is based on whether the lowest level input that is significant to the fair value
measurement is observable. As such, the classification within the fair value hierarchy is dynamic and can be transferred to other
hierarchy levels in each reporting period. Transfers between leveling categories are assessed, determined and recognized at the
end of each reporting period.

Transfers between leveling categories are recognized at the end of each reporting period.
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Transfers Between Level 1 and Level 2 Measurements There were no transfers between Level 1 and Level 2 during the three
and six months ended June 30, 2013 and 2012.

Transfers Between Level 2 and Level 3 Measurements Securitiesare classified asusing Level 3 measurementswhen oneor both
of the following conditions are met:

» An asset-backed security is downgraded below aAAA credit rating; or
* Anindividual security failsthe quarterly pricing comparison test with a variance greater than 5 percent.

There were no available-for-sale securities for continuing operations reported as Level 3 at June 30, 2013 or December 31, 2012
as we liguidated our remaining securities available-for-sale portfolio during the first quarter of 2013. During the three months
ended March 31, 2013, we transferred our personal non-credit card receivable portfolio held for sale from Level 3to Level 2. We
did not have any transfersinto or out of Level 3 classifications during the three months ended June 30, 2013. We did not have any
transfer into or out of Level 3 classifications in our continuing operations during the three and six months ended June 30, 2012.

See Note 15, “Fair Value Measurements,” in the accompanying consolidated financial statements for further details including our
valuation techniques as well as the classification hierarchy associated with assets and liabilities measured at fair value.

Risk Management

Credit Risk Management Day-to-day management of credit risk isadministered by the HSBC North America Chief Retail Credit
Officer who reports to the HSBC North America Chief Risk Officer. The HSBC North America Chief Risk Officer reports to the
HSBC North America Chief Executive Officer, Group Managing Director, and to the Group Managing Director and Chief Risk
Officer of HSBC. We have established detailed policiesto address the credit risk that arises from our lending activities. Our credit
and portfolio management procedures currently focus on effective collections and customer account management efforts for each
loan. Prior to the sale of our Card and Retail Services business on May 1, 2012, our lending guidelines, which delineate the credit
risk we were willing to take and the rel ated terms, were specific not only for each product, but also took into consideration various
other factorsincluding borrower characteristics, return on equity, capital deployment and our overall risk appetite. We also have
specific policiesto ensurethe establishment of appropriatecreditlossreserveson atimely basisto cover probablelossesof principal,
interest and fees. Our customer account management policies and practices are described under the caption “Credit Quality -
Customer Account Management Policiesand Practices” inMD&A. Also seeNote 2, “ Summary of Significant Accounting Policies
and New Accounting Pronouncements,” in the 2012 Form 10-K for further discussion of our policies surrounding credit loss
reserves. Our policies and procedures are consistent with HSBC standards and are regularly reviewed and updated both on an
HSBC Finance Corporation and HSBC level. The credit risk function continuesto refine“ early warning” indicators and reporting,
including stresstesting scenari oson the basi sof current experience. Theserisk management tool sare embedded within our business
planning process.

Counterparty credit risk is our primary exposure on our interest rate swap portfolio. Counterparty credit risk is the risk that the
counterparty to atransaction failsto perform according to the termsof the contract. Currently the majority of our existing derivative
contracts are with HSBC subsidiaries, making them our primary counterparty in derivative transactions. Most swap agreements,
both with non-affiliated and affiliated parties, require that payments be made to, or received from, the counterparty when the fair
value of the agreement reaches a certain level. Generally, we provide non-affiliate swap counterparties collateral in the form of
cash which is recorded in our balance sheet as derivative financial assets or derivative related liabilities. The fair value of our
agreements with a non-affiliate counterparty has not required us or the non-affiliate to provide collateral at June 30, 2013 or
December 31, 2012. The fair value of our agreements with an affiliate counterparty required the affiliate to provide collateral to
usof $661 million and $75 million at June 30, 2013 and December 31, 2012, respectively, all of whichwasreceived in cash. These
amounts are offset against the fair value amount recognized for derivative instrumentsthat have been offset under the same master
netting arrangement.

There has been no significant change in our approach to credit risk management since December 31, 2012.

Liquidity Risk Management Continued success in reducing the size of our run-off real estate secured and persona non-credit
card receivableportfolios, including the proceeds of receivablesheldfor sale, will bethe primary driver of our liquidity management
process going forward. However, lower cash flow as aresult of declining receivable balances will not provide sufficient cash to
fully cover maturing debt over the next four to five years. During 2011, the shelf registration statement under which we have
historically issued long-term debt expired and we chose not to renew it. We currently do not expect third-party long-term debt to
be a source of funding for us in the future given the run-off nature of our business. We have shifted our funding toward longer
term sources with the sale of our credit card business and the termination of our commercial paper program. We anticipate any
required incremental funding will be integrated into the overall HSBC North America funding plans and will be sourced through
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HSBC USA Inc., or will be obtained through direct support from HSBC or its affiliates. HSBC has indicated it remains fully
committed and has the capacity to continue to provide such support. Should HSBC North Americacall upon usto execute certain
strategiesin order to address capital considerations, our intent may change and aportion of thisrequired funding coul d be generated
through additional selected receivable portfolio salesin our run-off portfolios.

In January 2013, the Bank for International Settlements, Basel Committee on Bank Supervision (the "Basel Committee™), issued
revised Basel 111 liquidity rulesand HSBC North Americaisin the process of evaluating the Basel 111 framework for liquidity risk
management. The framework consists of two liquidity metrics: the liquidity coverage ratio ("LCR"), designed to be a short-term
measure to ensure banks have sufficient high-quality assets to survive a significant stress scenario lasting 30 days, and the net
stable funding ratio ("NSFR"), which is a longer term measure with a 12-month time horizon to ensure a sustainable maturity
structure of assets and liabilities. The ratios are subject to an observation period and are expected to become established standards
by 2015 and 2018, respectively. We anticipate a formal notice of proposed rulemaking ("NPR") will be issued in 2013 with an
observation period beginning in 2013. Based on the results of the observation periods, the Basel Committee and U.S. banking
regulators may make further changes. It isanticipated that HSBC North Americawill meet these requirements prior to their formal
introduction. The actual impact will be dependent on the specific regulations issued by the U.S. regulators to implement these
standards. HSBC Finance Corporation may need to increase its liquidity profile to support HSBC North America's compliance
with the new rules. We are unable at this time, however, to determine the extent of changes we will need to make to our liquidity
position, if any.

Maintaining our credit ratings is an important part of maintaining our overal liquidity profile. As indicated by the major rating
agencies, our credit ratings are directly dependent upon the continued support of HSBC. A credit rating downgrade would increase
future borrowing costs only for new debt obligations, if any. As discussed above, we do not currently expect to need to raise funds
from the issuance of third party, long-term debt going forward, but instead any required funding has been integrated into HSBC
North America's funding plans and will be sourced through HSBC USA Inc. or through direct support from HSBC or its affiliates.
HSBC hashistorically provided significant capital in support of our operations and hasindicated that they remain fully committed
and have the capacity to continue that support.

The following summarizes our credit ratings at June 30, 2013 and December 31, 2012:

Standard & Moody’s

Poor’s Investors
Corporation Service Fitch, Inc.

As of June 30, 2013:

SENMON DL ... .ottt e e st e e e et e easeebeentesaeesbesreesresnnestesneens A Baal A+

Senior SUbOrdinated AL ..........ccuiiieie e e s A- Baa2 A

ShOrt-terM BOMTOWINGS ...t erenns A-1 P-2 F1

SerieS B Preferred SOCK .......ciieiieiieicececiees et sttt reens BBB+ Baa3 -
As of December 31, 2012:

SENMION EDL... ..ttt e et e e e e e re et e saeesresaeesresanesrenneens A Baal A+

Senior SUbOrdinated dEDL..........ccuiiieei et s be e A- Baa2 A

ShOort-tErM BOMTOWINGS ..o e re e A-1 P-2 F1

SerieS B Preferred SIOCK .........coveiieiieiriee et BBB+ Baa3 -

As of June 30, 2013, there were no pending actions from these rating agencies in terms of changesto the ratings presented in the
table above for HSBC Finance Corporation.

Separately, on May 1, 2013, Moody's Investor Service ("Moody's") announced that they were placing the debt securities issued
by our secured financing trusts under review for possible down grade due to errors in the cash flow models previously used by
Moody's in rating these securities.

There has been no significant change in our approach to liquidity risk management since December 31, 2012.

Market Risk Management Wemaintainanoverall risk management strategy that primarily usesstandard interest rate and currency
derivativefinancial instrumentsto mitigate our exposure to fluctuations caused by changesin interest rates and currency exchange
rates. We managed our exposure to interest rate risk primarily through the use of interest rate swaps. We do not use leveraged
derivative financial instruments.

We manage our exposure to foreign currency exchangerisk primarily through the use of currency swaps. Our financia statements
are affected by movements in exchange rates on our foreign currency denominated debt, movements in exchange rates between
the Great Britain pound and the U.S. dollar related to certain legacy assets maintained in Ireland prior to the closure of thisforeign
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legal entity aswell as movementsin exchange rates between the Canadian dollar and the U.S. dollar related to specialty insurance
products offered in Canada prior to the sale of our Insurance business on March 29, 2013.

There has been no significant change in our approach to market risk management since December 31, 2012.

Interest rate risk HSBC hascertain limitsand benchmarksthat serve asadditional guidelinesin determining theappropriatelevels
of interest rate risk. One such limit is expressed in terms of the Present Value of a Basis Point, which reflects the change in value
of thebalance sheet for aonebasis point movement in all interest rateswithout considering other correl ation factorsor assumptions.
At June 30, 2013 and December 31, 2012, our absolute PVBP limit was $3.5 million, which included the risk associated with the
hedging instrumentswe employed. Thus, for aonebasis point changeininterest rates, the policy at June 30, 2013 and December 31,
2012 dictated that the value of the balance sheet could not increase or decrease by more than $3.5 million.

The following table shows the components of our absolute PVBP position at June 30, 2013 and December 31, 2012 broken down
by currency risk:

June 30, December 31,
2013 2012
(in millions)
LS SRS $ 2145 $ 1.566
BN RO .009 .010
ABSOIULE PVBP FISKD ..o s ess s assess s snss s $ 2154 $ 1.576

@ Aspreviously discussed, in January 2013, we terminated $2.4 billion of our non-qualifying interest rate swaps which were outstanding for the purpose of
offsetting the increase in the duration of our receivables and the corresponding increase in interest rate risk as measured by PVBP. Assuming that these
terminations had occurred on December 31, 2012, our absolute PVBP risk would have been approximately $1.846 million.

We also monitor the impact that an immediate hypothetical increase or decrease in interest rates of 25 basis points applied at the
beginning of each quarter over a 12 month period would have on our net interest income assuming for 2013 and 2012 a declining
balance sheet and the current interest rate risk profile. These estimatesinclude theimpact on net interest income of debt and rel ated
derivatives carried at fair value and al so assume we would not take any corrective actions in response to interest rate movements
and, therefore, exceed what most likely woul d occur if rateswereto change by theamount indicated. Thefollowing table summarizes
such estimated impact:

June 30, December 31,

2013 2012
(in millions)
Increase (decrease) in net interest income following a hypothetical 25 basis points rise in interest
rates applied at the beginning of each quarter over the next 12 months...........cccceeceveveveceececeennne, $ (15) $ 2
Increase (decrease) in net interest income following a hypothetical 25 basis pointsfal in interest
rates applied at the beginning of each quarter over the next 12 months...........cccceeevevececeevecceennne. 23 D

The decreasein net interest income following a hypothetical rate rise and increase in net interest income following a hypothetical
rate fall as compared with December 31, 2012 reflect updates of economic stress scenarios including housing price index
assumptions, regular adjustments of asset and liability behavior assumptions, updates of economic stress scenarios including
housing priceindex assumptions, and model enhancements, sal eof the personal non-credit card receivabl e portfolio and termination
of nonqualifying hedges.

A principal consideration supporting both of the PVBP and margin at risk analysis is the projected prepayment of loan balances
for agiven economic scenario. Individual loan underwriting standards in combination with housing valuations, loan modification
program, changes to our foreclosure processes and macroeconomic factors related to available mortgage credit are the key
assumptions driving these prepayment projections. While we have utilized a number of sources to refine these projections, we
cannot currently project precise prepayment rates with a high degree of certainty in all economic environments given recent,
significant changes in both subprime mortgage underwriting standards and property valuations across the country.

There has been no significant change in our approach to interest rate risk management since December 31, 2012.

Operational Risk Management There has been no significant change in our approach to operational risk management since
December 31, 2012.

Compliance Risk Therehasbeen no significant changein our approach to compliancerisk management since December 31, 2012.
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Reputational Risk Management There has been no significant change in our approach to reputational risk management since
December 31, 2012.

Strategic Risk Management There has been no significant change in our approach to strategic risk management since December
31, 2012.

Security and Fraud Risk Management Therehasbeen no significant changein our approach to security and fraud risk management
since December 31, 2012.

Model Risk Management There has been no significant change in our approach to model risk management since December 31,
2012.

Pension Risk There has been no significant change in our approach to pension risk management since December 31, 2012.
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RECONCILIATIONS OF NON-U.S. GAAP FINANCIAL MEASURES TO U.S. GAAP FINANCIAL MEASURES

Our consolidated financial statements are prepared in accordance with accounting principles generally accepted in the United
States (“U.S. GAAP”). In addition to the U.S. GAAP financial results reported in our consolidated financial statements, MD&A
includes reference to the following information which is presented on anon-U.S. GAAPbasis:

IFRS Basis A non-U.S. GAAP measure of reporting resultsin accordance with IFRSs. For areconciliation of IFRS Basis results
tothecomparable owned basisamounts, see Note 13, “ Business Segments,” to theaccompanying consolidated financial statements.

Equity Ratios In managing capital, we develop targets for tangible common equity to tangible assets. Thisratio target is based on
discussions with HSBC and rating agencies, risks inherent in the portfolio, the projected operating environment and related risks,
and any acquisition objectives. We, certain rating agencies and our credit providing banks monitor ratios excluding the equity
impact of unrealized gains|osses on cash flow hedging instruments, postretirement benefit plan adjustments and unrealized gains
on investments as well as subseguent changesin fair value recognized in earnings associated with debt and the related derivatives
for which we elected the fair value option. Our targets may change from time to time to accommodate changes in the operating
environment or other considerations such as those listed above.

Quantitative Reconciliations of Non-U.S. GAAP Financial Measures to U.S. GAAP Financial Measures Reconciliations of
selected equity ratios follow.

June 30, December
2013 31, 2012

(dollars are in millions)

Tangible common equity:

CommON ShArENOIAEN" S EQUITY .......coviereiietiieieriet ettt $ 4984 $ 4530
Yo 1 L= OSSP

Fair value option adjUSIMENL.............ccoiiuiiiiiii e (173) (182

Unrealized (gains) losses on cash flow hedging iNStruments...........ccocvevvevenie e sesese e 152 358

Postretirement benefit plan adjustments, NEt Of TAX ..o 25 26

Unrealized (gains) losses on investments and interest-only strip receivables.........cccoovevecvecvneennne, — (116)
Tangible COMMION EOUITY ......cueiveieiteieteeet ettt ettt b e bbb e e n e nene $ 4988 $ 4,616
Tangible shareholders’ equity: -
Tangibl @ COMIMON EOUITY .....cueeueeereiieeierie ettt ettt sbe b b sa et e b e e b e e se e e e ne e e e e eaesbenaeene $ 4988 $ 4,616
PrEfEITEO SEOCK ...ttt b et b et b s enes 1,575 1,575
Mandatorily redeemable preferred securities of Household Capital TrustS........cooeveeeeieeienienienicneeiee, 1,000 1,000
Tangible sharehOlders’ EUILY.........ccceiicirececece ettt st a e b $ 7563 $ 7,191
Tangible assets: -
0Lz = S5 = TSRS $ 42,047 $ 46,778
Exclude:

DerivatiVe fINBNCIAl BSSELS ......ccveeeieiriei ettt te st et e e e e e eneeneeneenenes — —
QLI 0 ] o == S £ SSR $ 42,047 $ 46,778
Equity ratios: -
Common and preferred equity t0 tOtal aSSELS .......cviiiiiereeerereee e e 15.60% 13.05%
Tangible common equity t0 tangiblE @SSELS...........ccoe e e 11.86 9.87
Tangible shareholders’ equity to tangible @SSELS........ccucvcieiceccce e 17.99 15.37
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Item 3. Quantitative and Qualitative Disclosures About Market Risk.

See Item 2, "Management’s Discussion and Analysis of Financial Condition and Results of Operations,” under the caption
“Liquidity and Capital Resources’ and “Risk Management” of this Form 10-Q.

Item 4. 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 Finance Corporation 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 a
timely basis. Board of Directors, operating through its Audit 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 thisreport. 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 themin 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 June 30, 2013 that has materially affected, or is reasonably likely to materially affect, our
internal control over financial reporting.

PART Il OTHER INFORMATION

Item 1. Legal Proceedings.

See “Litigation and Regulatory Matters’ in Note 16, “Litigation and Regulatory Matters,” in the accompanying consolidated
financial statements beginning on page 54 for our legal proceedings disclosure, which isincorporated herein by reference.

Item 5. Other Information.

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

In order to comply with this requirement, HSBC Holdings plc (together with its affiliates, “HSBC”) has requested relevant
information from its affiliates globally. During the period covered by this Form 10-Q, HSBC Finance Corporation did not engage
in any activities or transactions requiring disclosure pursuant to Section 13(r). Thefollowing 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 aportfolio of loans to Iranian energy companies and banks. All of these |oans were guaranteed by European and Asian export
credit agencies, and they have varied maturity dates with final maturity in 2018. For those loans that remain outstanding, HSBC
continues to seek repayment in accordance with its obligations to the supporting export credit agencies and, in all cases, with
appropriate regulatory approvals. Details of these [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. HSBC continues to seek repayments from the company under the existing loans in accordance with the original maturity
profiles. All repayments made by the Iranian company have received a license or an authorization from relevant authorities.
Repayments have been received under a number of the loans during the second quarter of 2013.
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Bank Méelli and Bank Saderat acted as sub-participants in three of the aforementioned loans. In the second quarter of 2013, the
repayments due to these banks under the loan agreements were paid into frozen accounts under licenses or authorizations from
relevant European governments.

In 2002, HSBC provided a loan to Bank Tejarat with a guarantee from the Government of Iran to fund the construction of a
petrochemical plant undertaken by a U.K. contractor. Thisloan was supported by the U.K. Export Credit Agency. One repayment
was received in the second quarter of 2013 under license from the relevant Europe Government.

HSBC also maintains sub-participationsin five 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, France, and Spain. The repayments due under the sub-participations were not received during the second quarter of
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 HSBC generated by these loans in repayment for the second quarter of 2013, which includes interest
and fees, was $307,000. Estimated net profit for HSBC during the second quarter of 2013 was $133,000. While HSBC intends
to continue to seek repayment, it does not intend to extend any new loans.

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

HSBC worked with relevant regulatory authorities to obtain licenses where required and ensure compliance with laws and
regulationswhile seeking to cancel the guarantees and counter indemnities. None were cancel ed during the second quarter of 2013.

Estimated gross revenue to HSBC for the second quarter of 2013, which includes fees and/or commissions, was $3,000. HSBC
doesnot alocate direct coststo fees and commissions and therefore has not disclosed a separate profits measure. HSBC is seeking
to cancel all relevant guarantees and does not intend to provide any new guarantees involving Iran.

Check clearing Certain Iranian banks sanctioned by the United States continue to participate in officia clearing systems in the
UAE, Bahrain, Oman, L ebanon, Qatar, and Turkey. HSBC hasapresencein these countriesand, assuch, participatesin the clearing
systems. The Iranian banks participating in the clearing systems vary by location and include Bank Saderat, Bank Mélli, Future
Bank, and Bank Mellat.

While HSBC has attempted to restrict or terminate its role as paying or collecting bank, some check transactions with U.S.-
sanctioned Iranian financial ingtitutions have been settled. HSBC's ahility to effectively terminate or implement check-clearing
restrictions is dependent on the relevant central banks permitting it to do so unilaterally. Where permitted, HSBC has terminated
the activity altogether, implementing both automated and manual controls. There was no measurable gross revenue or net profit
generated by this activity in the second quarter of 2013.

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

* HSBC maintains a frozen account in the U.K. for an Iranian-owned, FSA-regulated financial institution. In April 2007,
the U.K. government issued alicenseto allow HSBC to handle certain transactions (operational payments and settlement
of pre-sanction transactions) for thisinstitution. There was some licensed activity in the second quarter of 2013.

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

* 1n 2010, HSBC closed its representative office in Iran. HSBC maintains a local account with a U.S.-sanctioned Iranian
bank in Tehran in order to facilitate residual activity related to the closure. There was no activity in the second quarter of
2013.

Estimated gross revenue to HSBC for the second quarter of 2013 for all Iranian bank-related activity described in this section,
which includes fees and/or commissions, was $2,000. HSBC does not allocate direct costs to fees and commissions and therefore
has not disclosed a separate profits measure. HSBC intends to continue to wind down this Iranian bank-related activity and not
enter into any new such activity.
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Iranian embassy-related activity HSBC maintained a bank account in London for the Iranian embassy in London, which was used
to support Iranian students studying in the U.K. This account was closed in the second quarter of 2013, and the funds were moved
into unclaimed balances.

2013 Activity related to U.S. Executive Order 13224 HSBC maintained a frozen persona account for an individual sanctioned
under Executive Order 13224, and by the U.K. and the U.N. Security Council. Activity on this account in the second quarter of
2013 was permitted by a license issued by the U.K. There was no measurable gross revenue or net profits generated to HSBC in
the second quarter of 2013.

2013 Activity related to U.S. Executive Order 13382 HSBC held an account for a customer in the United Arab Emirates that was
sanctioned under Executive Order 13382 in the second quarter of 2013. HSBC has notified the customer that the account is being
closed, and there has been minimal activity in the second quarter of 2013. There was no measurable gross revenue or net profits
generated to HSBC in the second quarter of 2013.

Frozen accounts and transactions HSBC maintains several accounts that are frozen under relevant sanctions programs and on
which no activity took place during the second quarter of 2013. In the second quarter of 2013, HSBC also froze payments where
required under relevant sanctions programs. There was no gross revenue or net profit to HSBC.

Item 6. Exhibits and Financial Statement Schedules.

Exhibitsincluded in this Report:

12 Statement of Computation of Ratio of Earnings to Fixed Charges and to Combined Fixed Charges and
Preferred Stock Dividends.
31 Certification of Chief Executive Officer and Chief Financial Officer pursuant to Section 302 of the Sarbanes-
Oxley Act of 2002.
32 Certification of Chief Executive Officer and Chief Financial Officer pursuant to Section 906 of the Sarbanes-
Oxley Act of 2002.%
101.INS XBRL Instance Document®
101.SCH XBRL Taxonomy Extension Schema Document®
101.CAL XBRL Taxonomy Extension Calculation Linkbase Document®
101.DEF XBRL Taxonomy Extension Definition Linkbase Document®
101.LAB XBRL Taxonomy Extension Label Linkbase Document®
101.PRE XBRL Taxonomy Extension Presentation Linkbase Document®

@ This exhibit shall 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.

@ Pursuant to Rule 405 of Regulation S-T, includes the fol lowing financial information included in our Quarterly Report on Form 10-Q for the quarter ended

June 30, 2013, formatted in eXentsible Business Reporting Language (“XBRL") interactive datafiles: (i) the Consolidated Statement of Income (L oss) for
thethree and six months ended June 30, 2013 and 2012, (ii) the Consolidated Statement of Comprehensive Income (L oss) for the three and six months ended
June 30, 2013 and 2012, (iii) the Consolidated Balance Sheet as of June 30, 2013 and December 31, 2012, (iv) the Consolidated Statement of Changesin
Shareholders’ Equity for the six months ended June 30, 2013 and 2012, (iv) the Consolidated Statement of Cash Flows for the six months ended June 30,
2013 and 2012, and (V) the Notes to Consolidated Financial Statements.
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Index

Account management policies and practices 90
Assets:

by business segment 46
fair value of financial assets 49
fair value measurements 47
nonperforming 17, 89

Balance sheet (consolidated) 5

Basel I11 31, 78,99

Basis of reporting 68

Business:
consolidated performance review 63
focus 61

Capital:
2013 funding strategy 96
common equity movements 96
consolidated statement of changes 6

selected capital ratios 96
Cash flow (consolidated) 7

Cautionary statement regarding forward-looking statements
60

Compliancerisk 100
Consumer business segment 42, 81
Controls and procedures 103
Credit quality 84
Credit risk:
concentration 17
management 98
Current environment 60
Deferred tax assets 33
Derivatives:
cash flow hedges 29
fair value hedges 28
income (expense) 77
non-qualifying hedges 30
notional amount 31
Discontinued operations 9
Equity:
consolidated statement of changes 6
ratios 96
Estimates and assumptions 9
Executive overview 60

Fair value measurements:

assets and liabilities recorded at fair value on arecurring
basis 51

assets and liabilities recorded at fair value on anon-
recurring basis 51

fair value adjustments 48
financia instruments 49
hierarchy 97
transfersinto/out of Level 1 and Level 2 51, 98
transfersinto/out of Level 2 and Level 3 51, 98
valuation control framework 48
valuation techniques 53
Financia highlights metrics 65
Financial liabilities:
designated at fair value 25
fair value of financial liabilities 49
Forward looking statements 60
Funding 67, 95

Gain (loss) from debt designated at fair value and related
derivatives 25, 78

Geographic concentration of receivables 18

Impairment:
credit losses 18, 64, 75
nonaccrual receivables 13, 89
nonperforming receivables 17, 89
Income tax expense 32
Interest income:
net interest income 74
sensitivity 100
Interest raterisk 100
Key performance indicators 65
Legal proceedings 54, 103
Liabilities:
financial liabilities designated at fair value 25
lines of credit 95
long-term debt 95
Liquidity and capital resources 95
Liquidity risk 98
Litigation and regulatory matters 54, 103
L oans and advances - see Receivables
Loan impairment charges - see Provision for credit losses
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Market risk 99
Market turmoil - see Current environment
Model risk 101
Mortgage Lending products 12, 71
Net interest income 74
New accounting pronouncements 59
Operating expenses 79
Operational risk 100
Other revenues 77
Pension and other postretirement benefits 38
Pension risk 101
Performance, devel opments and trends 63
Profit (loss) before tax:
by segment - IFRSs basis 46
consolidated 3
Provision for credit losses 18, 64, 75
Ratios:
capital 96
charge-off (net) 88
credit lossreserve related 85
delinquency 87
earnings to fixed charges - Exhibit 12
efficiency 66, 80
financia 65
Re-aged receivables 94
Real estate owned 73
Receivables:
by category 12, 71
by charge-off (net) 88
by delinquency 87
geographic concentration 18
held for sale 20, 61
modified and/or re-aged 91
nonaccrual 13, 89
overall review 71
risk concentration 17
troubled debt restructures 14, 65

Reconciliation of Non-U.S. GAAP financial measuresto U.S.
GAAPfinancial measures 102

Reconciliation of U.S. GAAPresultsto IFRSs 69
Related party transactions 38

Repurchase liability 79
Reputational risk 101
Results of operations 74
Risk elementsin the loan portfolio by product 17
Risk management:
credit 98
compliance 100
interest rate 100
liquidity 98
market 99
model 101
operational 100
pension 101
reputational 101
strategic 101
security and fraud 101
Securities 12
Security and fraud risk 101
Segment results - IFRSs basis:
consumer 42, 81
overall summary 80
Selected financial data 65
Sensitivity:
projected net interest income 100
Statement of cash flows 7
Statement of changesin shareholders' equity 6
Statement of comprehensive income (loss) 4
Statement of income (loss) 3
Strategic initiatives and focus 61
Strategic risk 101
Table of content 2
Tangible common equity to tangible assets 96
Tax expense 32
Troubled debt restructures 14, 65
Variable interest entities 47
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Signatures

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its

behalf by the undersigned, thereunto duly authorized.
Date:  August 5, 2013
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By:

/sl MICHAEL A. REEVES

Michael A. Reeves
Executive Vice President
and Chief Financial Officer
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Exhibit Index
12 Statement of Computation of Ratio of Earnings to Fixed Charges and to Combined Fixed Charges and
Preferred Stock Dividends.
31 Certification of Chief Executive Officer and Chief Financial Officer pursuant to Section 302 of the
Sarbanes-Oxley Act of 2002.
32 Certification of Chief Executive Officer and Chief Financial Officer pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002.%
101.INS XBRL Instance Document®
101.SCH XBRL Taxonomy Extension Schema Document®
101.CAL XBRL Taxonomy Extension Calculation Linkbase Document®
101.DEF XBRL Taxonomy Extension Definition Linkbase Document®
101.LAB XBRL Taxonomy Extension Label Linkbase Document®
101.PRE XBRL Taxonomy Extension Presentation Linkbase Document®

(6]

@

This exhibit shall 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.

Pursuant to Rule 405 of Regulation S-T, includes the following financial information included in our Quarterly Report on Form 10-Q for the quarter ended
June 30, 2013, formatted in eXentsible Business Reporting Language (“XBRL") interactive datafiles: (i) the Consolidated Statement of Income (L oss) for
thethree and six months ended June 30, 2013 and 2012, (ii) the Consolidated Statement of Comprehensive Income (L oss) for the three and six months ended
June 30, 2013 and 2012, (iii) the Consolidated Balance Sheet as of June 30, 2013 and December 31, 2012, (iv) the Consolidated Statement of Changesin
Shareholders’ Equity for the six months ended June 30, 2013 and 2012, (iv) the Consolidated Statement of Cash Flows for the six months ended June 30,
2013 and 2012, and (V) the Notes to Consolidated Financia Statements.
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HSBC FINANCE CORPORATION
COMPUTATION OF RATIO OF EARNINGS (LOSS) TO FIXED CHARGES AND TO
COMBINED FIXED CHARGES AND PREFERRED STOCK DIVIDENDS

Six Months Ended June 30, 2013 2012
(dollars are in millions)
Income (10ss) from CONtiNUING OPEratiONS ........ccveveereeereee e re e ereeresnesreneas $ 575 $ (2,017)
INcome taX (EXPENSE) DENEFIT .......ociie et resresae s re e (285) 1,227
Income (loss) from continuing operations before income tax (expense) benefit...........cccooovvnnininenn. 860 (3,244)
Fixed charges:
INEEIESE EXPEINSE ...ttt et R e et r e e rs 732 966
INterest POrtion Of FENEAISY ...........oovueeeeceeeeeeeeeee st ess st ses s seaneean 3 4
IO I D= o o =P 735 970
Total earnings from continuing operations as defiNed...........ccovviii i $ 1595 $ (2274
Rati0 Of €arNiNGS t0 fIXEH ChAIGES. .........vveeveeeeeeeseeeessees s sesss s s s ss s esssess s assenssnnsenseans 217 T (234
Preferred SOCK GIVIENAS? ............crieeeieeesiee s csss et sssss st sss st $ 97 $ 94
Ratio of earnings to combined fixed charges and preferred stock dividends............cccooevvevninninnenne 1.92 (2.19)

(1) Representsone-third of rentals, which approximates the portion representing interest.
(2) Preferred stock dividends are grossed up to their pretax equivalents.



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, Patrick J. Burke, Chairman of the Board and Chief Executive Officer of HSBC Finance Corporation, certify that:

1
2.

| have reviewed this report on Form 10-Q of HSBC Finance Corporation;

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 quarterly report;

Based on my knowledge, the financial statements, and other financial information included in this report, fairly presentin all
material respectsthefinancial condition, resultsof operationsand cash flowsof theregistrant asof, and for, the periodspresented
in this report;

Theregistrant’sother certifying officer and | areresponsiblefor establishing and maintai ning disclosure control sand procedures
(asdefinedin ExchangeAct Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (asdefinedin Exchange
Act Rules 13a-15(f) and 15d-15(f)) for the registrant and we have:

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

b. designed suchinternal control over financial reporting, or caused such internal control over financial reporting to be
designed under our supervision, to provide reasonabl e assurance regarding the reliability of financial reporting and
the preparation of financial statements for external purposes in accordance with generally accepted accounting
principles;

c. evauated 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 this report any change in the registrant’s internal control over financia reporting that occurred during
the registrant’s most recent fiscal quarter that has materially affected, or isreasonably likely to materialy affect, the
registrant’s internal control over financial reporting; and

The registrant’s other certifying officer and | have disclosed, based on our most recent evaluation of internal control over
financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons
performing the equivalent functions):

a. dl significant deficiencies and material weaknesses in the design or operation of internal controls 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 asignificant rolein the
registrant’sinternal control over financial reporting.

Date: August 5, 2013

/s/ PATRICK J. BURKE

Patrick J. Burke
Chairman of the Board and Chief Executive
Officer




Certification of Chief Financial Officer

I, Michael A. Reeves, Executive Vice President and Chief Financial Officer of HSBC Finance Corporation, certify that:
1. | havereviewed thisreport on Form 10-Q of HSBC Finance Corporation;

2. Based on my knowledge, thisreport does not contain any untrue statement of amaterial fact or omit to stateamaterial
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 quarterly report;

3. Based on my knowledge, the financia statements, and other financia information included in this report, fairly
present in all 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(e)) and internal control over financia
reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and we have:

a

designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, ismade known to us by otherswithin those entities, particularly during the period
in which thisreport is being prepared;

designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervision, to provide reasonabl e 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 theregistrant’sdisclosure controlsand procedures and presented in thisreport
our conclusions about the effectiveness of the disclosure controlsand procedures, as of the end of the period
covered by this report based on such evaluation; and

disclosed in thisreport any changein 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’sinternal control over financial reporting; and

5. Theregistrant’s other certifying officer and | have disclosed, based on our most recent eval uation of internal control
over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or
persons performing the equivalent functions):

a

Date: August 5, 2013

al significant deficiencies and material weaknesses in the design or operation of internal controls over
financial reporting which are reasonably likely to adversely affect theregistrant’s ability to record, process,
summarize and report financial information; and

any fraud, whether or not material, that involves management or other employees who have a significant
rolein theregistrant’sinternal control over financial reporting.

/s MICHAEL A. REEVES

Michael A. Reeves
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 bel ow isbeing submitted in connection with the HSBC Finance Corporation (the “ Company”) Quarterly
Report on Form 10-Q for the period ending June 30, 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 ExchangeAct of 1934
(the “Exchange Act”) and Section 1350 of Chapter 63 of Title 18 of the United States Code.

I, Patrick J. Burke, Chairman of the Board and Chief Executive 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. theinformation contained in the Report fairly presents, in all material respects, the financial condition and results
of operations of HSBC Finance Corporation.

Date: August 5, 2013

/s PATRICK J. BURKE

Patrick J. Burke

Chairman of the Board and Chief Executive
Officer




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 bel ow isbeing submitted in connection with the HSBC Finance Corporation (the “* Company”) Quarterly
Report on Form 10-Q for the period ending June 30, 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, Michael A. Reeves, 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. theinformation contained in the Report fairly presents, in all material respects, the financial condition and results
of operations of HSBC Finance Corporation.

Date: August 5, 2013

/s MICHAEL A. REEVES

Michael A. Reeves
Executive Vice President
and Chief Financial 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 Finance Corporation 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 Finance Corporation and will be retained by HSBC Finance Corporation and furnished to the Securities and Exchange
Commission or its staff upon request.
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