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HSBC USA Inc.

PART 1

Item 1. Financial Statements (Unaudited)

CONSOLIDATED STATEMENT OF INCOME (LOSS) (UNAUDITED)

Three Months Ended Nine Months Ended
September 30, September 30,

2013 2012 2013 2012

(in millions)

Interest income:

LLOANS ettt ettt ettt e ettt ettt e et et saeeaeeaaaas $ 454 § 472 $ 1,396 $ 1,391
SECUITLIES ....veveteie sttt ettt ee et ettt sttt teetese et et et eneeneeseeseeseebesaesaeesessessensenes 208 252 661 837
TTAAING ASSELS ...veuveeueetieieetiete et ettt ettt ettt bt et s s e e st et e en e e teeseesaeeneeseeeneesnes 34 27 85 86
ShOrt-term INVESTMENTS......ccvviivieeiieitiesieeteeciee et et e eteeeteesbeesteesebeebeessseeseesaseeseens 19 23 49 82
ORCT .ttt ettt ettt st 10 11 31 32
TOtal INTEreSt INCOME .........................cccveeeeeeeeeeeeeeeeeeeeee e eee e e 725 785 2,222 2,428
Interest expense:
DIEPOSIES ..ttt ettt ettt et h et e a ettt eae e naee 48 82 147 243
ShOTt-term DOTTOWINES. .. ..veeveeeieiieiieite ettt ettt et e e e sae e saeeneesaeeneeneeas 11 9 28 24
LONG-teIT dEbt ..ottt ettt 159 170 492 502
OBRNCT ..ttt ettt ettt sttt 15 14 40 27
Total iNtErest EXPENSE................c.occueeueeeveerieeeeiieieeeeesseeeesseetesseeaesseessesseessesssensesseensenns 233 275 707 796
NEL INLETESE INCOMIE. ......vveieieeieieeiie e eteee ettt e et eeeeae e e et e eaaeesenaeesenteeessnseessnneeseseeesnnns 492 510 1,515 1,632
Provision fOr Credit IOSSES ........coieiiririiiiee et 54 84 142 173
Net interest income after provision for credit [0SSes ..................ccooeevevceecveescrreneannsn. 438 426 1,373 1,459
Other revenues:
Credit Card fEES......ivueieiiieieeeee ettt 1 18 35 70
Other fees and COMMISSIONS .......c.evueruiririririenterteeee ettt st 181 177 527 573
TTUSE INCOMIIC ...ttt sttt ettt ettt e et et e e bt sae et e beseenbenteneens 29 22 92 72
TTAAING TEVEIUEC ....ceuitieiiieiieie ettt sttt ettt a et et e e et esbeeneesaes 117 113 388 395
Other SECUTItIES ZAINS, NEL.......ccieiiieiertieieeieeee ettt ettt eeseeeneeeees 35 50 189 145
Servicing and other fees from HSBC affiliates .........ccccoevvevrirvninncnincncncnenne 41 63 154 165
Residential mortgage banking reVenUE ...........ccceeverierierierieeieieeeeseereseeeeeseeene e 18 4 73 31
Gain (loss) on instruments designated at fair value and related derivatives ............. 6) (187) 82 (258)
Gain on sale 0f DranChes.........ccceoiiiiiiiiiiinese et — 103 — 433
(035157 g 11 1o ) 0 LSOO PR PP 16 44 50 44
Total OtREr FEVERUES ......................eeoeeoeeeeeeeeeeeeeeeeeeeee et e e e 432 407 1,590 1,670
Operating expenses:
Salaries and employee DENEIts ........ccceecueriieiieriieiiieieieceee e 218 207 717 733
Support services from HSBC affiliates ........c.ccveevevieviinieniieieeciee e 378 372 1,064 1,143
OCCUPANCY EXPENSE, TEL c..veevrreuiiererieiienieeteesteeteestteenseessreeseesssesseesssessseessseesseessnes 57 60 173 176
Expense related to certain regulatory matters (Note 20) ......cccoevevveneereneenenceeee. — 800 — 1,500
OthET EXPEIISES . ...veeueetienieetieteetiete et et et e st et e st e e st e e s st et e eseenteeneenteeneesaeeneesneeneesnes 202 188 478 515
Total OPErALiNG E@XPENSES ...............ccvveceeeeeeeeieeereeeieeeereeeteeereesteeereeseaeesseessseebeessseereens 855 1,627 2,432 4,067
Income (loss) from continuing operations before income tax expense............cceeveenenee. 15 (794) 531 (938)
Income tax expense (DENETit) .......cccovieiiirieriiiiee e 11 (12) 164 357
Income (loss) from cORtiNUING OPETALIONS ....................ccocveeveeeecrieereirieieereereeseeaeeens 4 (782) 367 (1,295)
Discontinued Operations (Note 2):
Income from discontinued operations before income tax eXpense ............cceceeeeereeenenne. — — — 315
[NCOME tAX EXPEIISE ...eeneeieneieiieeieeeite ettt ettt ettt ettt et e st st e s bt e e beesbeesabeesaeeeane — — — 112
Income from discontinued operations .........................ccocueeeevieeeeieeseiieeeseeneeneniens — — — 203
INEEIRCOME (IOSS) ...ttt ettt $ 4 § (782) $§ 367 $(1,092)

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

CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME (LOSS) (UNAUDITED)
Three Months Ended Nine Months Ended

September 30, September 30,
2013 2012 2013 2012
(in millions)
INEETRCOME (LOSS) ...ttt ettt st b e e $ 4 § (782) $ 367 $(1,092)
Net change in unrealized gains (losses), net of tax:
Securities available-fOr-8ale!...........oo oo (50) 97 (785) 218
Other-than-temporarily impaired debt securities held-to-maturity....................... 2 — 2 —
Derivatives designated as cash flow hedges..........cccovvvieriecienieciinicieceeeee, 21 11 95 11
Pension and post-retirement benefit plan ..........ccccooceriiiiniiiiiininee 1 — 1 1
Total other comprehensive iRCOMe (10SS).................coeevueeceeeceeecieiieeeeeeieeeeeeve e (26) 108 (687) 230

COMPIENENSIVE (L0SS) .........ccoooveeeeeieeieeieeieieetese ettt ettt se et s be e besssenseesnenes $ (22) § (674) § (320) § (862)

O During the three and nine months ended September 30, 2013 and 2012, there were no other-than-temporary impairment ("OTTI") losses on securities

recognized in other revenues and no OTTI losses related to the non-credit component of securities were recognized in accumulated other comprehensive
income.

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



HSBC USA Inc.

CONSOLIDATED BALANCE SHEET (UNAUDITED)

September 30, December 31,

2013 2012
(in millions, except share data)
Assets'”
Cash and dUE fTOIM DANKS .......ccuviiiiiiiiiecie ettt e e e et ea e eaeeeeraeesaaeeenseeseneeesnneeseeeeanes $ 1,512 § 1,359
Interest bearing deposits With DANKS .........ccceeiiieieieiieierieccee ettt e s e stessesresressaens 29,917 13,279
Securities purchased under agreements t0 TESE1L.........ccviieriiriererierieereeeeee ettt sresreeeens 2,216 3,149
Trading aSSELS.....c.evveeveerierieieierereriesiesie e seeseeeeeeeeas . 25,527 30,874
Securities available-for-sale 48,053 67,716
Securities held-to-maturity (fair value of $1.6 billion and $1.8 billion at September 30, 2013 and
December 31, 2012, 1€SPECTIVELY)....ecuteuieieiiiiriieteet ettt sttt ettt sbe b 1,433 1,620
67,710 63,258
595 647
LOANS, ML ...eeitiiiiiieiieeette ettt ettt et e et e e ett e e eabeeestae e ebeesabeaenseeessbeeesbeeentaeesbeeenbeeensaeesbeeenbeeansaaennne 67,115 62,611
Loans held for sale (includes $1 million and $465 million designated under fair value option at September
30,2013 and December 31, 2012, reSPECIVELY) ...eveuvereriiiriiieiirieietereeeete ettt 236 1,018
Properties and eqUIPIMENT, TIEL.......ccueitiieririiieteeeetete ettt ettt ettt et e teste st e sbe bt e bt e bt e st et e b enbenbenbesbesbesaeane 258 276
INEANGIDIE ASSELS, TIET ...ttt ettt b et h et e et et e st e s bt e bt e bt e bt e st entenbenbebenbesbesbesaene 295 247
GOOAWILL.....oeiieeiiiiieteetecte ettt ettt ettt ettt et et et e e beeteeteeteeseessess e b e beeseeseeseeseessessensensansassessesseereereans 2,228 2,228
OBRET @SSELS ...ttt ettt e et e e et e e ettt e e teeeetaeeeaeeeeaeeeeateeebeeesseeesseeeaseeensseeesseeeaseeeseeeesseeeareeereeaanes 8,585 7,069
TOTAL ASSELS..................ooceeeeeeeeeeeeeeeeeeee et e et e et e et e et e et e ettt e et e e te e e et e e eteeeteeeetteeereeeraeans $ 187,375 $ 191,446
Liabilities™”
Debt:
Deposits in domestic offices:
INONINEETESE DEATINEZ .....evvevienieieiesie ettt ettt ettt et e st e te b e te st e s beebeeseenee st e st ensansansessessessessens $ 31,534 § 31,315
Interest bearing (includes $7.9 billion and $8.7 billion designated under fair value option at
September 30, 2013 and December 31, 2012, reSPECtiVELY) .....vuvevereeerceeicee s 63,608 66,520
Deposits in foreign offices:
INONINEETESE DEATINE ....eveeeieiiieiieteet ettt ettt ettt b e bbbt e b e st b e e ebe b et eb e s es e beneeeenee 1,470 1,813
INEEIEST DEATIIIZ ...ttt ettt et s bbbt b et bt b e s e b e s es e b e st b e s es e beneeeenee 16,309 18,023
TOtAL AEPOSIES ...ttt ettt ettt ettt ekt a et s bt s et e s e b et e s e b et s et n e bt sttt et st b e et enee 112,921 117,671
SROTT-EETIN DOITOWINES ... ettt ettt ettt ettt s et e et b et e s es et e st st e e et et e st et eneebeseeneeteneenenean 19,499 14,933
Long-term debt (includes $6.8 billion and $7.3 billion designated under fair value option at September
30, 2013 and December 31, 2012, TESPECLIVELY)....vevevririerieieieieieisiieeie ettt b e esesenes 22,151 21,745
TOLAL AEDL....eveieiititiicee ettt ettt ettt et eteeteeteeteeas e s e b et e b e ebeeteeteeteens et et eseeteereereereeraens 154,571 154,349
TTAAING HADIIITIES ..ottt ettt ettt et et et e b e besbesbe et e ebe e st e st ensensensanbesbesbessessnns 11,065 14,699
Interest, taxes and Other HADIIITIES. ........c..ccviiiiiiieiicie ettt ettt et ae e ste e teesteebeenseesseenseessesaseesnans 4,357 4,562
TOLAL TIADIIIHIES .................c.ooeoveeeeeeeeeeeeeeeeee ettt ettt ettt te et et et e eteeteessessentessenseseeseeseeseeseenean 169,993 173,610
Shareholders' equity
PIEferT@d STOCK ...uviiivieiiieeii ettt ettt et e et e e beeabeesbeeaseesbeeaseesaeesaesseenteeseenseenreennas 1,565 1,565
Common shareholder’s equity:
Common stock ($5 par; 150,000,000 shares authorized; 713 shares issued and outstanding at
September 30, 2013 and December 31, 2012) ...c.ooueiiirieiiieiee e — —
Additional Paid-in CAPILAL.....cc.eeiuirieiiitiieite ettt ettt b ettt enene 14,111 14,123
REtAINEA CAITUIES ..ottt ettt ettt bt s bt b et e e b et e bt eae s e e b e s es e b eneebe e eseebeneeeenes 1,675 1,363
Accumulated other COMPreneNSIVE INCOME. ......cueuirieuieiiieiirieieieeec ettt 31 785
Total common Shareholder’s EQUILY .......coueieiirieuirieietiie ettt ettt ettt ettt eee s 15,817 16,271
Total shareholders’ equity " 17,382 17,836
Total liabilities and ShareRolders’ eqUity......................c..coceeeeieieeeiieieieiesiese e ssessessessesseeaeeses $ 187,375 $ 191,446

M The following table summarizes assets and liabilities related to our consolidated variable interest entities (“VIEs”) as of September 30,2013 and December 31,

2012 which are consolidated on our balance sheet. Assets and liabilities exclude intercompany balances that eliminate in consolidation.



HSBC USA Inc.

September 30,

2013

December 31,

2012

Assets
Interest bearing deposits With DANKS ..........ccoiiiiieiiririiiee ettt ettt benen
SeCUrTties NEIA-TO-TNATUITLY ......ccveiteiiieirteiiet ettt ettt b bbbt s e s et e bt e b e s e e st eb et et enesae e eseebensenean
O @SSEES. c.veuvuetiteueeuietet ettt et ettt et a et s e e s et e e be s e st es et enees e ss e e es e eb et enees e b ea s en e es et es e eh e R e s e Rt e b et e n e en e et et e st heeee st s et et eneenetenes
TOTAL ASSELS....vuenrrieniietcitreete ettt ettt ettt ettt b et sttt b ekt e b st e e bt s a et b ekt a ket s e bttt h et a st e et nenenea
Liabilities
LONGEEITI QDT ...ttt ettt bbbttt b bbbttt b ettt b ettt et aebenen
Interest, taxes and Other THADIIITIES ..........c.coiiieoiierici ettt ettt ettt et et e et eeaeeteeteeeseessenseeteeseensesaeesseseeseensensens

Total liabilities

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

(in millions)

$ 5 8§ —
208 —

479 533

$ 692 $ 533
92 92

929 152

$ 191 § 244




HSBC USA Inc.

CONSOLIDATED STATEMENT OF CHANGES IN SHAREHOLDERS' EQUITY (UNAUDITED)

Nine Months Ended September 30,

2013 2012

Preferred stock

Balance at beginning and end of period

Common stock

Balance at beginning and end of period
Additional paid-in capital

Balance at beginning of period
Employee benefit plans and other

Balance at end of period
Retained earnings

Balance at beginning of period
Net iNCOME (10SS) vvvieveeeieieieieierie ettt re e re e e e s ssessesseens
Cash dividends declared on preferred stock

Balance at end of period

Accumulated other comprehensive income
Balance at beginning of period
Other-than-temporary impairment on securities held-to-maturity due to the consolidation of a variable

interest entity

Other comprehensive income (loss), net of tax

Balance at end of period

Total common shareholder's equity

Total shareholders’ equity

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

(dollars are in millions)

1,565 $ 1,565
14,123 13,814
(12) (16)
14,111 13,798
1,363 2,481
367 (1,092)
(55) (55)
1,675 1,334
785 642
(67) —
(687) 230
31 872
15,817 16,004

17,382 § 17,569




HSBC USA Inc.

CONSOLIDATED STATEMENT OF CASH FLOWS (UNAUDITED)
Nine Months Ended September 30, 2013

2012

(in millions)

Cash flows from operating activities

NEL INCOIMIE (LOSS) vuvvveviaieriteseetiteteeteseeteteteetestete st eseesestetessese et esseseeseseesesseseeseseesessesesseseesesseseaseseesesseseasessesessesessessesesseneas $ 367 § (1,092)
Income from diSCONTINUE OPETATIONS.......c.ceuieeuiienietirtetietetet ettt ettt ettt ettt e st et b e st e st et e e es e ebeneete st e st eeneeteneeneseenene — 203
Income (108S) frOM CONTINUING OPEIATIONS ......vevetirtirtiriieiteitetestertert ettt ettt et et et sbesbesbeebeestestentenbenbesbesbeebeeseeneensennen 367 (1,295)
Adjustments to reconcile net income (loss) to net cash provided by operating activities:
Depreciation and amMOTTIZALION ..........ccuecveriertertireeietetetete e st e sttt eaeestetessesestessessesseeseentensensensensessesseeseeneensensenses 249 243
Gain 0N SAlE OF DIANCRES. .....ccuiiiieiieiieieieeete ettt ettt et e bt e st et e e st e st enbesbessessessesseeseeneensensens — (433)
Expense accrual related to certain regulatory MALEIS........cveeeeireeeeiieieiertestestesteeteereeeetesessessessessessessesseeseessessens — 1,500
ProviSion fOr CTEAIL LOSSES ......eeeuirieuiitiietieieet ettt ettt et ettt ettt b et et e e st et e s e s e e s et e st et e e e st seeneete e eneeeeneee 142 173
(189) (145)
(805) 2,246
OTIZINALIONS OF LOANS ....vivieeieiieieieiesie ettt ettt ettt e st et e et e se e st et e s essessessessesseesaeseessessessansansenseeseasenseessessensenes (1,481) (2,678)
Sales and collection 0f 10ans NEld fOI SALE ..........oovuiiiiiiiiiii ettt e s e nees 1,804 2,795
Net change in trading assets and HaDIIIES. ......c..everiiieiiriereeee ettt sttt ees 1,857 7,576
Lower of amortized cost or fair value adjustments on loans held for sale..........ccocovieieieiieiiiiinineneeee 10 32
Mark-to-market loss on financial instruments designated at fair value and related derivatives ..........c.cceceevvevennnnen. (82) 258
Cash provided by operating activities — CONtINUING OPETATIONS .......c.eevieuierieieierierterteeresresseeaesessesessessessessesseessessensenses 1,872 10,272
Cash provided by operating activities — diSCONtINUEA OPETAtIONS. ........eeieieierierierierieeteeeeeeeeeeaessessessessesseeseessessensenses — 34
Net cash provided DY OPerating ACtIVITIES ... ..c.ueuirueieuirieeieterietietet ettt ettt ettt sttt s e te st se st e st st et ebeneeneseenene 1,872 10,306
Cash flows from investing activities
Net change in interest bearing deposits With DANKS ...........ccoecieiiiiiriiiiiieeeeeee et (16,619) 10,141
Net change in securities purchased under agreements to resell 933 (8,569)
Securities available-for-sale:
Purchases of securities available-fOr-SAle..........c..oiviiiiuiiiiie ettt e e et eeaaeeeteeeereeeeneeesaeeenns (22,594) (29,177)
Proceeds from sales of securities available-fOr-SAle.........cocuiiiiiiiiiiiiiii ettt sae e eaee e 33,270 10,183
Proceeds from maturities of securities available-fOr-Sale............ooiiiuiiiiiiiiiiii et 7,099 9,601
Securities held-to-maturity:
Proceeds from sales of securities held-t0-MAtUIILY .......cc.ecuerueriiriririeieieieteee ettt neas 79 —
Proceeds from maturities of securities held-t0-MAatUrity ...........cccecvrieiieiierienieieeceecetee e naens 340 301
Change in loans:
Originations, NEt OF COILECTIONS. .......eiuiieeiiteiiete ettt ettt ettt ettt e et e e st bt et e e e st e e e (4,687) (9,509)
Loans SOId 10 third PAItIES ......ce.eeeiiiiiiiieeeteeteet ettt ettt ettt b e bbbt at et e et e st e s besbe s bt ebeeseeneeneens 491 49
Net cash used for acquisitions of properties and SQUIPINENL ......c..ccererererieierieiereneete ettt eteteste st seeseesreeseeeeeens (26) (6)
Net outflows related to the sale 0f DranChes .........co.ooieiiiiiiieeee ettt — (10,137)
Other, NEL.....ovieieeiieiieieeeeee ettt eneens a7 (40)
Cash used in investing activities — CONtINUING OPETATIONS .....c.vevververrerrierierieieiestessessessessesseeseessessessessessessessesseessessensenses (1,731) (27,163)
Cash provided by investing activities — diSCONtINUEd OPEIAtIONS .......cuiveuertiieiieieiiriei ettt — 20,746
Net cash USed N INVESHING ACHIVITIES ....e.teuteutetetirterterteet ettt ettt ste sttt et ettt e st e bt be e bt ese et e be b e sbesbeebesbeeseensennenee (1,731) (6,417)




HSBC USA Inc.

CONSOLIDATED STATEMENT OF CASH FLOWS (UNAUDITED) (Continued)
Nine Months Ended September 30, 2013

2012

(in millions)

Cash flows from financing activities

NEt ChANZE 1 AEPOSIES ..cueeurenretiterteeieet ettt ettt ettt b e s b s bt e bt e bt e st e s b et et e st e e bt e bt ebe e st et et e b e b e ebeebesbeeneensennenee 4,761) (5,536)
Debt:
4,151 (1,896)
4,630 5,354
(3,941) (1,928)
— (®)
(12) (16)
DIAVIAENIAS PAIA ...ttt ettt et e b s bt s bt e bt e bt e bt e st e st et et e s bt e bt e bt ea e ea e et et et e b e ebe e bt eneentententenee (55) (55)
Cash provided by (used in) financing activities — CONtINUING OPETALIONS .......c.eerverrerrerrerrereeeeieierteseessessesseeseeeesensenees 12 (4,085)
Cash used in financing activities — diSCONtINUEd OPETATIONS .......ervervierierierieieieieriesteeteeteeeteeeeetessessessessesseeseeseensensenses — (35)
Net cash provided by (used in) fINANCING ACHIVILIES......eeieierierierieriieieeieeeeet et este e se e eee e eseeaessessessessessessesseessessessenes 12 (4,120)
Net change in cash and due from DANKS ...........ccooiiiiiiiii ettt 153 (231)
Cash and due from banks at beginning Of PETIOA ........coeriiiiriiriiriii ettt 1,359 1,616
Cash and due from banks at end Of Period ..........................cccoocuveoueecuieieieiieeieeeeeeee et eieeeae e s staesaeesaeesseesseeseens $ 1512 § 1,385
Supplemental disclosure of non-cash investing activities -
Trading securities Pending SELIEMENL ..........ccceeeririririieieieriesesteete ettt et et et e bestestesseeseessessesessessessesseeseessensansensen $ 144 § 20
Transfer 0f 10ans t0 held fOr SALE ......c..ciiiiiiiriiie ettt 33 39

The accompanying notes are an integral part of the consolidated financial statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note Page Note Page
1 Organization and Presentation ............................ 10 12 Accumulated Other Comprehensive Income ...... 42
2 Discontinued Operations...............cccecevevevererennnn. 11 13 Pension and Other Postretirement Benefits ........ 44
3 Trading Assets and Liabilities..............cccccevnee... 12 14 Related Party Transactions..............cccccevevevevenenee. 44
4 SECUTTHES ..o 13 15 Business Segments............ccccoeveveeeeveverereenenenenn. 48
5 LOANS ottt 19 16 Retained Earnings and Regulatory Capital 51

Requirements ...........ccceevevreeeeniieeeeieeresreereenenns
6 Allowance for Credit LOSSES......cccevevrrrrrrerernnnns 29 17 Variable Interest Entities ........c.ccoeverieeerrencnene 51
7 Loans Held for Sale.........cccccooeinininininincnene. 30 18 Guarantee Arrangements, Pledged Assets and 54
Collateral ......ccooeverenenieieiecceeece e
8 Intangible ASSEtS .......cevevevevrveuererereeeeeeeieeeeeeeaeaenns 31 19 Fair Value Measurements...............ococevevevererenenee. 60
9 GOOAWilL....ovieivveeceeeeccee e 33 20 Litigation and Regulatory Matters....................... 79
10 Derivative Financial Instruments......................... 33 21 New Accounting Pronouncements...................... 87
11 Fair Value Option..........ccceevevevereierererenenererenennnns 40

1. Organization and Presentation

HSBC USA Inc. (“HSBC USA”), incorporated under the laws of Maryland, is a New York State based bank holding company and
an indirect wholly-owned subsidiary of HSBC North America Holdings Inc. (“HSBC North America”), which is an indirect wholly-
owned subsidiary of HSBC Holdings plc (“HSBC”). The accompanying unaudited interim consolidated financial statements of
HSBC USA Inc. and its subsidiaries (collectively “HUSI””) 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-
Qand Article 10 of Regulation S-X, as well as in accordance with predominant practices within the banking industry. Accordingly,
they do not include all of the information and footnotes required by generally accepted accounting principles for complete financial
statements. In the opinion of management, all normal and recurring adjustments considered necessary for a fair presentation of
financial position, results of operations and cash flows for the interim periods have been made. HSBC USA (together with its
subsidiaries, “HUSI”’) may also be referred to in these notes to the consolidated financial statements as “we,” “us” or “our.” These
unaudited interim consolidated financial 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. In addition, a reduction in trading assets and trading liabilities of $5.1 billion at
December 31, 2012 was made to properly reflect the elimination of certain affiliate inter-company balances relating to trading
derivatives. We have determined that this correction had no impact to any other consolidated financial information presented for
2012.

The preparation of financial statements in conformity with U.S. GAAP requires the use of estimates and assumptions that affect
reported amounts and disclosures. Actual results could differ from those estimates. Unless otherwise noted, information included
in these notes to the consolidated financial statements relates to continuing operations for all periods presented. See Note 2,
“Discontinued Operations” for further details. Interim results should not be considered indicative of results in future periods.

In May 2013, we consolidated our commercial paper conduit variable interest entity, otherwise known as Bryant Park Funding
LLC ("Bryant Park") upon the completion of a restructuring of that entity. See Note 17, "Variable Interest Entities" for further
details.
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2. Discontinued Operations

Sale of Certain Credit Card Operations to Capital One On August 10,2011, HSBC, through its wholly-owned subsidiaries HSBC
Finance Corporation (“HSBC Finance”), HSBC USA and other wholly-owned affiliates, entered into an agreement to sell its Card
and Retail Services business to Capital One Financial Corporation (“Capital One”). This transaction was completed on May 1,
2012. The sale included our General Motors (“GM”) and Union Plus (“UP”) credit card receivables as well as our private label
credit card and closed-end receivables, all of which were purchased from HSBC Finance. Prior to completing the transaction, we
recorded lower of amortized cost or fair value adjustments on these receivables which, prior to the sale, were classified as held
for sale on our balance sheet as a component of assets of discontinued operations which totaled $440 million in the nine months
ended September 30,2012 and is reflected in net interest income and other revenues in the table below. These fair value adjustments
were largely offset by held for sale accounting adjustments in which loan impairment charges and premium amortization were no
longer recorded. The total final cash consideration allocated to us was approximately $19.2 billion, which did not result in the
recognition of a gain or loss upon completion of the sale as the receivables were recorded at fair value. The sale to Capital One
did not include credit card receivables associated with HSBC Bank USAN. A.'s ("HSBC Bank USA") legacy credit card program
and, therefore, are excluded from the table below. However a portion of these receivables were included as part of the branch sale
to First Niagara Bank, N.A. in 2012 and HSBC Bank USA continues to offer credit cards to its customers. No significant one-time
closure costs were incurred as a result of exiting these portfolios. In connection with the sale of our credit card portfolio to Capital
One, we entered into an outsourcing arrangement with Capital One with respect to the servicing of our remaining credit card
portfolio. In September 2013, the outsourcing arrangement with Capital One ended and we resumed the servicing of our remaining
credit card portfolio.

Because the credit card and private label receivables sold were classified as held for sale prior to disposition and the operations
and cash flows from these receivables were eliminated from our ongoing operations post-disposition without any significant
continuing involvement, we determined we had met the requirements to report the results of these credit card and private label
card receivables sold as discontinued operations for all periods presented.

Following the completion of the sale in May of 2012, there was no remaining impact on our results related to the discontinued
credit cards operations. The following table summarizes the results of our discontinued credit card operations for the prior year
periods:

Three Months Ended  Nine Months Ended
September 30, 2012 September 30, 2012

(in millions)

Net interest income and other reVenUES (V..........oov oo $ — S 541

Income from discontinued operations before iNCOME tax .........cccecveveveerirereninienennens — 315

M Interest expense in 2012 was allocated to discontinued operations in accordance with our existing internal transfer pricing policy. This policy uses match

funding based on the expected lives of the assets and liabilities of the business at the time of origination, subject to periodic review, as demonstrated by the
expected cash flows and re-pricing characteristics of the underlying assets.

At September 30, 2013 and December 31, 2012 there were no remaining assets and liabilities of our discontinued credit cards
operations reported on our consolidated balance sheet.
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3. Trading Assets and Liabilities

Trading assets and liabilities consisted of the following.

September 30, December 31,
2013 2012

(in millions)

Trading assets:

ULS. TIEASUIY....cueveviteeieteeeetet ettt ettt te et ete et e te et ese et esseseaeeseas et e st ete s et e s ese s esessese et essesesesresseseseane $ 2,064 $ 2,484
U.S. Government agency issued or gUaranteed ............cooeeruereeierienienienieniieie ettt 330 337
U.S. Government sponsored enterprises'’) ...........coo.oovioeuorurieeieeeeeeeeeeeeeeeeseeese s 161 32
Obligations of U.S. states and political subdivisions... 16 —
ASSEt DACKEA SECUITHIES ...eeuviiieiieiieiieiteet ettt st eb ettt ettt e b e naes 482 687
Corporate and foreign BONAS®..............cco.oovuoruireeeeeeeeeeee e 7,277 9,583
ONET SECUTTTIES ...nveutententeiieiteit ettt ettt ettt et ettt e at bt ebt bt eb e bt s bttt b e b s b et et et e e ensene 24 36
&g (1o (o8 R 1= 721 SRR 10,587 12,332
|G A7 15 A RS 4,586 5,383

$ 25,527 § 30,874

Trading liabilities:

Securities s0ld, N0t yet PUrChased ...........cccceeririririninineccceeeee e $ 921 § 207
Payables for precious MEtalS.........ocveiieieriiiieie ettt et esae e e ssessaesseenaenseas 3,549 5,767
DIETIVALIVES ...uvveiiieieiee ettt e e ee et e e e et aa e e e e ee it aeeeeeseatareeeesesaaaeeeeeeeaaeeesessestaseeessasereeeeas 6,595 8,725

$ 11,065 $ 14,699

M Includes mortgage backed securities of $134 million and $16 million issued or guaranteed by the Federal National Mortgage Association (“FNMA™) and
$27 million and $16 million issued or guaranteed by the Federal Home Loan Mortgage Corporation (“FHLMC”) at September 30, 2013 and December 31,
2012, respectively.

@ We did not hold any foreign bonds issued by the governments of Greece, Ireland, Italy, Portugal or Spain at either September 30, 2013 or December 31,
2012.

At September 30, 2013 and December 31, 2012, the fair value of derivatives included in trading assets has been reduced by $4.5
billion and $5.1 billion, respectively, relating to amounts recognized for the obligation to return cash collateral received under
master netting agreements with derivative counterparties.

At September 30, 2013 and December 31, 2012, the fair value of derivatives included in trading liabilities has been reduced by
$2.1 billion and $1.3 billion, respectively, relating to amounts recognized for the right to reclaim cash collateral paid under master
netting agreements with derivative counterparties.

See Note 10, "Derivative Financial Instruments" for further information on our trading derivatives and related collateral.
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4. Securities

Our securities available-for-sale and securities held-to-maturity portfolios consisted of the following.

Non-Credit
Loss

Component of
Amortized OTTI Unrealized Unrealized Fair
September 30, 2013 Cost Securities Gains Losses Value
(in millions)
Securities available-for-sale:
U.S. TTCASULY ..eveuveteeiieieieieie ettt $ 18228 $ — 3 423 $ (60) $ 18,591
U.S. Government sponsored enterprises:""
Mortgage-backed SECUTItIES .......ceeerueruirireriinienierieeine 161 — — (11) 150
Collateralized mortgage obligations ........c..cccceceverenuennenee 43 — — 1 42
Direct agency obligations. .........cccueererirerenenenenenieiene 4,082 — 276 (14) 4,344
U.S. Government agency issued or guaranteed:
Mortgage-backed SECUTItIES .......cceeereruirireriinieniereiene 10,800 — 179 (270) 10,709
Collateralized mortgage obligations ........c..cccceceverenuennenee 8,045 — 30 (139) 7,936
Direct agency obligations. .........ceceeererenerenenenenenieene 1 — — — 1
Obligations of U.S. states and political subdivisions............. 867 — 17 (26) 858
Asset backed securities collateralized by:
Residential MOrtgages ........cecveeeveeeeereeriesieeeeeeeeeeiene 1 — 1 — 2
Commercial MOTtZAZES .......ccvveverviererieeieirereeeereeeeniens 133 — 2 — 135
HOME EQUILY ....eveviicicicicicteccececeeee e 272 — — (42) 230
OFhET ...ttt 103 — — — 103
Foreign debt securities™™® ..., 4,805 — 10 (27) 4,788
EqUIty SECUITLIES.....ecuveeiievieiiciieieceecre et 165 — 2 3 164
Total available-for-sale SECUIItIES . .......ccceeveereereereerieeeieeeeeiene $ 47,706 $ — 9 940 $ (593) $ 48,053
Securities held-to-maturity: -
U.S. Government sponsored enterprises:”
Mortgage-backed SECUTTHIES .......ccvveverveeieiieieeiereeeeieans $ 893 $ — 3 105 § — 3 998
U.S. Government agency issued or guaranteed:
Mortgage-backed SECUTItIES ......cceeereruirireriinieniereiene 55 — 9 — 64
Collateralized mortgage obligations ........c..cccceceverenuennenee 225 — 28 — 253
Obligations of U.S. states and political subdivisions............. 31 — 1 — 32
Asset-backed securities collateralized by residential
TNOTEZAZES ...ttt ettt et ere e e s et be e e nenee 21 — 1 — 22
Asset-backed securities and other debt securities held by
consolidated VIE®..........cooocoorveorvoenrieeeeeseesveseesssenoan 320 (112) 21 — 229
Total held-to-maturity SECUIIties. .......evvrvererierereeririererieerienns $ 1,545 $ a12) $ 165 § — $ 1,598
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Amortized Unrealized Unrealized Fair
December 31, 2012 Cost Gains Losses Value
(in millions)
Securities available-for-sale:
LS. TTCASUTY. ... curueeeeeeeaeeceeeeseaeseseesessesesesssssesesesesssssesesesesssasesesesesesesasana $ 34,800 $ 566 $ (24) § 35,342
U.S. Government sponsored enterprises:""
Mortgage-backed SECUTILIES. ......c.evververerieieieieieieeeeeeee e 144 1 (1) 144
Collateralized mortgage obligations...........ccecvecerererenencnenenenennen 22 — — 22
Direct agency obligations..........c.coveeriererieenieinieinieineeeeeeeeenes 4,039 364 () 4,401
U.S. Government agency issued or guaranteed:
Mortgage-backed SECUTILIES. ......c.eoueverreririeiirieiirieiirieirceeeeee e 15,646 674 (6) 16,314
Collateralized mortgage obligations...........ccecueceeererinenenenenenennen 4,315 156 — 4,471
Direct agency obligations..........ccccevvevierienienieieiieeeieineneeeeeseeeen 1 — — 1
Obligations of U.S. states and political subdivisions.........c..cecceceverennene 877 37 (2) 912
Asset backed securities collateralized by:
Residential MOTtages ........ccevververierienieieieieiceeeeeeeeese e 1 — — 1
Commercial MOITZAZES ....c.evvervieverierieieieieieieeee et 208 6 — 214
HOME EQUILY ...veeviiieiiriieiceteereeeee ettt 310 — (52) 258
ONET .ttt 102 — (18) 84
Corporate and other domestic debt SECUTTtIES ......cceeveererenirerinenienaens 24 2 — 26
Foreign debt Securities™® ..o 5,385 16 (48) 5,353
EQUILY SECUITHIES ..evvevieeieiieieeiieie ettt eseene e 167 6 — 173
Total available-for-sale SECUIItIES ........c.cocerviererenienieieieeceeiceeec e $ 66,041 $ 1828 § (153) $ 67,716
Securities held-to-maturity: -
U.S. Government sponsored enterprises:*®’
Mortgage-backed SECUTILIES. .......oovrveveviiirieieieirieieeee s $ 1,121 § 148 $ — & 1,269
U.S. Government agency issued or guaranteed:
Mortgage-backed SECUTILIES. ......o.evveruerieieieieieieecceceese e 66 12 — 78
Collateralized mortgage obligations...........ccceeeuereerieneenenieneeceeee 277 42 — 319
Obligations of U.S. states and political subdivisions...........c..ccceceveuenee 38 3 — 41
Asset-backed securities collateralized by residential mortgages............ 118 6 — 124
Total held-to-maturity SECUTTLIES. .......ecvrvrvereerieieteeeiieieieeeeeie e $ 1,620 $ 211§ — § 1,831
M Includes securities at amortized cost of $170 million and $153 million issued or guaranteed by FNMA at September 30, 2013 and December 31, 2012,
respectively, and $34 million and $13 million issued or guaranteed by FHLMC at September 30, 2013 and December 31, 2012, respectively.
@ At September 30, 2013 and December 31, 2012, foreign debt securities consisted of $1.2 billion and $1.5 billion, respectively, of securities fully backed by
foreign governments. The remainder of foreign debt securities represents foreign bank or corporate debt.
@ Includes securities at amortized cost of $422 million and $507 million issued or guaranteed by FNMA at September 30, 2013 and December 31, 2012,
respectively, and $471 million and $614 million issued and guaranteed by FHLMC at September 30, 2013 and December 31, 2012, respectively.
@ We did not hold any foreign debt securities issued by the governments of Greece, Ireland, Italy, Portugal or Spain at September 30, 2013 and December 31,
2012.
[©)]

Relates to securities held by Bryant Park Funding LLC, a variable interest entity which was consolidated in May 2013. See Note 17, "Variable Interest

Entities" for additional information.
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The following table summarizes gross unrealized losses and related fair values as of September 30, 2013 and December 31,2012
classified as to the length of time the losses have existed:

One Year or Less Greater Than One Year
Number Gross Aggregate Number Gross Aggregate
of Unrealized Fair Value of Unrealized Fair Value
September 30, 2013 Securities Losses of Investment Securities Losses of Investment

(dollars are in millions)

Securities available-for-sale:

U.S. Treasury ....ccoeveevveeeerieeeeieeeenresnesneennns 10 $ “43) $ 5,644 7 8 a7n s 609
U.S. Government sponsored enterprises...... 31 21) 531 16 5) 237
U.S. Government agency issued or
UAranteed ........cocoeevverieneeieinenenee e 202 (409) 7,759 1 — —
Obligations of U.S. states and political
SUbdIVISIONS ....c.covviiiiiiiiiciicc 50 (26) 455 — — —
Asset backed securities ............ccoccoevcennnne — — — 12 (42) 241
Foreign debt securities...........ccocververvenennen. 1 — 15 8 27 3,324
Equity Securities ..........ccoevirioiiniinecnnnn. 1 3) 156 — — —
Securities available-for-sale...........c..coccoenennene. 295 § (502) $§ 14,560 4 $ 1) $ 4,411
Securities held-to-maturity:
U.S. Government sponsored enterprises...... 15 $ — S — 45 $ — S —
U.S. Government agency issued or
gUAranteed ......coovveeeriieieiee e 72 — — 874 — 2
Obligations of U.S. states and political
SUDAIVISIONS .....ovieierieeiiereeie e 5 — 2 2 — —
Asset backed securities ..........ccooeverervenennen. 2 — 2 — — —
Securities held-to-maturity..............ccoccveunene 94 $ — 3 4 921 $ — $ 2
One Year or Less Greater Than One Year
Number Gross Aggregate Number Gross Aggregate
of Unrealized Fair Value of Unrealized Fair Value
December 31, 2012 Securities Losses of Investment Securities Losses of Investment

(dollars are in millions)

Securities available-for-sale:

U.S. TIeASUTY ..cevveervireiiieeeieereeereeenenene 6 $ 3) S 3,344 6 3 2D s 587
U.S. Government sponsored enterprises...... 9 3) 431 14 — 7
U.S. Government agency issued or
guaranteed ..o 18 (6) 1,059 — — —
Obligations of U.S. states and political
SUDAIVISIONS .....cveviiiciiicicceeceeeeeee 14 2) 168 1 — 7
Asset backed seCurities .........ccccveerreennennn 3 — 20 13 (70) 354
Foreign debt securities...........ccoocvevvereenennen. — — — 9 (48) 3,787
Securities available-for-sale............ccocoevvveunee. 50 § (14§ 5,022 43§ (139) § 4,742
Securities held-to-maturity: -
U.S. Government sponsored enterprises...... 24§ — 3 — 52 $ — 3 —
U.S. Government agency issued or
guaranteed ........ocooveeverreeeieieineeene e 75 — — 947 — 2
Obligations of U.S. states and political
SUDAIVISIONS ... 2 — 1 1 — —
Asset backed securities .........ccccoceeererennenne. 1 — 4 2 —
Securities held-to-maturity ...........cceceveeienene 102 $ — $ 5 1,002 $ — $ 9
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Net unrealized gains decreased within the available-for-sale portfolio in the first nine months of 2013 primarily due to a significant
rise in yields on U.S. Treasury and other U.S. Government securities during 2013 due to concerns that the Federal Reserve will
wind down its bond buying program sooner than previously expected as well as security sales during the first nine months of 2013.
We have reviewed the securities for which there is an unrealized loss for other-than-temporary impairment in accordance with our
accounting policies. During the three and nine months ended September 30, 2013 and 2012, none of our debt securities were
determined to have either initial other-than-temporary impairment or changes to previous other-than-temporary impairment
estimates relating to credit.

Upon consolidation of Bryant Park Funding LLC during the second quarter of 2013, we have held-to-maturity asset backed
securities totaling $208 million at September 30, 2013 which were previously determined to be other-than-temporarily impaired.
We do not consider any other debt securities to be other-than-temporarily impaired at September 30, 2013 as we expect to recover
their amortized cost basis and we neither intend nor expect to be required to sell these securities prior to recovery, even if that
equates to holding securities until their individual maturities. However, additional other-than-temporary impairments may occur
in future periods if the credit quality of the securities deteriorates.

On-going Assessment for Other-Than-Temporary Impairment On a quarterly basis, we perform an assessment to determine
whether there have been any events or economic circumstances to indicate that a security with an unrealized loss has suffered
other-than-temporary impairment. A debt security is considered impaired if its fair value is less than its amortized cost at the
reporting date. If impaired, we assess whether the unrealized loss is other-than-temporary.

An unrealized loss is generally deemed to be other-than-temporary and a credit loss is deemed to exist if the present value of the
expected future cash flows is less than the amortized cost basis of the debt security. As a result, the credit loss component of an
other-than-temporary impairment write-down for debt securities is recorded in earnings while the remaining portion of the
impairment loss attributable to factors other than credit loss is recognized, net of tax, in other comprehensive income provided we
do not intend to sell the underlying debt security and it is more likely than not that we would not have to sell the debt security
prior to recovery.

For all securities held in the available-for-sale or held-to-maturity portfolios for which unrealized losses attributed to factors other
than credit have existed for a period of time, we do not have the intention to sell and believe we will not be required to sell the
securities for contractual, regulatory or liquidity reasons as of the reporting date. Our assessment for credit loss was concentrated
on private label asset-backed securities. Substantially all of the private label asset-backed securities are supported by residential
mortgages, home equity loans or commercial mortgages. Our assessment for credit loss was concentrated on this particular asset
class because of the following inherent risk factors:

*  The recovery of the U.S. economy has been slow;
*  The high levels of pending foreclosure volume associated with a U.S. housing market in the early stages of recovery;
*  Alack of significant traction in government sponsored programs in loan modifications;

* A lack of refinancing activities within certain segments of the mortgage market, even at the current low interest rate
environment, and the re-default rate for refinanced loans;

*  The unemployment rate although improving remains high compared with historical levels;
*  The decline in the occupancy rate in commercial properties; and
*  The severity and duration of unrealized loss.

For a complete description of the factors considered when analyzing debt securities for impairment, see Note 7, "Securities" in
our 2012 Form 10-K. There have been no material changes in our process for assessing impairment during 2013.

For the three and nine months ended September 30,2013 and 2012 there were no other-than-temporary impairment losses recognized
related to credit loss. At September 30, 2013, as a result of consolidating a previously unconsolidated VIE in the second quarter
of 2013, the excess of discounted future cash flows over fair value, representing the non-credit component of the unrealized loss
associated with all other-than-temporarily impaired securities, was $112 million. At December 31, 2012, there were no non-credit
component unrealized loss amounts recognized.

The following table summarizes the rollforward of credit losses on debt securities that were other-than-temporarily impaired which
have previously been recognized in income that we do not intend to sell nor will likely be required to sell:

16



HSBC USA Inc.

Three Months Ended Nine Months Ended
September 30, 2013 September 30, 2013

(in millions)

Credit losses at the beginning of the period...........ccccocevereienereieieeeceee e $ 61 $ —

Credit losses previously recognized on held-to-maturity debt securities of VIE
consolidated during the second quarter of 2013 .........ccoooiiiiiiiiiiiieeeeeee — 61

Ending balance of credit losses on held-to-maturity debt securities for which a
portion of an other-than-temporary impairment was recognized in other
comprehensive INCOME (10SS) .....cviiieriiiiiiiiiiieiieieste ettt ee e e sae st sbeeae e esasreens $ 61 $ 61

At September 30, 2013, we held 24 individual asset-backed securities in the available-for-sale portfolio, of which 8 were also
wrapped by a monoline insurance company. The asset-backed securities backed by a monoline wrap comprised $333 million of
the total aggregate fair value of asset-backed securities of $470 million at September 30, 2013. The gross unrealized losses on
these monoline securities were $42 million at September 30, 2013. We did not take into consideration the value of the monoline
wrap of any non-investment grade monoline insurers as of September 30, 2013 and, therefore, we only considered the financial
guarantee of monoline insurers on securities for purposes of evaluating other-than-temporary impairment on securities with a fair
value of $100 million. No security wrapped by a below investment grade monoline insurance company was deemed to be other-
than-temporarily impaired at September 30, 2013.

At December 31, 2012, we held 27 individual asset-backed securities in the available-for-sale portfolio, of which 8 were also
wrapped by a monoline insurance company. The asset-backed securities backed by a monoline wrap comprised $343 million of
the total aggregate fair value of asset-backed securities of $557 million at December 31, 2012. The gross unrealized losses on these
monoline securities were $69 million at December 31, 2012. We did not take into consideration the value of the monoline wrap
of any non-investment grade monoline insurers as of December 31,2012 and, therefore, we only considered the financial guarantee
of monoline insurers on securities with a fair value of $110 million for purposes of evaluating other-than-temporary impairment.
No security wrapped by a below investment grade monoline insurance company was deemed to be other-than-temporarily impaired
at December 31, 2012.

As discussed above, certain asset-backed securities in the available-for-sale portfolio have an embedded financial guarantee
provided by monoline insurers. Because the financial guarantee is not a separate and distinct contract from the asset-backed security,
they are considered as a single unit of account for fair value measurement and impairment assessment purposes. The monoline
insurers are regulated by the insurance commissioners of the relevant states and certain monoline insurers that write the financial
guarantee contracts are public companies. We did not consider the value of the monoline wrap of any non-investment grade
monoline insurer at September 30, 2013 and December 31, 2012. In evaluating the extent of our reliance on investment grade
monoline insurance companies, consideration is given to our assessment of the creditworthiness of the monoline and other market
factors. We perform both a credit as well as a liquidity analysis on the monoline insurers each quarter. Our analysis also compares
market-based credit default spreads, when available, to assess the appropriateness of our monoline insurer’s creditworthiness.
Based on the public information available, including the regulatory reviews and actions undertaken by the state insurance
commissions and the published financial results, we determine the degree of reliance to be placed on the financial guarantee policy
in estimating the cash flows to be collected for the purpose of recognizing and measuring impairment loss.

A credit downgrade to non-investment grade is a key but not the only factor in determining the credit risk or the monoline insurer’s
ability to fulfill its contractual obligation under the financial guarantee arrangement. Although a monoline may have been down-
graded by the credit rating agencies or have been ordered to commute its operations by the insurance commissioners, it may retain
the ability and the obligation to continue to pay claims in the near term. We evaluate the short-term liquidity of and the ability to
pay claims by the monoline insurers in estimating the amounts of cash flows expected to be collected from specific asset-backed
securities for the purpose of assessing and measuring credit loss.

Realized Gains (Losses) The following table summarizes realized gains and losses on investment securities transactions attributable
to available-for-sale securities.

Three Months Ended Nine Months Ended

September 30, September 30,
2013 2012 2013 2012
(in millions)
GrOSS 1€AlIZEA ZAINS .....eevieeiiiieiieiieie ettt ettt te e b e seesseseeesbessaesaeesaesseensans $ 68 $ 59 § 275 $ 260
Gross 16al1Z€d 10SSES ......ccouiriiuiiiiiiiiiicice e 33) 9) 94) (115)

Net realized gains $ 35 § 50 $ 181 $§ 145
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During the first quarter of 2013, we sold six asset-backed securities out of our held-to-maturity portfolio with a total carrying value
of $71 million and recognized a gain of $8 million. These sales were in response to the significant credit deterioration which had
occurred on these securities which had been classified as substandard for regulatory reporting purposes and, therefore, these
disposals do not affect our intent and ability to hold our remaining held-to-maturity portfolio until maturity.

Contractual Maturities and Yields The following table summarizes the amortized cost and fair values of securities available-for-
sale and securities held-to-maturity at September 30, 2013 by contractual maturity. Expected maturities differ from contractual
maturities because borrowers have the right to prepay obligations without prepayment penalties in certain cases. Securities available-
for-sale amounts exclude equity securities as they do not have stated maturities. The table below also reflects the distribution of
maturities of debt securities held at September 30, 2013, together with the approximate taxable equivalent yield of the portfolio.
The yields shown are calculated by dividing annual interest income, including the accretion of discounts and the amortization of
premiums, by the amortized cost of securities outstanding at September 30, 2013. Yields on tax-exempt obligations have been
computed on a taxable equivalent basis using applicable statutory tax rates.

After One After Five
Within But Within But Within After Ten
One Year Five Years Ten Years Years
Taxable Equivalent Basis Amount Yield Amount Yield Amount Yield Amount Yield

(dollars are in millions)

Available-for-sale:

U.S. Treasury ....ocoeeeeeeeeeeenieeeeeeeeeeeenne $ 500 32% $ 13,165 82% $ 2,656 245% $ 1,907 4.07%
U.S. Government sponsored
153111535 0) 0 1< S 50 .38 570  2.36 2,940 3.20 726  3.99
U.S. Government agency issued or
guaranteed........coceveveeeienieieinenceene. — — 15 423 86 2.28 18,745  2.68
Obligations of U.S. states and political
SUDAIVISIONS ..oovenvenieiciieieiceiirceiceiee, — — 88 3.95 329 3.54 450  3.56
Asset backed securities........c.ccooerenee — — 1 2.02 11 .39 497  2.62
Foreign debt securities.........cc.ceceeerenene 657  2.60 4,148 195 — — —
Total amortized COSt.......cocovvvvevviiviieeineee. $ 1,207 157% $ 17987 1.14% $ 6,022 2.87% $ 22,325 2.86%
Total fair value..........ccoevevievericeeriierieenn $ 1,210 $ 18,027 $ 6,374 $ 22,278

Held-to-maturity:

U.S. Government sponsored

ENLEIPIISES ..ovvvveerreerereerereiereseresereanas $ 1 8.00% $ 1 720% $ 2 8.02% $ 889 6.16%
U.S. Government agency issued or
guaranteed........cocooveveeeienieieinenceene, — — 1 762 2 7.69 277 6.51
Obligations of U.S. states and political
SUDAIVISIONS ...ovvenveevenieeeieieeeieve e 5 499 12 470 6 3.96 8 512
Asset backed securities...........cceeeueenennn. — — — — — — 21 6.24
Asset backed securities issued by
consolidated VIE .........ccccocovuiieeinnnn. — — — — 67 .29 141 29
Total amortized COSt....cccvvevveeeeeeeeeeeennn $ 6 571% $ 14 518% $ 77 96% $ 1,336 5.61%
Total fair Value.......ooeeeeeeeeeeeeeeeeeeeeeeeeeeenn $ 6 $ 16 $ 79 $ 1,497

Investments in Federal Home Loan Bank (“FHLB”) stock and Federal Reserve Bank (“FRB”) stock of $139 million and $482
million, respectively, were included in other assets at September 30, 2013. Investments in Federal Home Loan Bank (“FHLB”)
stock and Federal Reserve Bank (“FRB”) stock of $143 million and $483 million, respectively, were included in other assets at
December 31, 2012.
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5. Loans

Loans consisted of the following:

September 30, December 31,
2013 2012

(in millions)

Commercial loans:

Construction and Other 1l ESTALE ..........cevvievierrieieiieieceete sttt ereesae e saeeneas $ 8919 § 8,457
Business and corporate Danking ............cocceeeererierieienieieinenceese ettt 13,668 12,608
GIODAL BANKINGP ...ttt 23,370 20,009
Other COMMETTIAL .....c..eiiiiiiiiiiiiirt ettt ettt ettt bbb e 2,552 3,076
TOtal COMIMETCIAL......cuieiieiieiieiietiett ettt ettt ste et esteesbeste e b e steesbeeseessesseenseeseesseeseesseeseesseeseas 48,509 44,150
Consumer loans:
Residential MOTEZAZES ...c.ceveuieuiriiiiietieteite ettt ettt ettt ettt ettt b et ebe b e 15,720 15,371
HOME €qUItY MOTEZAZES. ....c.eeueeuiriiriirtieterie ettt ettt ettt ettt ettt et et ebe e sae b b e 2,087 2,324
CLEAIE CATAS ..ttt ettt ettt ettt et ea bbbt s bt s b et et et et et e st et e st ebeebeebeebeabeee 856 815
(0131 70741 1111 1< PSR SUR 538 598
TOtAl CONSUIMET .....evviiieiieeiieetiettet et ettt et e et e steeteesteestesaeesbesseessasseessesssessesssenseeseessesseessesssessensens 19,201 19,108
0] 1 0 05T $ 67,710 $ 63,258
m

Represents large multinational firms including globally focused U.S. corporate and financial institutions and U.S. Dollar lending to multinational banking
customers managed by HSBC on a global basis as well as loans to HSBC affiliates.

@ Includes loans to HSBC affiliates of $5.9 billion and $4.5 billion at September 30, 2013 and December 31, 2012, respectively. See Note 14, "Related Party
Transactions" for additional information regarding loans to HSBC affiliates.

Net deferred origination costs (fees) totaled ($10 million) and $30 million at September 30, 2013 and December 31, 2012,
respectively.

At September 30, 2013 and December 31, 2012, we had a net unamortized premium on our loans of $17 million and $25 million,
respectively. We amortized net premiums of $1 million and $4 million on our loans in the three and nine months ended September
30, 2013, respectively, compared with $2 million and $20 million on our loans in the three and nine months ended September 30,
2012, respectively.

Age Analysis of Past Due Loans The following table summarizes the past due status of our loans at September 30, 2013 and
December 31, 2012. The aging of past due amounts is determined based on the contractual delinquency status of payments under
the loan. An account is generally considered to be contractually delinquent when payments have not been made in accordance
with the loan terms. Delinquency status may be affected by customer account management policies and practices such as re-age,
which results in the re-setting of the contractual delinquency status to current.
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Past Due Total Past Due
At September 30, 2013 30-89days 90+days 30 Daysor More Current”  Total Loans
(in millions)
Commercial loans:
Construction and other real eState........cccevvveeeeeveeeeeeeereennee. $ 3 S 58 $ 61 $ 8858 $ 8919
Business and corporate banking ...........c.cceceeeeievienceeeennnn 42 35 77 13,591 13,668
Global BanKing.........cceceeeeeririneninenesere e — 4 4 23,366 23,370
Other commercial .........occeceverinenenineneneeeeceeeeeeee 28 27 55 2,497 2,552
Total COMMETCIAL........ccovieiierieiieiieiee et 73 124 197 48,312 48,509
Consumer loans:
Residential mOrt@ages.........covevvieeervieeeniieieireeeesieeeeseennens 457 1,043 1,500 14,220 15,720
Home equity MOrtgages........cecveeerereeeneeerieneeeeseeee s 29 64 93 1,994 2,087
Credit Cards ......oocveivieieeieieeeereeeere et 15 13 28 828 856
Other CONSUMET ........ccuierieereeiieeiieeteeeee e e eereereeeveevee e 7 24 31 507 538
TOtal CONSUMET ....eevuvieeieeiieiiieeieeeire et ete et sve e sre e e neaeens 508 1,144 1,652 17,549 19,201
Total I0ANS ...........cooviviiiiiieiececeeeee et $ 581 $ 1,268 $ 1,849 § 65,861 67,710
Past Due Total Past Due
At December 31, 2012 30-89days 90+days 30 Days or More Current”  Total Loans
(in millions)
Commercial loans:
Construction and other real estate...............ccceeeevvieeenneennn. $ 89 §$§ 152 § 241 $ 8216 $ 8,457
Business and corporate banking ..............cceevveeverieiieniennnns 73 70 143 12,465 12,608
Global banKing..........cccceeeeirieieiiiseeese e 30 8 38 19,971 20,009
Other commercial ..........cooovvieviiiiiiiiieeiceeeee e 16 31 47 3,029 3,076
Total commercial...........cceeevieviieiiieiierie e 208 261 469 43,681 44,150
Consumer loans:
Residential mortgages........coveevereieneineeniiieneeeereeeeseene 493 976 1,469 13,902 15,371
Home equity mortgages. ........coceeeverueruenienenieieeeceeeeneenne 40 82 122 2,202 2,324
Credit Cards......ocoveiveeiecieieceeieeeete ettt 14 15 29 786 815
Other CONSUIMET .......ceveeiieieetieieeeieteeeete e sseeee e eaesseennens 5 33 38 560 598
Total CONSUMET.........eeeiieiieeieeiiecie et eee e ae e e 552 1,106 1,658 17,450 19,108
TOtal 1OANS ..c.veeeeeiieiecieeeeeee e $ 760 $ 1,367 $ 2,127 $ 61,131 $ 63,258

' Loans less than 30 days past due are presented as current.

Nonaccrual Loans Nonaccrual loans totaled $1.4 billion and $1.6 billion at September 30, 2013 and December 31, 2012,
respectively. Interest income that would have been recorded if such nonaccrual loans had been current and in accordance with
contractual terms was approximately $25 million and $86 million in the three and nine months ended September 30, 2013,
respectively, compared with $37 million and $92 million in the three and nine months ended September 30, 2012, respectively.
Interest income that was included in interest income on these loans was $11 million and $27 million in the three and nine months
ended September 30,2013, respectively, compared with $10 million and $14 million in the three and nine months ended September
30, 2012, respectively. For an analysis of reserves for credit losses, see Note 6, “Allowance for Credit Losses.”
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Nonaccrual loans and accruing receivables 90 days or more delinquent consisted of the following:

September 30, December 31,
2013 2012

(in millions)

Nonaccrual loans:

Commercial:
REAI ESALE:...eiiutieiieeiiecie ettt ettt e ettt e et e et eesbeeteesebeesseessbaessaaesseessaeensaeseeans
Construction and 1and 108NS .............ccceeieviieririeriieiieeee et $ 4 3 104
OthEr TEAL ESTALE .....euviivieiieeieiietieie ettt ettt ettt e et e te e b e e st esseessesseessesseeseesseeneas 103 281
Business and corporate Danking ...........ccooeeriiieiiiiiie i 47 47
(€2 e) 021 I 0T 11 =P TRRP 14 18
Other commercial 2 13
Total COMMETCIAL......ccuiieiieiieeie ettt ettt e et e st e e taeebeesbaeesbeeseessseenseesasens 210 463
Consumer:
Residential MOTEZAZES ....c.eevvieieriieeieriieie ettt ettt ettt e et et e ste e b e e e esbeeseesseeseesseesaesseeneas 1,020 1,038
Home equity MOTTZAZES ....cveeuieiieeieiieierie ettt ettt ettt se et sae et e saeeneas 85 86
Total residential mortgages'" 1,105 1,124
Other CONSUMET 10ANS ... ...eeivieieiieieitieie st ete et ete st eae st et e steebestae s e essesseessesseeseesseessesseeneas — 5
Total CONSUMET JOANS. ... .uveiiiiiiiiiiee ettt e et e e e e et e e e s esaaaeeeeeesaaaeeeessennes 1,105 1,129
Nonaccrual 1oans held for Sale.........c.oviiiirieiiiiee e 45 37
Total NONACCIUING LOANS ...........coooviiiiiiiiiiiice ettt e b et e esseese s 1,360 1,629
Accruing loans contractually past due 90 days or more:
Commercial:
REAL ESTALE: ...uviitieiieeiieieeieie ettt ettt ettt ettt ettt et s te e e s sa e b e ssa e s e essesseesseseennesseensesseeneas
Construction and 1and 10ANS ...........cceciiviiiieiiiieie et —
Other 181 ESTALE ... .ccuiiiiieiieiie ettt ettt e e e e sbeeebe e teeeabeesseeesbeessneenseennes — 8
Business and corporate DANKINg...........ccocvvevierierieiienieiiee et — 28
Other commercial 9 1
Total COMMEICIAL.......eoiiiiiieeii ettt e et e s e e teeebeessaeease e eaeenseeseeens 9 37
Consumer:
Credit €ard reCEIVADIES ......ccvieiiiieiiiieiecte ettt b et sr e e re e sae e 13 15
OthET COMSUITIET ....vieivieiiieiieeiieeiieete et e ete e et e ebeesaeeeebeesbeessseeseesssaaseessseesssessseessseessennseeans 24 28
Total CONSUMET LOANS. ......c.eeiiieiieiieierii ettt ettt ettt e esseesaeseesaesseesaesseeneas 37 43
Total accruing loans contractually past due 90 days or more...............ccocooceniiiiinnininnenenn. 46 80
Total nonperforming LOANS...................ocoiiiiiiiiiicicceeeeeeee ettt b e $ 1,406 $ 1,709

" Nonaccrual residential mortgages includes all receivables which are 90 or more days contractually delinquent as well as loans discharged under Chapter 7 bankruptcy and not re-

affirmed and second lien loans where the first lien loan that we own or service is 90 or more days contractually delinquent.
Impaired Loans A loan is considered to be impaired when it is deemed probable that not all principal and interest amounts due
according to the contractual terms of the loan agreement will be collected. Probable losses from impaired loans are quantified and
recorded as a component of the overall allowance for credit losses. Commercial and consumer loans for which we have modified
the loan terms as part of a troubled debt restructuring are considered to be impaired loans. Additionally, commercial loans in
nonaccrual status, or that have been partially charged-off or assigned a specific allowance for credit losses are also considered
impaired loans.

Troubled debt restructurings Troubled debt restructurings ("TDR Loans") represent loans for which the original contractual terms
have been modified to provide for terms that are less than what we would be willing to accept for new loans with comparable risk
because of deterioration in the borrower’s financial condition.

Modifications for consumer and commercial loans may include changes to one or more terms of the loan, including, but not limited
to, a change in interest rate, extension of the amortization period, reduction in payment amount and partial forgiveness or deferment
of principal. A substantial amount of our modifications involve interest rate reductions which lower the amount of interest income
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we are contractually entitled to receive in future periods. Through lowering the interest rate and other loan term changes, we believe
we are able to increase the amount of cash flow that will ultimately be collected from the loan, given the borrower’s financial
condition. TDR Loans are reserved for either based on the present value of expected future cash flows discounted at the loans’
original effective interest rates which generally results in a higher reserve requirement for these loans or in the case of certain
secured commercial loans, the estimated fair value of the underlying collateral. Once a consumer loan is classified as a TDR Loan,
it continues to be reported as such until it is paid off or charged-off. For commercial loans, if subsequent performance is in
accordance with the new terms and such terms reflect current market rates at the time of restructure, they will no longer be reported
as a TDR Loan beginning in the year after restructuring. Since 2010, approximately $11 million of commercial loans have met
this criteria and have been removed from TDR Loan classification.

The following table presents information about receivables which were modified during the three and nine months ended September
30, 2013 and 2012 and as a result of this action became classified as TDR Loans.

Three Months Ended  Nine Months Ended
September 30, September 30,

2013 2012 2013 2012

(in millions)

Commercial loans:

Construction and other real eState............ccuevuiieeriiiieiiciece e $ — $ 33 $§ 15 $ 105
Business and corporate Danking ............cceceveeieririeniniereeene e 29 1 34 22
G1ODAl DANKING........eciiiieiieiiieiieieieete ettt ettt et se et et esbe b e beesaesseessenseessesseenns 51 — 51 —
Total COMMETCIAL......cuiiiiiiiiieiie ettt ete e s aaeebeessseensee e 80 39 100 127
Consumer loans:
Residential MOTtZAZES......c.ecieiierieiieiieiieiete ettt sae e e ste st et e e et esaesreessesseessesseens 64 220 155 328
CTEAIL CATAS ...vieeiieiieeieeee ettt ettt et e ettt e e te e s teeebeessbeesaeessseessaeesseesseesssaenseees — 1 1 3
TOtAl CONSUIMET......c..eeuieiieiieiieiiett ettt ettt ettt ete st esesseessesnaesseensenseesaeseensaseensenseenes 64 221 156 331
TOtAL ettt ettt ettt ettt b e a b et e et e e b e ete e st e te e b e ere e beentesreensesteensenreans $ 144 § 260 $ 256 § 458

The weighted-average contractual rate reduction for consumer loans which became classified as TDR Loans during the three and
nine months ended September 30, 2013 was 1.80 percent and 2.00 percent, respectively, compared with 1.90 percent and 1.80
percent during the three and nine months ended September 30, 2012, respectively. Weighted-average contractual rate reduction
for commercial loans was not significant in both number of loans and rate.

The following tables present information about our TDR Loans and the related credit loss reserves for TDR Loans:

September 30, December 31,
2013 2012

(in millions)

TDR Loans"®:
Commercial loans:
Construction and Other real ESTALE ...........cceevvieiiiieieiicieeeer ettt $ 375 $ 343
Business and corporate Danking...........ccccoeveieieieieinineninene sttt 51 86
G1ODAL DANKING ...ttt ettt ettt eb e bt sbe et et e sbe st e e ae e ensens et eneeneeneeneeneas 51 —
Other COMMETCIAL.......ccuieiiiieieeieie ettt ettt e e et e s e et esseenaesseensesseenseeseensennnenes 27 31
TOtal COMIMIETCIAL.....cvviiiiiiieeeie ettt e e e ettt e s e aae e e eaaeeeeaeeeesnteeesnaseesnnaeeas 504 460
Consumer loans:
Residential MOTtZAZESs P..........c..oovioieoeeeeee oo 921 960
CIEAIE CATAS ..ttt ettt ettt et e et e e et e e e e st e st e eseeseeneesseeneesseensesseenseeseensennsenes 10 14
TOTAl COMSUIMET ....vveeitieiieeieeciie et eite et e st e et estte e bt estbeesbeeesaeessaessseenseessseenseensseanseenssesnseenssesnseenns 931 974
Total TDR LOANS™ ...t $ 1435 § 1434

22



HSBC USA Inc.

September 30, December 31,
3 2012

(in millions)
Allowance for credit losses for TDR Loans®:
Commercial loans:

Construction and Other AL €STALE ............covverieeeee et e e e e e eareeeeaneeas $ 12§ 23
Business and corporate Danking ..........c.ccoceereiieiiiieiieene e 30 3
GlODAL DANKING ..ottt ettt ettt st e et e e st eseeneesseenaesseensesseensessaensenssenes 4 —
Other COMMETCIAL.......eiiiieiieiii ettt ettt e e et esaeebeesebeebeessbeesseensseenseessseenseesens — —
TOtal COMMETCIAL......eecvieieiieieeiiete ettt ettt ettt e st e et e s st esseeseeseeneesseensesseensesseensessaensenssenes 46 26

Consumer loans:

Residential MOTEZAZES .....co.evueruirtirieriirteietetet ettt sttt sttt et ettt et ebe i 68 109
CIEAIE CALAS ..ttt b et h et e et e e bt e st e s bt este s be e teebe e eeeneenee 3 5
TOtAl COMSUIMIET ...ttt ettt b et sb et b e sttt e ettt eaeebeebeeaea 71 114

Total allowance for credit losses for TDR LOans...........ccccooiiiiiiiiiiiioiiccceeeeeeeee e $ 117 §$ 140

™ TDR Loans are considered to be impaired loans. For consumer loans, all such loans are considered impaired loans regardless of accrual status. For commercial
loans, impaired loans include other loans in addition to TDRs which totaled $98 million and $237 million at September 30, 2013 and December 31, 2012,
respectively.

@ The TDR Loan balances included in the table above reflect the current carrying amount of TDR Loans and includes all basis adjustments on the loan, such
asunearned income, unamortized deferred fees and costs on originated loans, partial charge-offs and premiums or discounts on purchased loans. The following
table reflects the unpaid principal balance of TDR Loans:

September 30, December 31,
2013 2012
(in millions)
Commercial loans:
Construction and OthEr TEAL ESTALE .............ccvievieieitieriee ettt et e et eteete e e eeteeseeeeeteeteeseeaeeaseseessenseeseereens $ 393 $ 398
Business and cOrporate DanKING.........c.ceevueieiiirieieiiee ettt sttt ettt ere e 89 137
GLODAL DANKINE........cuiiiiiiiciircee ettt ettt st 51 —
Other COMMETCIAL.......cueuiiieiiiiicict ettt sttt s ea e e b b ese s enese e 30 34
Total commercial 563 569
Consumer loans:
Residential MOTGAZES .........cuovevririiiiiieiiiriee sttt 1,101 1,118
CTEAIE CATAS ...ttt bt ettt b bt st e bt b et e st es et e st e bt s s et e bt et et et ene st et ebesbe st eneerenne 10 14
TOtAl COMSUIMET . ...ttt n e ennas 1,111 1,132
TOAL ..ttt e bbbt b etk e ettt bt et $ 1,674 §$ 1,701

©®  Includes $687 million and $608 million at September 30, 2013 and December 31, 2012, respectively, of loans that are recorded at the lower of amortized
cost or fair value of the collateral less cost to sell.

@ Includes $404 million and $519 million at September 30, 2013 and December 31, 2012, respectively, which are classified as nonaccrual loans.

)

Included in the allowance for credit losses.
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The following table provides additional information relating to TDR Loans.

Three Months Ended  Nine Months Ended
September 30, September 30,

2013 2012 2013 2012

(in millions)

Average balance of TDR Loans
Commercial loans:

Construction and other real €State ...........ccocvveevieiiiierieieeieceeeeeeeee e $ 405 § 364 $ 362 § 361
Business and corporate Danking...........ccoocvecverieeierieneneeieneeieseeie e 39 85 49 92
G1ODAL DANKING ...ttt ettt sttt eae s 25 — 13 —
Other COMMETCIAL........ccviiiiiiii ettt ebe e raeebe e 28 34 29 34
Total COMMETCIAL.......ccvieiieiieiieiieieie ettt ettt st e e esbesseenseesaensesseenes 497 483 453 487
Consumer loans:
Residential MOrt@ages') .........o.covvveveeieeeeeeeeeeeeeeeee e 904 745 910 676
CIEAIE CATAS .vvevieereiiieieeieeie ettt ettt ettt e et e s teeaesaeesaesbeesbessaessesssesseeseessenseenns 11 17 12 16
TOtAl CONSUMET ......vieiieeiieiieeiieeceeete et et e st e e beeeeeebeesbeeesaeeseesaseeseesssaessaaesseenses 915 762 922 692
Total average balance of TDR LOANS..........ccccovveuirieeiiiiiiiiierieerieetieeressere et $ 1,412 $1245 $1,375 $ 1,179

Interest income recognized on TDR Loans
Commercial loans:

Construction and other real €SAte ............ccocveerveiireieriierieerieeeietee e $ 4 3 2% 9 8 6
Business and corporate Danking...........cccecveveerievierierieneenieseeieseere e — — — —
Other COMMETCIAL........coiiiiieeiiecieee et et re e e ebe e s raeeaeenes 1 3 3 6
Total COMMETCIAL.......ccuieeieiieeieiieiee ettt s e sneenes 5 5 12 12
Consumer loans:
Residential MOTEZAZES ......eevieuieiieiieie ettt 8 8 24 22
CIEAIt CATAS .vveeieiieieieieeitee ettt ettt ettt e s st et e s et e seenbesseenseeseensenneenes — — 1 —
TOtAl CONSUIMET ......vivieeiiiieiieetieie et ete et et et este et e steeaesaeesbesbeessesseessesseessesseessenseenns 8 8 25 22
Total interest income recognized on TDR Loans..........ccoceeuiriienienenienieieieieeeeeieeeeeas $ 13 § 13 $ 37 § 34

() Beginning in the third quarter of 2012, average balances for residential mortgages include loans discharged under Chapter 7 bankruptcy and not re-affirmed.

The following table presents loans which were classified as TDR Loans during the previous 12 months which for commercial
loans became 90 days or greater contractually delinquent or for consumer loans became 60 days or greater contractually delinquent
during the three and nine months ended September 30, 2013 and 2012:

Three Months Ended  Nine Months Ended
September 30, September 30,

2013 2012 2013 2012

(in millions)

Commercial loans:

Construction and other real EStAe..........ceveerierierieeieiieiete e sre s $ 28 8§ — §$ 28§ —
Business and corporate banking...........coccoveeriiiiiiiiieiineeeee e 2 — 2 —
Other COMMETCIAL.......c.eeciiiiiiciecie ettt et e b e stbeeve e taeebeessee e — — — —
Total COMMETICIAL.....ccvveiieeieiieiiete ettt eie ettt eeea et e esaesseeseesseesaesaeessessnensansnens 30 — 30 —

Consumer loans:

Residential MOTtZAZES ... .ccuveeieeieieeieeie ettt ettt ettt esee e neeennens 10 57 35 159
CIEAIt CATAS ..vevvenvieeietieieeteete ettt ettt ettt et e e te et e ete et e esaesseesaesseessesaeensesssesansnens — — — —
TOAl CONSUMET .....cutieiieeeieeiie et eiee et et e et e st e ebe e taeeaeesteessbeeseesaseessaeesseesssesssesnseeans 10 57 35 159
TOMAL .ttt ettt ettt ettt et ettt ettt eete e te et e teeteereereeaeeteeraeereereen $ 40 $ 57 $ 65 $ 159
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Impaired commercial loans The following table summarizes impaired commercial loan statistics:

Amount
Amount with without Total Impaired
Impairment Impairment Commercial Impairment
Reserves Reserves Loans(l) 206 Reserve
(in millions)

At September 30, 2013
Construction and other real €State............coovvvvvvieiiieiiiieeiieiireeee e $ 71 S 349 $ 420 $ 17
Business and corporate banking.............cccceeeeeeeririninenenesese e 39 17 56 32
Global DANKING.......coceririiiiriiniitete ettt 65 — 65 9
Other COMMETCIAL......cc.eciierieierieie e — 61 61 —
1] 1 TSR $ 175 $ 427 $ 602 $ 58
At December 31, 2012 -
Construction and other real €State........coeveeeeeeeeeeeeeeeeeeeeeeeeeeeeeen, $ 192 §$ 305 $ 497 $ 86
Business and corporate banking...........c.ccceeeeeeerenininencninenenenen 57 49 106 10
Global BanKING.......covevviruirrinirierteieeeeteteteeee e — 18 18 —
Other COMMETCIAL......cc.ecieriieieitieie ettt e 1 75 76 —
TOtAL ..t a e e e e e $ 250 $ 447 $ 697 $ 96
0

The decrease in construction and other real estate impaired loans with impairment allowances since December 31, 2012 largely reflects the partial charge-
off of a loan with a balance of $71 million and other decreases in previously impaired loans which was partially offset by the addition of currently performing
TDR loans added in the second quarter of 2013 totaling $152 million, for which an insignificant amount of impairment reserves were required.

@ Includes impaired commercial loans which are also considered TDR Loans as follows:
September 30, December 31,
13 2012
(in millions)
Construction and Other TEAL ESLALE............ociuiiiiiiiiiicii e $ 375 § 343
Business and corporate banking..............cccceeueueiriiiiiiiiieiicceet ettt 51 86
GLODAL DANKINE........oeieieeetie ettt ettt sttt b et s ettt e st e st s e e s e st e s e s e e ene et et eneenessenteseeb e seneeneesenseneeneas 51
Other COMMETICIAL........coiviiiiiiiiiiii e 27 31
TOUAL ..ttt etttk ettt $ 504 $ 460
®  The impaired commercial loan balances included in the table above reflect the current carrying amount of the loan and includes all basis adjustments, such
as partial charge-offs, unamortized deferred fees and costs on originated loans and any premiums or discounts. The following table reflects the unpaid
principal balance of impaired commercial loans included in the table above:
September 30, December 31,
2013 2012
(in millions)

Construction and Other TEAL ESTALE ...........c.ccuiuiuiiiiiiiiiiiiiicieieie ettt ettt ettt bbbt $ 438 $ 552
Business and corporate banking.............ccociiiiiiiiiiii s 94 157
GLODAL DANKING ...ttt e 65 18
Other COMMIETCIAL ........oviiiiiiiiii bbbttt 64 79
TOTALL ...ttt $ 661 $ 806
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The following table presents information about average impaired commercial loan balances and interest income recognized on
the impaired commercial loans:

Three Months Ended  Nine Months Ended
September 30, September 30,

2013 2012 2013 2012

(in millions)

Average balance of impaired commercial loans:

Construction and other real €State............ccuevviiieiiiiieiiicieceeeeeeeeeere et $ 443 $§ 562 $ 444 § 628
Business and corporate DanKing ...........c..ccevervierierienenieneeieseeeesreeeese e 62 112 69 122
G1ODAl DANKING........ecviiieiiiciieieeieeieete ettt ettt e a et e b et e ss e b e essesbeensesseens 42 129 30 103
Other COMMETCIAL .......veiiiiiiieieeie ettt st e e be e s aaeebeessaeenree e 63 87 69 88
Total average balance of impaired commercial loans.............ccoecvervecieriecieneeiennnnne, $ 610 $§ 890 $ 612 § 941
Interest income recognized on impaired commercial loans: - -

Construction and other 1eal €StALC.........c..ccveeriieriieiieeie et cre ettt see et eeveeree e S 4 9 5% 10 % 8
Business and corporate DanKing ...........c.cccevervierierieneiienieeieseeeeseeee e — 2 —

G1ODAl DANKING........ecviiieiiiciicieeieeieee ettt ettt sre ettt e sa e b e ess e beesseereens — — — —
Other COMMETCIAL .......veiiiiiiieie ettt seb e e teesaaeebeessaeenree e 1 4 2
Total interest income recognized on impaired commercial loans..............ccccvevenenne. $ 5 8 8 § 14 3 14

Commercial Loan Credit Quality Indicators The following credit quality indicators are monitored for our commercial loan
portfolio:

Criticized asset classifications These classifications are based on the risk rating standards of our primary regulator. Problem loans
are assigned various criticized facility grades. We also assign obligor grades which are used under our allowance for credit losses
methodology. The following table summarizes criticized assets for commercial loans:

Special Mention ~ Substandard Doubtful Total
(in millions)

At September 30, 2013

Construction and other real €State...........oeevvveeeeeeireeiiieeeeeeeeeeeeeereenes $ 358 $ 511 $ 16 $ 885
Business and corporate banking...........cccccceeeeveeererinenicncninieneneennes 529 161 31 721
Global DANKING.......eiveriiiiiiieieteeeeee e 396 101 5 502
Other comMEICial........ccveeiiiiiieeieciiecieee e 12 50 — 62
TOtAL .ttt ettt reenaeees $ 1,295 § 823 § 52 $ 2,170
At December 31, 2012 -
Construction and other 1€al €State.........eeveeeveeeeeeeeeeeeeeeeeeee e $ 627 $ 677 $ 105 $ 1,409
Business and corporate banking............ccoceverieiiiiiiinieneccee 369 115 10 494
Global DANKING....c..eeveriiriiienierieieie ettt 93 50 — 143
Other cOmMMETICIAl........ccveeiiiiieeieeiiecieeie e 36 74 2 112
1] 1 USSP $ 1,125 § 916 § 117 °$ 2,158
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Nonperforming The following table summarizes the status of our commercial loan portfolio:

Accruing Loans

Performing Nonaccrual Contractually Past
Loans Loans Due 90 days or More Total
(in millions)

At September 30, 2013
Commercial:

Construction and other real eState........cocevvveeeeveeeeeeeeereennen. $ 8,772 $ 147 $ — 3 8,919

Business and corporate banking ...........c.ccoceeveeverienceieennnn 13,621 47 — 13,668

Global DanKing..........cccceeeeeririninisenese e 23,356 14 — 23,370

Other commercial .........coceeererineneninencneceeceeeeee 2,541 2 2,552
Total commercial...........cooeieieiiiiiiiiee e $ 48290 § 210 § $ 48,509
At December 31, 2012
Commercial:

Construction and other real estate..........ccccceeevvvevvereeeiennen. $ 8,064 $ 385 $ 8 $ 8,457

Business and corporate banking ...........c.ccocevererenceieennne 12,533 47 28 12,608

Global BanKing..........c.ccceeveiririeenenieeseseseeeeee e 19,991 18 — 20,009

Other commercial .........cccoeceviiirininineneeeeeceeee 3,062 13 1 3,076
Total COMMETCIAL.......oooeeieieieeeeeeeeeee e $ 43,650 $ 463 $ 37 $ 44,150
Credit risk profile The following table shows the credit risk profile of our commercial loan portfolio:

Investment Invljsotl;ent
Grade” Grade Total
(in millions)

At September 30, 2013
Construction and other real ESTALE ..........ceeveriiriereiieiecee e $ 5583 $§ 3336 $ 8919
Business and corporate DanKing ............cccceceeeeererenenenieneese et 6,953 6,715 13,668
(0] 021 I 0T 11 =SSR 19,518 3,852 23,370
Other COMMETCIAL .......eeivieeiiiieiieetieteete ettt ettt ettt e et ste e s e reessesreesaesseessensnas 1,188 1,364 2,552

TOtal COMMETCIAL.......eovieiieiiiiietiieieiet ettt ettt ettt sbesaeseeseeseeseesensas $ 33242 § 15,267 $ 48,509
At December 31, 2012 -
Construction and OthET TEAL ESTALE ... ...eeeeeeeeeeeeeeeeeeeee e e e eeeaea e $ 4,727 $ 3,730 § 8,457
Business and corporate Danking ............cccceceeeeeririnenenieneeeeete s 6,012 6,596 12,608
G1ODAL DANKING .....vieviieieieieieetet ettt sttt ettt esa st eseesaeseeseeseesessessenses 16,206 3,803 20,009
Other COMMETCIAL .......eeiiieiiiiieieie ettt ettt ettt ettt ebeesaesteessesseessesreessesseensensnas 1,253 1,823 3,076

TOtal COMIMETCIAL......eviiiiiieiiiii ettt e e e et e e e seaae e e e s esanaaeeeeesnanees $ 28,198 $ 15952 $ 44,150
m
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Consumer Loan Credit Quality Indicators The following credit quality indicators are utilized for our consumer loan portfolio:

Delinquency The following table summarizes dollars of two-months-and-over contractual delinquency and as a percent of total
loans and loans held for sale (“delinquency ratio”) for our consumer loan portfolio:

September 30, 2013 December 31, 2012
Delinquent  Delinquency  Delinquent  Delinquency
Loans Ratio Loans Ratio

(dollars are in millions)

Consumer:
Residential mortgages') ............o.covviveivoeeeeeeeeeeeeeeeeeeeeeeee e $ 1,221 7.70% $ 1,233 7.78%
Home equity MOItZAZES .....cecveeuieeieiieieeiesieeie sttt 75 3.61 75 3.23
Total residential MOTtZAZES.....c.eevervieieriieierieeierte et se et se e sie e neeens 1,296 7.23 1,308 7.20
Credit CardS ...o.eeiieiieiieeeee e e 18 2.10 21 2.58
Other CONSUIMET ....uvvieiviiiieeieeiie et eetee e esteeeaeesteessaeereesebeebeeseseesaesaneas 28 4.65 30 4.52
TOtAl COMSUMET......coviiiiiieie ettt ettt e e eaae s $ 1,342 6.92% $ 1,359 6.92%

M At September 30, 2013 and December 31, 2012, residential mortgage loan delinquency includes $1.1 billion and $1.0 billion, respectively, of loans that are

carried at the lower of amortized cost or fair value of the collateral less cost to sell.
Nonperforming The following table summarizes the status of our consumer loan portfolio:
Accruing Loans

Contractually Past
Due 90 days or More Total

Performing Nonaccrual
Loans Loans

(in millions)

At September 30, 2013
Consumer:
Residential MOrtgages ........coceveevereieniieieneeese e 14,700 $ 1,020 $ — $ 15,720
Home equity MOTtZages........ecvrveirveirieirieieieieieeeeeseeresaenennas 2,002 85 — 2,087
Total residential MOItZAgES.......cevvervreeerereiereeeereeee e 16,702 1,105 — 17,807
Credit Cards.....c.ooeieenieenieenccrccretnetrce e 843 — 13 856
Other CONSUIMET ....eouvevieieetieieeiieie et eeeee et ee s s eneeas 514 — 24 538
TOtal CONSUMET ......eiuiiiiriiitiiiiie et 18,059 $ 1,105 § 37 $ 19,201
At December 31, 2012 - -
Consumer:
Residential MOTtZAZES .....evvvveeirveeiiieirieiereeeieeeteeete e 14,333  § 1,038 $ $ 15371
Home equity mort@ages. .......c.ceceeveruiruenerienienienienieieieeeeenenes 2,238 86 — 2,324
Total residential MOItZAgES.......ceveervreeerirriereeiereee e 16,571 1,124 17,695
Credit Cards.....c.ooevieineenieenecrcerereree e 800 — 15 815
OthEr CONSUIMET .....vvieivieiiaiieieeeet ettt 565 5 28 598
TOtal CONSUMET ....c.eiuiriiriiiiiriiitirietere et 17,936 $ 1,129 $ 43 § 19,108

Troubled debt restructurings See discussion of impaired loans above for further details on this credit quality indicator.

Concentration of Credit Risk At September 30,2013 and December 31,2012, our loan portfolio included interest-only residential
mortgage loans totaling $3.7 billion and $4.0 billion, respectively. An interest-only residential mortgage loan allows a customer
to pay the interest-only portion of the monthly payment for a period of time which results in lower payments during the initial
loan period. However, subsequent events affecting a customer's financial position could affect the ability of customers to repay
the loan in the future when the principal payments are required which increases the credit risk of this loan type.
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6. Allowance for Credit Losses

The following table summarizes the changes in the allowance for credit losses by product and the related loan balance by product
during the three and nine months ended September 30, 2013 and 2012:

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

Three Months Ended September 30, 2013

Allowance for credit losses — beginning

(in millions)

of period.......covvviviiiiiiniiiiie $ 110 §$ 13 $ 69 § 17 $ 196 $ 52 $§ 45§ 13 8 605
Provision charged to income.... 10) 32 ?2) — (€)) 28 6 1 54
Charge offs ......cccooeveviciiciccccee 3) 7 — — (40) as) (@) (0] (73)
RECOVETIES ... 1 3 — — 3 1 1 — 9
Net (charge offs) recoveries .................... ?2) ) — — 37 (14) ©) 1) (64)
Allowance for credit losses — end of
PIIOd ..o $ 98 $ 131 § 67 $ 17 $ 158 $ 66 $ 45 §$ 13 § 595
Three Months Ended September 30, 2012
Allowance for credit losses — beginning
of period ......covvviviviiiiiiiiiiii $ 198 $ 80 $ 44 § 18 $ 188 $ 47 $ 31 § 13 § 619
Provision charged to income.................... 11 18 12 — 33 13 15 4 84
Charge offs ......cccooevevviciiciccccce 9) ®) — — 24) (18) 14) 3) (76)
Recoveries 3 2 — — 3 — 2 — 10
Net (charge offs) recoveries (6) 6) — — (21) (18) (12) 3) (66)
Allowance for credit losses — end of
PEIIOd. . $ 181 § 92 § 56 § 18 § 200 $ 42 $ 34 § 14 $ 637
Nine Months Ended September 30, 2013
Allowance for credit losses — beginning
of period.......covvviiiiiniiiniiiii $ 162 §$ 97 $ 41 $ 17 $ 210 $ 45 $§ 55 % 20 $ 647
Provision charged to income..................... 5) 49 26 ) 10 58 17 1 142
Charge offs ......cccooevevviciiciccccce (62) 22) — — (69) 38) 30) 10) (231)
RECOVETIES ... 13 7 — 7 1 3 2 37
Net (charge offs) recoveries ...............c.... 49) (15) — 4 (62) 37 27 ) (194)
Allowance for credit losses — end of
PIIOd ..ot $ 98 $ 131 § 67 $ 17 $ 158 $ 66 $ 45 §$ 13 § 595
Ending balance: collectively evaluated
for impairment ..., $ 81 $ 9 $ 58 § 17 $ 92 $ 64 $ 42§ 13 $ 466
Ending balance: individually evaluated
for impairment .................cccoeeevennennnn. 17 32 9 — 66 2 3 — 129
Total allowance for credit losses $ 98 $ 131  $ 67 $ 17 $ 158 § 66 $§ 45 §$ 13§ 595
Loans:
Collectively evaluated for impairment..... ¢ 8499 § 13,612 $23,305 $ 2491 $ 13,899 $ 2068 $ 846 $ 538 $65,258
Individually evaluated for impairment .. 420 56 65 61 215 19 10 _ 846
Loans carried at lower of amortized cost
or fair value less cost to sell ..........cccceee — — — — 1,606 — — — 1,606
Total loans $ 13,668 $23370 $ 2,552 § 15720 $ 2,087 $ 856 $ 538 $67,710

$ 8,919
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Commercial Consumer
Business
Construction and Home
and Other Corporate Global Other Residential Equity Credit Other
Real Estate Banking Banking Comm’l Mortgages Mortgages Card Consumer Total

(in millions)
Nine Months Ended September 30, 2012

Allowance for credit losses — beginning

OF PEriod ... $ 212§ 78 $ 131 $ 21§ 192§ 52 8 39 §$ 18§ 743
Provision charged to income..................... (36) 39 9 9) 72 55 35 8 173
Charge offS ........covuvveerecceceens (12) @31 (84) — (73) (65) 47) a7 (329)
Recoveries 17 6 — 6 9 — 7 5 50
Net (charge offs) recoveries 5 (25) (84) 6 (64) (65) (40) (12) (279)
Allowance for credit losses — end of
POIIOA $ 181 § 92§ 5 § 18 $ 200 $ 42 $ 34 3§ 14§ 637

Ending balance: collectively evaluated

for impairment ... $ 79 $ 82 41 17 $ 93 § 36 $ 29§ 14 $§ 391
Ending balance: individually evaluated

for impairment ............oceceeerrerernriennne. 102 10 15 1 107 6 5 — 246
Total allowance for credit losses.............. $ 181 $ 92 3 56 $ 18 8 200 $ 42 $ 34 $ 14 $ 637
Loans:
Collectively evaluated for impairment..... $ 7,387 § 12,389 $18868 $ 3,054 § 13462 § 2365 $ 780 § 615  $58,920
Individually evaluated for impairment” . 533 108 143 86 345 22 16 — 1,253
Loans carried at lower of amortized cost
or fair value less cost to sell — — — — 1,279 — — — 1,279
Total 10anS ......cveeveruereriricieereecreeeene $ 7,920 $ 12,497 $19,011 $ 3,140 $ 1508 $ 2387 $ 79 $ 615 $61,452

M For consumer loans, these amounts represent TDR Loans for which we evaluate reserves using a discounted cash flow methodology. Each loan is individually
identified as a TDR Loan and then grouped together with other TDR Loans with similar characteristics. The discounted cash flow analysis is then applied
to these groups of TDR Loans. Loans individually evaluated for impairment exclude TDR loans that are carried at the lower of amortized cost or fair value
of the collateral less cost to sell which totaled $687 million and $516 million at September 30, 2013 and 2012, respectively.

7. Loans Held for Sale

Loans held for sale consisted of the following:

September 30, December 31,
2013 2012
(in millions)

(070) 1010 1o (o -1 BN 1Q Y 1 TR $ 42 $ 481
Consumer loans:

Residential MOTtZAZES........evuieiieiieiieieie ettt ettt et sneeeesneenees 130 472

OFNET COMSUIMET ......eviiieiiieceeee ettt eee e et e et e e e e et eeeateseesaeeeeteeesnaseeeennsessseeesnseeeenns 64 65
TOLAl COMSUIMIET ...eeeiiiiiiiiee ettt e e et e e e e et e e e e st e e e e s senaaseeesesnnseeesessnnaseeeeans 194 537
Total 10anS NEld fOI SALE.......c..viiiiiiiiiie e e enes $ 236 $ 1,018

We originate commercial loans in connection with our participation in a number of leveraged acquisition finance syndicates. A
substantial majority of these loans were originated with the intent of selling them to unaffiliated third parties and are classified as
commercial loans held for sale at September 30, 2013 and December 31, 2012. The fair value of commercial loans held for sale
under this program was $1 million and $465 million at September 30, 2013 and December 31, 2012, respectively. We have elected
to designate all of the leveraged acquisition finance syndicated loans classified as held for sale at fair value under fair value option.
See Note 11, “Fair Value Option,” for additional information.

Commercial loans held for sale also includes commercial real estate loans totaling $41 million and $16 million at September 30,
2013 and December 31, 2012, respectively.
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Gains and losses from the sale of residential mortgage loans are reflected as a component of residential mortgage banking revenue
inthe accompanying consolidated statement of income (loss). Upon conversion of our mortgage processing and servicing operations
to PHH Mortgage in the second quarter of 2013, we no longer retain the servicing rights in relation to new mortgage loans and
new agency eligible loan originations are sold servicing released directly to PHH Mortgage beginning with May 2013 applications.
Also included in residential mortgage loans held for sale are subprime residential mortgage loans with a fair value of $48 million
and $52 million at September 30, 2013 and December 31, 2012, respectively, which were acquired from unaffiliated third parties
and from HSBC Finance with the intent of securitizing or selling the loans to third parties.

Excluding the commercial loans designated under fair value option discussed above, loans held for sale are recorded at the lower
ofamortized cost or fair value. While the initial carrying amount of loans held for sale continued to exceed fair value at September 30,
2013, we experienced a decrease in the valuation allowance for consumer loans held for sale during 2013 due primarily to loan
sales. The valuation allowance on consumer loans held for sale was $81 million and $114 million at September 30, 2013 and
December 31, 2012, respectively.

Loans held for sale are subject to market risk, liquidity risk and interest rate risk, in that their value will fluctuate as a result of
changes in market conditions, as well as the credit environment. Interest rate risk for residential mortgage loans held for sale was
partially mitigated through an economic hedging program to offset changes in the fair value of the mortgage loans held for sale
attributable to changes in market interest rates. Trading related revenue associated with this economic hedging program, which is
included in residential mortgage banking revenue in the consolidated statement of income (loss), were losses of $9 million and $5
million during the three and nine months ended September 30, 2013, respectively, compared with losses of $4 million and gains
of $0 million during the three and nine months ended September 30, 2012, respectively. With the conversion of our mortgage
processing and servicing operations to PHH Mortgage in the second quarter of 2013, PHH Mortgage is obligated to purchase
agency eligible loans from us as of the earlier of when the customer locks the mortgage loan pricing or when the mortgage loan
application is approved beginning with May 2013 applications. As aresult, we retain none of the risk of market changes in mortgage
rates and, therefore, an economic hedging program is no longer required for these loans.

8. Intangible Assets

Intangible assets consisted of the following:

September 30, December 31,
2013 2012

(in millions)

MoOrtgage SErVICING TIZNES: ..ueiiuiiiiiiieiiieeeie ettt ettt et e st e e e e s e eaesreessesseesbeessesseessesseens

RESIAENLIAL ...ttt e et e e e ettt e e e e sataeeeessesaaeeessssnnseeseesnnees $ 224 $ 168
COMIMETCIAL ..ottt sttt 11 11
Total mortgage Servicing rIgRtS .........couevueriiiiiiiieiiirr ettt $ 235 § 179
Purchased credit card relationShips .........cocovecieieiiiriiie e 55 60
Favorable 1€aSe agIrECmMENLS ..........coieierieieeiieie ettt ettt et e e s e seeeneesseenaesseensesseens 5 8
Total INtANZIDIE ASSELS.....eeviuieeiietiietirieiietetete ettt ettt ettt ettt se b ese b e s s e s ensesensesesenn $ 295§ 247

Mortgage Servicing Rights (“MSRs”) A servicing asset is a contract under which estimated future revenues from contractually
specified cash flows, such as servicing fees and other ancillary revenues, are expected to exceed the obligation to service the
financial assets. We recognize the right to service mortgage loans as a separate and distinct asset at the time they are acquired or
when originated loans are sold.

MSRs are subject to credit, prepayment and interest rate risk, in that their value will fluctuate as a result of changes in these
economic variables. Interest rate risk is mitigated through an economic hedging program that uses securities and derivatives to
offset changes in the fair value of MSRs. Since the hedging program involves trading activity, risk is quantified and managed using
a number of risk assessment techniques.

Residential mortgage servicing rights Residential MSRs are initially measured at fair value at the time that the related loans are
sold and remeasured at fair value at each reporting date. Changes in fair value of MSRs are reflected in residential mortgage
banking revenue in the period in which the changes occur. Fair value is determined based upon the application of valuation models
and other inputs. The valuation models incorporate assumptions market participants would use in estimating future cash flows.
The reasonableness of these valuation models is periodically validated by reference to external independent broker valuations and
industry surveys.

31



HSBC USA Inc.

The following table summarizes the critical assumptions used to calculate the fair value of residential MSRs:

September 30, December 31,

2013 2012
Annualized constant prepayment rate (“CPR”).......ccooiiiiiiiiniiieeeeeeeeeeeeeeese s 12.5% 22.4%
CONSEANT AISCOUNE TALE ....eeveeeeieieiietiete et ete st ee st e e s bt eete s bt eate st e eneeeseeneeeseenseeneeeeeneenaeeneenseenees 12.8% 11.3%
Weighted average Life.........coeoiviiiiiiiiiiicc et e 5.0 34

The following table summarizes residential MSRs activity:

Three Months Ended Nine Months Ended

September 30, September 30,
2013 2012 2013 2012
(in millions)
Fair value of MSRs:
Beginning balancCe............ccocveeiviviiiiiiriieiiieteeieteeeeee ettt $ 225 § 187 $ 168 $ 220
Additions related to 10an SAlES .........cccooereieiieiieieeee e 3 6 14 20
Changes in fair value due to:
Change in valuation model inputs Or asSUMPLIONS........c.ecvveverrrevereerieneeerieneeenes 4 %) 73 (20)
CUSTOIMET PAYITIENES ...eevvvieuvierereereeeereesteesaeeseessreesseessseaseesssesseesssessseessseessessssenns ()] (15) 31 47)
ENding BAlance...........c.cueuiieiovirieiieieececeeeeeetceeee ettt $ 224 § 173 $ 224 $§ 173

The following table summarizes information regarding residential mortgage loans serviced for others, which are not included in
the consolidated balance sheet:

September 30, December 31,

2013 2012
(in millions)
Outstanding principal balances at period end .............coceriiireririenereeeeeeee e $ 28,211 $§ 32,041
Custodial balances maintained and included in noninterest bearing deposits at period end............ $ — 3 810

Our CPR assumption declined significantly at September 30, 2013 compared with December 31, 2012 due to rising interest rates
which was the primary driver of the increase in value.

During the second quarter of 2013, we completed the conversion of our mortgage processing and servicing operations to PHH
Mortgage under our previously announced strategic relationship agreement with PHH Mortgage to manage our mortgage processing
and servicing operations. Under the terms of the agreement, PHH Mortgage provides us with mortgage origination processing
services as well as sub-servicing of our portfolio of owned and serviced mortgages totaling $45.2 billion as of September 30, 2013.
Although we continue to own both the mortgages on our balance sheet and the mortgage servicing rights associated with the
serviced loans at the time of conversion, we now sell our agency eligible originations beginning with May 2013 applications to
PHH Mortgage on a servicing released basis which results in no new mortgage servicing rights being recognized. As a result, we
no longer maintain custodial balances for loans sold to PHH. No significant one-time restructuring costs have been incurred as a
result of this transaction.

Servicing fees collected are included in residential mortgage banking revenue and totaled $20 million and $62 million during the
three and nine months ended September 30, 2013, respectively, compared with $21 million and $68 million during the three and
nine months ended September 30, 2012, respectively.

Commercial mortgage servicing rights Commercial MSRs, which are accounted for using the lower of amortized cost or fair
value method, totaled $11 million and $11 million at September 30, 2013 and December 31, 2012, respectively.

Purchased credit card relationships In March 2012, we purchased from HSBC Finance the account relationships associated with
$746 million of credit card receivables which were not included in the sale to Capital One at a fair value of $108 million.
Approximately $43 million of this value was associated with the credit card receivables sold to First Niagara. The remaining $65
million was included in intangible assets and is being amortized over its estimated useful life of ten years.
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9.  Goodwill

Goodwill was $2.2 billion at both September 30, 2013 and December 31, 2012, and includes accumulated impairment losses from
prior years of $54 million.

In July 2013, we completed our annual impairment test of goodwill and determined that the fair value of all of our reporting units
exceeded their carrying amounts. However, our testing results continued to indicate that there is only marginal excess of fair value
over book value in our Global Banking and Markets reporting unit as its book value including allocated goodwill was 92 percent
of fair value. Based on the results of this testing, as of September 30, 2013, we performed an interim impairment test of the goodwill
associated with our Global Banking and Markets reporting unit which indicated that the fair value of the reporting unit continued
to exceed its book value. At September 30, 2013, the book value of our Global Banking and Markets reporting unit including
allocated goodwill of $612 million, was 90 percent of fair value.

10. Derivative Financial Instruments

In the normal course of business, the derivative instruments entered into are for trading, market making and risk management
purposes. For financial reporting purposes, a derivative instrument is designated in one of the following categories: (a) financial
instruments held for trading, (b) hedging instruments designated as a qualifying hedge under derivative and hedge accounting
principles or (c) a non-qualifying economic hedge. The derivative instruments held are predominantly swaps, futures, options and
forward contracts. All derivatives are stated at fair value. Where we enter into enforceable master netting arrangements with
counterparties, the master netting arrangements permit us to net those derivative asset and liability positions and to offset cash
collateral held and posted with the same counterparty.

The following table presents the fair value of derivative contracts by major product type on a gross basis. Gross fair values exclude
the effects of both counterparty netting as well as collateral, and therefore are not representative of our exposure. The table below
presents the amounts of counterparty netting and cash collateral that have been offset in the consolidated balance sheet, as well as
cash and securities collateral posted and received under enforceable credit support agreements that do not meet the criteria for
netting. Derivative assets and liabilities which are not subject to an enforceable master netting agreement, or are subject to a
netting agreement that we have not yet determined to be enforceable, have not been netted in the table below. Where we have
received or posted collateral under credit support agreements, but have not yet determined such agreements are enforceable, the
related collateral also has not been netted in the table below.
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September 30, 2013 December 31, 2012
Derivative Derivative Derivative Derivative
assets liabilities assets liabilities

(in millions)

Derivatives accounted for as fair value hedges”

OTC-CIEATEAD ...t s e es e $ 50 $ 23§ — 3 15
Bilateral OTCD ... ... eeeee s ees e ses s es e seeeees 141 327 10 860
Interest rate CONracts.................c..oooviiiiiiiiiceceeeeeeeeeeeee e 191 350 10 875

Derivatives accounted for as cash flow hedges"

Bilateral OTC® ..........oovvoooeeecevoeeeeeeeesoseses oo 92 3 33 9
Foreign exchange contracts...................ccoccoeveeiieiiiiiicciceeeecece s 92 3 33 9
OTC-CLEAI@d™ ............oooeeeeeeeeeeeeee e e e s 7 — — —
Bilateral OTC® .......ooovvvvoioeeeceeoeceeeee e 21 97 14 227
Interest rate CONEIACES....................cooovievieiiiiiiciceceeeee et 28 97 14 227
Total derivatives accounted for as hedges......................c.ccoooevvevreieiviecieeeens 311 450 57 1,111

Trading derivatives not accounted for as hedges®

EXChange-traded® ..............coooorvvvveioenrceeooeeeeeceeoeceseeee e 77 59 99 82
OTC-ClEared® ...........oovvvooeveeereeeseees e 20,213 21,130 17,204 16,663
Bilateral OTC® ...... . 34,702 33,974 48,480 48,623
Interest rate contracts 54,992 55,163 65,783 65,368
EXChange-traded®...............o.oovereeeeeeeeeeeeeeeeeeseeeeee e e eesee e ses s es e 1 3 4 25
Bilateral OTC® _..........ccooiiooooieoeeeeeee oo 14,158 13,802 13,756 13,537
Foreign exchange contracts ...................ccococoevieveiiiiiieeiecceeeeeeeee e 14,159 13,805 13,760 13,562
Equity contract - bilateral OTC® _...............coo.cooiiiooreeseeeeeeseeeeeeeeeeeee 1,237 1,238 1,287 1,291
EXChange-traded®...............o.ovuoeeeeeeeeeeeeeeeeeeeseeeeee e eesee e ses s es e 107 45 135 19
Bilateral OTC® _..........ccooiiooooieoeeeeeee oo 1,176 985 656 719
Precious metals COMEIACES...............c..oooviiiiieeeeeeeee e 1,283 1,030 791 738
OTC-CleAred® ............oooiooeeeeeeeoeee oo 577 559 511 437
Bilateral OTC® ........ooooooooooeeeeeeeeeeeeeeeeeeeeee e 4,638 4,726 6,617 6,910
Credit CONTIACES ..............ooveiviiieieieecececteeeee ettt aeaene 5,215 5,285 7,128 7,347
Other derivatives not accounted for as hedges™
Interest rate contracts - bilateral OTC® .................coooiioioeeeeeeeeeeeeeeeen 548 92 901 97
Foreign exchange contracts - bilateral OTC? oo — 26 52 17
Equity contracts - bilateral OTC® ............c...ccooovomoierereereerereeeeseeeeeeeseeeseee 588 169 472 126
Precious metals contracts - bilateral OTC® .._..............cco.ccoovvvomrvvcomrcrreernn, — 33 — —
Credit contracts - bilateral OTC® ... 12 11 1 4
Total derivatives 78,345 77,302 90,232 89,661
Less: Gross amounts of receivable / payable subject to enforceable master
netting agreements™® s 67,809 67,809 78,244 78,244
Less: Gross amounts of cash collateral received / posted subject to
enforceable master netting agreements(s)(m .......................................................... 4,491 2,116 5,123 1,336
Net amounts of derivative assets / liabilities presented in the balance sheet .... 6,045 7,377 6,865 10,081
Less: Gross amounts of financial instrument collateral received / posted
subject to enforceable master netting agreements but not offset in the
consolidated balance sheet 1,276 2,972 627 4,887
Net amounts of derivative assets / liabilities .........................c..cooooviiiiiiin, $ 4,769 $ 4,405 $ 6,238 §$ 5,194

M Derivative assets/liabilities related to cash flow hedges, fair value hedges and derivative instruments held for purposes other than for trading are recorded

in other assets / interest, taxes and other liabilities on the consolidated balance sheet.
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@ Over-the-counter (OTC) derivatives include derivatives executed and settled bilaterally with counterparties without the use of an organized exchange or
central clearing house. The credit risk associated with bilateral OTC derivatives is managed through master netting agreements and obtaining collateral.
OTC-cleared derivatives are executed bilaterally in the OTC market but then novated to a central clearing counterparty, whereby the central clearing
counterparty becomes the counterparty to both of the original counterparties. Exchange traded derivatives are executed directly on an organized exchange
that provides pre-trade price transparency. Credit risk is minimized for OTC-cleared derivatives and exchange traded derivatives through daily margining
required by central clearing counterparties.

®  Trading related derivative assets/liabilities are recorded in trading assets/trading liabilities on the consolidated balance sheet.

@ Represents the netting of derivative receivable and payable balances for the same counterparty under enforceable netting agreements.

®  Represents the netting of cash collateral posted and received by counterparty under enforceable credit support agreements.

®  Netting is performed at a counterparty level in cases where enforceable master netting and credit support agreements are in place, regardless of the type of
derivative instrument. Therefore, we have not attempted to allocate netting to the different types of derivative instruments shown in the table above.

See Note 18, "Guarantee Arrangements, Pledged Assets and Collateral" for further information on offsetting related to resale and
repurchase agreements and securities borrowing and lending arrangements.

Derivatives Held for Risk Management Purposes Our risk management policy requires us to identify, analyze and manage risks
arising from the activities conducted during the normal course of business. We use derivative instruments as an asset and liability
management tool to manage our exposures in interest rate, foreign currency and credit risks in existing assets and liabilities,
commitments and forecasted transactions. The accounting for changes in fair value of a derivative instrument will depend on
whether the derivative has been designated and qualifies for hedge accounting.

We designate derivative instruments to offset the fair value risk and cash flow risk arising from fixed-rate and floating-rate assets
and liabilities as well as forecasted transactions. We assess the hedging relationships, both at the inception of the hedge and on an
ongoing basis, using a regression approach to determine whether the designated hedging instrument is highly effective in offsetting
changes in the fair value or the cash flows attributable to the hedged risk. Accounting principles for qualifying hedges require us
to prepare detailed documentation describing the relationship between the hedging instrument and the hedged item, including, but
not limited to, the risk management objective, the hedging strategy and the methods to assess and measure the ineffectiveness of
the hedging relationship. We discontinue hedge accounting when we determine that the hedge is no longer highly effective, the
hedging instrument is terminated, sold or expired, the designated forecasted transaction is not probable of occurring, or when the
designation is removed by us.

Fair Value Hedges In the normal course of business, we hold fixed-rate loans and securities and issue fixed-rate senior and
subordinated debt obligations. The fair value of fixed-rate (USD and non-USD denominated) assets and liabilities fluctuates in
response to changes in interest rates or foreign currency exchange rates. We utilize interest rate swaps, forward and futures contracts
and foreign currency swaps to minimize the effect on earnings caused by interest rate and foreign currency volatility.

The changes in the fair value of the hedged item designated in a qualifying hedge are captured as an adjustment to the carrying
amount of the hedged item (basis adjustment). If the hedging relationship is terminated and the hedged item continues to exist,
the basis adjustment is amortized over the remaining life of the hedged item. We recorded basis adjustments for active fair value
hedges which increased the carrying amount of our debt by $1 million during the nine months ended September 30, 2013,
respectively, compared with a decrease in the carrying amount of our debt by $3 million and $9 million during the three and nine
months ended September 30,2012, respectively. We amortized $3 million and $10 million of basis adjustments related to terminated
and/or re-designated fair value hedge relationships during the three and nine months ended September 30, 2013, respectively,
compared with $3 million and $9 million during the three and nine months ended September 30, 2012, respectively. The total
accumulated unamortized basis adjustment amounted to an increase in the carrying amount of our debt of $37 million and $49
million as of September 30,2013 and December 31, 2012, respectively. Basis adjustments for active fair value hedges of available-
for-sale securities increased the carrying amount of the securities by $38 million and decreased the carrying amount of the securities
by $563 million during the three and nine months ended September 30, 2013, respectively, compared with an increase in the
carrying amount of the securities by $44 million and $231 million during the three and nine months ended September 30, 2012.
Total accumulated unamortized basis adjustments for active fair value hedges of available-for-sale securities amounted to an
increase in carrying amount of $161 million and $836 million as of September 30, 2013 and December 31, 2012, respectively.
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The following table presents information on gains and losses on derivative instruments designated and qualifying as hedging
instruments in fair value hedges and the hedged items in fair value hedges and their location on the consolidated statement of
income (loss).

Net Ineffective
Gain (Loss)

Gain (Loss) on Derivative Gain (Loss) on Hedged Items Recognized
Interest Income Interest Income
(Expense) Other Income (Expense) Other Income Other Income

(in millions)
Three Months Ended September 30, 2013

Interest rate contracts/AFS Securities................ $ 56) $ 42 $ 112 § 39 $ 3

Interest rate contracts/subordinated debt ........... 4 — as) 1 1

TOtal ..o $ 52) $ 42 $ 97 $ 38) $ 4

Three Months Ended September 30, 2012

Interest rate contracts/AFS Securities................ $ (33) % 41 $ 141 $ 58 $ 17

Interest rate contracts/subordinated debt ........... 3 3 (15) 3) —

TOtal ..o $ 30) $ (38) $ 126 $ 55§ 17

Nine Months Ended September 30, 2013

Interest rate contracts/AFS Securities................ $ (168) $ 609 $ 337 $ (593) $ 16

Interest rate contracts/subordinated debt ........... 12 ) (46) 1 —

Total ..o $ (156) $ 608 $ 291 $ (592) $ 16

Nine Months Ended September 30, 2012

Interest rate contracts/AFS Securities................ $ (117) $ (326) $ 482 § 323§ 3)
Interest rate contracts/subordinated debt ........... 10 9 (46) ) —

Total ..o $ 107) $ 317) § 436 § 314 § 3)

Cash Flow Hedges We own or issue floating rate financial instruments and enter into forecasted transactions that give rise to
variability in future cash flows. As a part of our risk management strategy, we use interest rate swaps, currency swaps and futures
contracts to mitigate risk associated with variability in the cash flows. Changes in fair value of a derivative instrument associated
with the effective portion of a qualifying cash flow hedge are recognized initially in other comprehensive income. When the cash
flows for which the derivative is hedging materialize and are recorded in income or expense, the associated gain or loss from the
hedging derivative previously recorded in accumulated other comprehensive income is reclassified into earnings in the same
accounting period in which the designated forecasted transaction or hedged item affects earnings. Ifa cash flow hedge ofa forecasted
transaction is de-designated because it is no longer highly effective, or if the hedge relationship is terminated, the cumulative gain
or loss on the hedging derivative to that date will continue to be reported in accumulated other comprehensive income (loss) unless
it is probable that the hedged forecasted transaction will not occur by the end of the originally specified time period as documented
at the inception of the hedge, at which time the cumulative gain or loss is released into earnings. As of September 30, 2013 and
December 31, 2012, active cash flow hedge relationships extend or mature through July 2036. During the three and nine months
ended September 30, 2013, $2 million and $9 million, respectively, of losses related to terminated and/or re-designated cash flow
hedge relationships were amortized to earnings from accumulated other comprehensive income compared with $4 million and
$12 million during the three and nine months ended September 30, 2012, respectively. During the next twelve months, we expect
to amortize $6 million of remaining losses to earnings resulting from these terminated and/or de-designated cash flow hedges. The
interest accrual related to the derivative contract is recognized in interest income.
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The following table presents information on gains and losses on derivative instruments designated and qualifying as hedging
instruments in cash flow hedges (including amounts recognized in AOCI from all terminated cash flow hedges) and their locations
on the consolidated statement of income (loss).

. . Location of Gain Gain (L.OSS)
Gain (Loss) Gain (Loss) (Loss) Recognized
Recognized Reclassed Recognized in Income
in AOCI on Location of Gain From AOCI in Income on the
Derivative (Loss) Reclassified into Income on the Derivative Derivative
(Effective from AOCI (Effective (Ineffective Portion and (Ineffective
Portion) into Income (Effective Portion) Amount Excluded from Portion)
2013 2012 Portion) 2013 2012 Effectiveness Testing) 2013 2012
(in millions)
Three Months Ended September 30,
Interest income
Foreign exchange contracts. § 2 $§ — (expense) $§ — $§ — Other income $ — § —
Interest income
Interest rate contracts........... 32 14 (expense) ?2) 4 Other income — —
Total...cooeeeieeeeeeee $ 34 § 14 $ @S5 @ $ — § —
Nine Months Ended September 30,
Interest income
Foreign exchange contracts. § 3 $§ — (expense) $§ — $ — Other income $ — $§ —
Interest income .
Interest rate contracts........... 150 4 (expense) C) (12) Other income — —
S $ 153 $ 4 $ (9 S (12) $ — § —

Trading Derivatives and Non-Qualifying Hedging Activities In addition to risk management, we enter into derivative instruments
for trading and market making purposes, to repackage risks and structure trades to facilitate clients’ needs for various risk taking
and risk modification purposes. We manage our risk exposure by entering into offsetting derivatives with other financial institutions
to mitigate the market risks, in part or in full, arising from our trading activities with our clients. In addition, we also enter into
buy-protection credit derivatives with other market participants to manage our counterparty credit risk exposure. Where we enter
into derivatives for trading purposes, realized and unrealized gains and losses are recognized in trading revenue or residential
mortgage banking revenue. Credit losses arising from counterparty risk on over-the-counter derivative instruments and offsetting
buy protection credit derivative positions are recognized as an adjustment to the fair value of the derivatives and are recorded in
trading revenue.

We have elected the fair value option for certain fixed rate long-term debt issuances as well as hybrid instruments which include
all structured notes and structured deposits and have entered into certain derivative contracts related to these debt issuances and
hybrid instruments carried at fair value. These derivative contracts are non-qualifying hedges but are considered economic hedges.
We have also entered into credit default swaps which are designated as economic hedges against the credit risks within our loan
portfolio. In the event of an impairment loss occurring in a loan that is economically hedged, the impairment loss is recognized
as provision for credit losses while the gain on the credit default swap is recorded as other income. In addition, we also from time
to time have designated certain forward purchase or sale of to-be-announced (“TBA”) securities to economically hedge mortgage
servicing rights. Changes in the fair value of TBA positions, which are considered derivatives, are recorded in residential mortgage
banking revenue. Derivative instruments designated as economic hedges that do not qualify for hedge accounting are recorded at
fair value through profit and loss. Realized and unrealized gains and losses are recognized in gain (loss) on instruments designated
at fair value and related derivatives, other income or residential mortgage banking revenue while the derivative asset or liability
positions are reflected as other assets or other liabilities
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The following table presents information on gains and losses on derivative instruments held for trading purposes and their locations
on the consolidated statement of income (loss).

Amount of Gain (Loss) Recognized
in Income on Derivatives

Three Months Ended Nine Months Ended

Location of Gain (Loss) September 30, September 30,
Recognized in Income on Derivatives 2013 2012 2013 2012
(in millions)
Interest rate contracts...............cco.v...... Trading revenue $ 13§ (2498 (369 § (8)
Interest rate contracts.........ccccveeeveernnenne Residential mortgage banking revenue “) 7 45) 28
Foreign exchange contracts.................. Trading revenue 77 3 655 648
Equity contracts ..........c.coceevevevencrnnnnnns Trading revenue 2 2 4 62
Precious metals contracts .................... Trading revenue (55) 44 6 96
Credit contracts.........cocceeeveveeeeeunnnenn. Trading revenue 2 27 80 (705)
Total .o $ 35 §$ 5% 331 § 121

The following table presents information on gains and losses on derivative instruments held for non-qualifying hedging activities
and their locations on the consolidated statement of income (loss).

Amount of Gain (Loss) Recognized
in Income on Derivatives

Three Months Ended Nine Months Ended

Location of Gain (Loss) September 30, September 30,
Recognized in Income on Derivatives 2013 2012 2013 2012
(in millions)

Interest rate contracts...........cocceeeeeneenee. Gain (loss) on instruments designated at

fair value and related derivatives $ (15 § 15 §$ (253) $ 120
Interest rate contracts...........cecceceeueenee. Residential mortgage banking revenue &) (5) Q) —
Foreign exchange contracts.................. Gain (loss) on instruments designated at

fair value and related derivatives ?2) 23 (57) 73
Equity contracts ........c.ccoeevevveceenennenn Gain (loss) on instruments designated at

fair value and related derivatives 234 351 474 597
Precious metals contracts .................... Gain (loss) on instruments designated at

fair value and related derivatives 42 — — —
Credit contracts.........coeveereereeneeeeeennn Gain (loss) on instruments designated at

fair value and related derivatives a 1 — 3
Credit contracts........ccoeveereereerceeeneencnn Other income 3) (1 — (6)
Total ..o $ 246 $§ 384 § 159 § 787

Credit-Risk Related Contingent Features We enter into total return swap, interest rate swap, cross-currency swap and credit
default swap contracts, amongst others which contain provisions that require us to maintain a specific credit rating from each of
the major credit rating agencies. Sometimes the derivative instrument transactions are a part of broader structured product
transactions. If HSBC Bank USA’s credit ratings were to fall below the current ratings, the counterparties to our derivative
instruments could demand us to post additional collateral. The amount of additional collateral required to be posted will depend
on whether HSBC Bank USA is downgraded by one or more notches and whether the downgrade is in relation to long-term or
short-term ratings. The aggregate fair value of all derivative instruments with credit-risk-related contingent features that are in a
liability position as of September 30, 2013, is $5.9 billion for which we have posted collateral of $5.3 billion. The aggregate fair
value of all derivative instruments with credit-risk-related contingent features that are in a liability position as of December 31,
2012, is $8.7 billion for which we have posted collateral of $7.9 billion. Substantially all of the collateral posted is in the form of
cash or securities available-for-sale. See Note 18, “Guarantee Arrangements, Pledged Assets and Collateral,” for further details.
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In the event of a credit downgrade, we currently do not expect HSBC Bank USA’s long-term ratings to go below A2 and A+ or
the short-term ratings to go below P-2 and A-1 by Moody’s and S&P, respectively. The following tables summarize our obligation
to post additional collateral (from the current collateral level) in certain hypothetical commercially reasonable downgrade scenarios.
It is not appropriate to accumulate or extrapolate information presented in the tables below to determine our total obligation because
the information presented to determine the obligation in hypothetical rating scenarios is not mutually exclusive.

Moody’s Long-Term Ratings
Short-Term Ratings Al A2 A3

(in millions)
P ettt ettt ettt s b e st eaeen $ — 3 42 3 141
P ettt ettt bttt a et ettt a ettt e e bt e et eaeeteeaean 2 42 141
S&P Long-Term Ratings
Short-Term Ratings AA- A+ A

(in millions)
ATttt st h ettt sttt et e $ — 3 — § 40
AT ettt ettt e a et s n e ee 14 14 54

We would be required to post $15 million of additional collateral on total return swaps and certain other transactions if HSBC
Bank USA is downgraded by S&P and Moody’s by two notches on our long term rating accompanied by one notch downgrade in
our short term rating.

Notional Value of Derivative Contracts The following table summarizes the notional values of derivative contracts.

September 30,
2013

December 31,
2012

Interest rate:

OptioNS WIIHEN ...covvevieieeieieeeceeeee e
Options purchased.........ccceeevveveeienieieneeeeee

Foreign Exchange:

Swaps, futures and forwards ...........cccoecvevvrerennnnne.
(007310 SN 311751 H PSR

Commodities, equities and precious metals:
Swaps, futures and forwards ............ccoeevevvrerennnnne.
(007310 SRS 311751 H PSS
Options purchased.........ccoocevieiinienineeeee

(in billions)

39

....................................................................... $ 1820 $ 3139
....................................................................... 3,472.0 2,842.6
....................................................................... 97.3 433
....................................................................... 97.5 442
3,848.8 3,244.0

....................................................................... 756.6 743.7
....................................................................... 77.0 54.9
....................................................................... 79.0 55.5
....................................................................... 63.3 56.3
975.9 910.4

....................................................................... 472 48.1
....................................................................... 21.6 21.0
....................................................................... 22.0 214
90.8 90.5

....................................................................... 403.0 4849
....................................................................... $ 53185 $ 47298
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11.  Fair Value Option

We report our results to HSBC in accordance with its reporting basis, International Financial Reporting Standards (“IFRSs”). We
typically have elected to apply fair value option accounting to selected financial instruments to align the measurement attributes
of those instruments under U.S. GAAP and IFRSs and to simplify the accounting model applied to those financial instruments.
We elected to apply fair value option (“FVO”) reporting to commercial leveraged acquisition finance loans held for sale and related
unfunded commitments, certain fixed rate long-term debt issuances and hybrid instruments which include all structured notes and
structured deposits. Changes in fair value for these assets and liabilities are reported as gain (loss) on instruments designated at
fair value and related derivatives in the consolidated statement of income (loss).

Loans We elected to apply FVO to all commercial leveraged acquisition finance loans held for sale and related unfunded
commitments. The election allows us to account for these loans and commitments at fair value which is consistent with the manner
in which the instruments are managed. During the first quarter of 2013, we completed the sale of substantially all of our remaining
leveraged acquisition finance syndicated loans which we had been holding since the financial crisis.

These loans are included in loans held for sale in the consolidated balance sheet. Interest from these loans is recorded as interest
income in the consolidated statement of income (loss). Because a substantial majority of the loans elected for the fair value option
are floating rate assets, changes in their fair value are primarily attributable to changes in loan-specific credit risk factors. The
components of gain (loss) related to loans designated at fair value are summarized in the table below. As of September 30, 2013
and December 31, 2012, no loans for which the fair value option has been elected are 90 days or more past due or on nonaccrual
status.

Long-Term Debt (Own Debt Issuances) We elected to apply FVO for certain fixed-rate long-term debt for which we had applied
or otherwise would elect to apply fair value hedge accounting. The election allows us to achieve a similar accounting effect without
having to meet the hedge accounting requirements. We measure the fair value of these debt issuances based on inputs observed in
the secondary market. Changes in fair value of these instruments are attributable to changes of our own credit risk and interest
rates. Interest on the fixed-rate debt accounted for under FVO is recorded as interest expense in the consolidated statement of
income (loss). The components of gain (loss) related to long-term debt designated at fair value are summarized in the table below.

Hybrid Instruments We elected to apply fair value option accounting to all of our hybrid instruments, inclusive of structured
notes and structured deposits, issued after January 1, 2006. Interest on this debt is recorded as interest expense in the consolidated
statement of income (loss). The components of gain (loss) related to hybrid instruments designated at fair value which reflect the
instruments described above are summarized in the table below.

The following table summarizes the fair value and unpaid principal balance for items we account for under FVO:

Unpaid Principal
Fair Value Balance

(in millions)

September 30, 2013
Commercial leveraged acquisition finance 10ans ........c..cooeveeriiieniinieninienceeceeeee, $ 1 S 1
Fixed rate 1ong-term debt.........ccooieiiiieiieieeee e s 1,845 1,750
Hybrid instruments:
Interest bearing deposits in domestic OffiCes ........covririririnerienincieccrcccceeee 7,851 7,693
SHIUCTUIEA TOTES ..ottt sttt sttt ebe et et e bt et esaeenees 5,002 4,852
December 31, 2012
Commercial leveraged acquisition finance 10ans ...........c.cceceevevenineneniinicnineneeeeeeee, $ 465 § 486
Fixed rate 1ong-term debt.........ccooieiiiieiieieeeee s 2,016 1,750
Hybrid instruments:
Interest bearing deposits in domestic OffiCes ........covvrireririnerenenciececceeceeeee 8,692 8,399
SEIUCTUIEA TOLES ...eevvieeiieiieeieeciie ettt e ete et et eete e st e e beesbeesbeessbeeaeessaeesseenssesnseenssesnsens 5,264 5,030

Components of Gain on Instruments at Fair Value and Related Derivatives Gain (loss) on instruments designated at fair value
and related derivatives includes the changes in fair value related to interest, credit and other risks as well as the mark-to-market
adjustment on derivatives related to the financial instrument designated at fair value and net realized gains or losses on these
derivatives. The following table summarizes the components of gain (loss) on instruments designated at fair value and related
derivatives related to the changes in fair value of the financial instrument accounted for under FVO:
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Long-Term Hybrid
Loans Debt Instruments Total
(in millions)

Three Months Ended September 30, 2013
Interest rate and other components™..............o.cooovveeiereeeeeeererseees — 3 40 $ (280) (240)
Credit risk COMPONENL .....oouiiiieiriiiiiiiieiiee e — (63) 39 24)
Total mark-to-market on financial instruments designated at fair

VALUC ..ttt — (23) (241) (264)
Mark-to-market on the related derivatives .........ccccceeeveeeieecieenieenieenen. — 39) 280 241
Net realized gain on the related long-term debt derivatives.................. — 17 — 17
Gain (loss) on instruments designated at fair value and related

AEITVALIVES ...ttt ettt eeeee e e ettt e e s e aaaeeesessnnaeeeeeesnnes — 3 “5) $ 39 6)
Three Months Ended September 30, 2012
Interest rate and other components'.............co.coovovvoeeeeoeeeeeeeeea. 1 $ 14 3 (389) (374)
Credit riSK COMPONENL ......veveuiiiiiieiiieieteeeeee et 14 (179) 39) (204)
Total mark-to-market on financial instruments designated at fair
VALUC .ottt 15 (165) (428) (578)
Net realized loss on financial instruments...........cccccceceecercervenenrcncnnenne. 1 — — 1
Mark-to-market on the related derivatives .........c.cccceeveveeercenccncnicnennns — 21 396 375
Net realized gain on the related long-term debt derivatives.................. — 15 — 15
Gain (loss) on instruments designated at fair value and related
ETTVALIVES....oiiiiiiiiic s 16 $ (171) $ (32) (187)
Nine Months Ended September 30, 2013
Interest rate and other components™.................ccoocoorvrrveiriircerees — 3 223§ (392) (169)
Credit riSK COMPONEIL ......uevevirieiiriiirieieteieeeecere e 21 (52) 126 95
Total mark-to-market on financial instruments designated at fair

VALUC ..ttt ettt 21 171 (266) (74)
Net realized loss on financial instruments...........cccccceceecvvverenrenencnnenne. ®) — — ®)
Mark-to-market on the related derivatives ..........ccccooevveevveiiivieeiieeens — (229) 344 115
Net realized gain on the related long-term debt derivatives.................. — 49 — 49
Gain (loss) on instruments designated at fair value and related

EIIVALIVES ...ttt 13 $ o9 3 78 82
Nine Months Ended September 30, 2012
Interest rate and other components'”.............cc.ccovoervervreroerieriesins 2 3 26) $ (744) (768)
Credit risk COMPONENL ......c.ocuiuiiiiiiiiiiiiii s 48 (269) (62) (283)
Total mark-to-market on financial instruments designated at fair
VALUC .ttt ettt bbbt 50 (295) (806) (1,051)
Mark-to-market on the related derivatives .........cccceeveevieeciieciiecneenenn, — 6 741 747
Net realized gain on the related long-term debt derivatives.................. — 46 — 46
Gain (loss) on instruments designated at fair value and related
ETTVALIVES....viiiiiiiiic s 50 $ (243) $ (65) (258)
1)
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12.  Accumulated Other Comprehensive Income

Accumulated other comprehensive income includes certain items that are reported directly within a separate component of
shareholders’ equity. The following table presents changes in accumulated other comprehensive income balances.

Three Months Ended September 30, 2013 2012

(in millions)

Unrealized gains (losses) on securities available-for-sale:
Balance at beginning of PEriod ..........cceieririiiiiiiiiiiiiee et $ 257 § 1,004
Other comprehensive income (loss) for period:

Net unrealized gains (losses) arising during period, net of tax of $(13) million and $89

MILON, TESPECTIVELY ..ottt ettt (29) 126
Reclassification adjustment for gains realized in net income (loss), net of tax of $(14) million
and $(20) million, respectively!) ............coovorveeeeceeeeee e 21 (29)
Total other comprehensive 10SS fOr Period..........ccceeviririninininireceeeeeeeeee e (50) 97
Balance at end Of Period......c.coiuiiiiiiiiiie e ettt 207 1,101

Unrealized losses on other-than-temporarily impaired debt securities held-to-maturity:
Balance at beginning of Period ...........cccooiviiiiiiiiiiii s 67) —
Other comprehensive income for period:

Reclassification adjustment related to the accretion of unrealized other-than-temporary

impairment, net of tax of $1 MIlON®............co.cooviiviiieieeeeeeeee e 2 —
Total other comprehensive income for PEriod..........coeeveiieierieiirieeeee e 2 —
Balance at end of Period...........ccccoiiiiiiiiiiiiii (65) —

Unrealized gains (losses) on derivatives designated as cash flow hedges:
Balance at beginning 0f PEriod .........co.ccerieirieiiiineinenceeee et (127) (229)
Other comprehensive income (loss) for period:

Net gains arising during period, net of tax of $14 million and $5 million, respectively...............
20 9
Reclassification adjustment for losses realized in net income (loss), net of tax of $1 million
and $2 Million, reSPECVELY™ ..o 1 2
Total other comprehensive income (108S) fOr Period.........ccveeiieriiiiiiniecieeeeee e 21 11
Balance at end 0f PEIiOd........c.coviiiiiiriiiiiicce e (106) (218)
Pension and postretirement benefit liability:
Balance at beginning of Period..........ccccoviiiiiiiiiiiiiii ) (11)
Other comprehensive income for period:
Reclassification adjustment of prior service costs and transition obligations in net income
(loss), net of tax of less than $1 Million™..............ccooiiviiiioeeeeeeeee oo 1 —
Total other comprehensive inCOmMe for PEriod..........ccvvveriieiierieiiirieiieeee e 1 —
Balance at end of PEriod..........ccooiiiiiiiiiiiiii s ) (11)
Total accumulated other comprehensive income at end of period......................co.ccoeeiiiiiiiennnne. $ 31 $ 872
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Nine Months Ended September 30, 2013

2012

(in millions)

Unrealized gains (losses) on securities available-for-sale:

Balance at beginning Of PETIOQ .......cooveviiveiiieiieieieteeeteeeteeee ettt b e b et s et $ 992 $ 883
Other comprehensive income (loss) for period:
Net unrealized gains (losses) arising during period, net of tax of $(468) million and $217
Million, TESPECHIVELY .....ouoiiiiiiiiiiiiic s 679) 303
Reclassification adjustment for gains realized in net income (loss), net of tax of $(75) million
and $(60) Million, reSPECtiVElY'!) .........o.oviveeieeeeeee e (106) (85)
Total other comprehensive income (10Ss) fOr Period..........cocueriieririerinierieee e (785) 218
Balance at end Of Period.........oouieiiieieiieiee ettt ettt et e nneens 207 1,101
Unrealized losses on other-than-temporarily impaired debt securities held-to-maturity:
Balance at beginning Of PEIiOd .........ccuiiiiriiiieriiicierie ettt ettt b e s sseseessessaesseessesreessanseens — —
Adjustment to add other-than-temporary impairment due to the consolidation of VIE, net of tax
OF $(48) MIILON......ceeviiicietc et (67) —
Other comprehensive income for period:
Reclassification adjustment related to the accretion of unrealized other-than-temporary
impairment, net of tax of $1 MIlHON®.............o..cooerveieeeeee oo 2 —
Total other comprehensive iNCOME fOr PEriod..........couveveriiecieriieiieieiieieie et seeees 2 —
Balance at end Of PEIiOd......c..ociiiiiieiiiiiii ettt ettt b e e b e e e be e e beesaesreerbanaeens (65) —
Unrealized gains (losses) on derivatives designated as cash flow hedges:
Balance at beginning Of PETiod .........cciiiiiiiiiie ettt (201) (229)
Other comprehensive income (loss) for period:
Net gains arising during period, net of tax of $63 million and $0 million, respectively............... 90 4
Reclassification adjustment for losses realized in net income (loss), net of tax of $4 million
and $5 Millon, FeSPECHVELY™ ... 5 7
Total other comprehensive income for PEriod..........coeeveiirierieiirieeee et 95 11
Balance at end Of PEriod.........oouieiiirieiieiee ettt ettt ettt e nneens (106) (218)
Pension and postretirement benefit liability:
Balance at beginning Of PEriOd.........cvevuiiieriiiieiiiiere ettt ettt et ee s e ssa e sesssessaessesseessenseens ) (12)
Other comprehensive income for period:
Reclassification adjustment of prior service costs and transition obligations in net income
(loss), net of tax of less than $1 mMIlON™...........cooivivieeeeeeeeeee e 1 1
Total other comprehensive iNCOME fOr PEriod..........covieveriieieriieiieieeieeeie e seees 1 1
Balance at end Of Period......c..oouieiiiiieiiiee e ettt &) (11)
Total accumulated other comprehensive income at end of period...................ccccocovieiiiniiiiennnnne. $ 31 § 872
M Amount reclassified to net income (loss) is included in other securities gains, net in our consolidated statement of income (loss).
@ Amount reclassified to net income (loss) is included in interest income in our consolidated statement of income (loss).
Eiz Amount reclassified to net income (loss) is included in interest income (expense) in our consolidated statement of income (loss).

Amount reclassified to net income (loss) is included in salaries and employee benefits in our consolidated statement of income (loss).
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13.  Pension and Other Postretirement Benefits

Defined Benefit Pension Plans Effective January 1, 2005, our previously separate qualified defined benefit pension plan was
combined with that of HSBC Finance into a single HSBC North America qualified defined benefit pension plan (either the “HSBC
North America Pension Plan” or the “Plan”) which facilitates the development of a unified employee benefit policy and unified
employee benefit plan administration for HSBC companies operating in the U.S. The following table reflects the portion of pension
expense and its related components of the HSBC North America Pension Plan which has been allocated to us and is recorded in
our consolidated statement of income (loss).

Three Months Ended Nine Months Ended

September 30, September 30,
2013 2012 2013 2012
(in millions)
Service cost — benefits earned during the period...........ccoovvvevircieniecenieeeeee e $ 1 $ 4 S 3 3 11
Interest cost on projected benefit obligation...........cevevieriiieniiiinieeeee e 18 17 52 52
EXpected retuIn ON @SSELS.......ce.eruireririirierientintetententet ettt ettt st st see b sae e sbebeneens (19) (23) (60) (66)
Amortization of prior service cost (benefit) ........cocoveveverieniiiiiiiininec e — (1) — @)
RECOZNIZEA LOSSES ......eviiiiiiiiiiiitieiesie ettt st 10 13 36 34
Curtailment benefit reCOZNIZEd............ccviiiiiiiiiiiicieecete et e e — (29) — 31
PENSION EXPEINSE...cueiuiiiiiiiiiiiiiiiteeterte sttt ettt ettt ettt et b sttt be sttt neens $ 10 $ (19 31 $§ 4

Pension expense in 2012 reflects the recognition of a curtailment benefit associated with the decision in the third quarter of 2012
to cease all future contributions under the Cash Balance formula and freeze the Plan effective January 1, 2013.

Postretirement Plans Other Than Pensions Our employees also participate in plans which provide medical, dental and life
insurance benefits to retirees and eligible dependents. These plans cover substantially all employees who meet certain age and
vested service requirements. We have instituted dollar limits on payments under the plans to control the cost of future medical
benefits. The following table reflects the components of the net periodic postretirement benefit cost:

Three Months Ended Nine Months Ended

September 30, September 30,
2013 2012 2013 2012
(in millions)
Service cost — benefits earned during the period..........ccocvevveieieieieieiiiicieeee e $ — 8 1 $ — 3 1
INEETESE COSL ..ttt ettt ettt sttt ettt ettt e st e st e st eteebesaeeaeebeabeseentenseneans $ 15§ — 8 2 3 2
Amortization of transition ObliAtION ..........ccceeieriieiiirierieeiee e — | — 2
Net periodic postretirement benefit COSt........ocviririiiriiririeirieiiieeeieeeteee et $ 1 $ 2 S 2 3 5

14.  Related Party Transactions

In the normal course of business, we conduct transactions with HSBC and its subsidiaries. These transactions occur at prevailing
market rates and terms and include funding arrangements, derivative execution, purchases and sales of receivables, servicing
arrangements, information technology and some centralized services, item and statement processing services, banking and other
miscellaneous services. All extensions of credit by (and certain credit exposures of) HSBC Bank USA to other HSBC affiliates
(other than FDIC-insured banks) are legally required to be secured by eligible collateral. The following tables and discussions
below present the more significant related party balances and the income (expense) generated by related party transactions:
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September 30,

2013

December 31,
2012

(in millions)

Assets:
Cash and due from DanKS...........ccocveivieiiieiiicicee ettt $ 343 §$ 114
Interest bearing deposits With banks */..........ccocoiiiiiiiii e 1,028 714
Trading assets ettt e e et st sttt ettt e et st sesaseeaseneasaneasaneasenen 17,169 21,370
| 0 s TSRO PURRRRN 5,854 4,514
OHHET @) oo 765 858
TOTAL ASSELS....veeevvieeieeeeeeetee ettt ettt et e et et e e e et e et e e eteeenseeeteeenseenaeeereeeeneeenreeereeenneennes S 25,159 $ 27,570

Liabilities:
DIEPOSIES 1..vvvieieieteteiiteteteieee ettt ettt et ebetsse et s e bt e se s e b et esess s es et ess et esete s e s s b et ese et esetnse s esenas $ 16,577 $ 13,863
Trading Habilities @)..........co.oviveeeeeeeeee oo 19,692 23,910
ShOTt-teIM DOITOWINZS .....viivieviieieiieiiesiietesteete et ere et eseeseessesseessesstesseessesseessesseessenseensenseenns 1,950 2,721
LoNG-term debt ....c.eiiiiiieiieee et st 3,990 3,990
OHNET P ..o 606 459
TOtAl HADIIITIES ...t ettt ettt ettt e et e e e et eeeateeaaeeenseenneenns $ 42,815 $ 44,943

M Includes interest bearing deposits with HSBC Mexico S.A. of $800 million and $500 million at September 30, 2013 and December 31, 2012,

respectively.
@ Trading assets and liabilities do not reflect the impact of netting which allows the offsetting of amounts relating to certain contracts if certain conditions
are met. Trading assets and liabilities primarily consist of derivatives contracts.
@ Other assets and other liabilities primarily consist of derivative contracts.
Three Months Ended Nine Months Ended
September 30, September 30,
2013 2012 2013 2012
(in millions)
Income/(Expense):
INEEIESE IMCOIMEC . .....veuvieiieiieeietiete ettt et ettt et et e e st e b e s e e e esaebeessenseessesseensesseensesseennes $ 31 $ 19 $ 143 $ 117
INEEIEST EXPEIISE. ....eouiiiiiiiiiiii e e (19) (23) (59) (70)
Net interest iNCOME (I0SS) .c.erueruiriiriririintinientetetee ettt ettt $ 12§ 4 $ 84 § 47
Servicing and other fees from HSBC affiliate: -
Fees and commissions:
HSBC Finance COrporation ............c.ceceeveeruereriererieessesssessseeesessesessesessesessesennes $ 2008 21 $ 67 $ 51
HSBC Markets (USA) Inc. (“HMUS”)....ccevvrieiirieieeiereeeseeee e 4 13 14
Other HSBC affiliates ......cccveeiiiiieeieeiiecieeiee ettt ve e sve e en 17 39 59
Other HSBC affiliates iNCOME .........cccvevieriiiieieeieie ettt 21 35 41
TOtAl ATTIHALE TNCOIE ..ottt et e et e e e e et e e e et e e eeeeeeeeee e e eeeeeeaeeseeeens $ 41 $ 63 $ 154 $ 165
Residential mortgage banking revVenue...........ccceccverererininenenenceneeeeeeceeeieeee $ — 3 — s —'s 3
Support services from HSBC affiliates:
HSBC Finance Corporation .........c..coeeererierierieieieieeeieeieste st seeseseeeneeneene e $ 238 OGS an s (2
5 10 LU TP (58) 87) (164) (248)
HSBC Technology & Services (USA) (“HTSU”)...cocvveveevieircnenencncnnns (274) (237) (749) (711)
Other HSBC affiliates ......c.coveerieuirieiriiiriiieiict et (44) (43) (140) (162)
Total support services from HSBC affiliates ...........coceverevieienienenincncnenenn $ (378) $§ (372) $(1,064) S (1,143)
Stock based compensation expense with HSBC V_...........c..ccoocovvvoriirinnnnne. $—(7) s ® s (29 $ @ s @27 $ @
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M Employees participate in one or more stock compensation plans sponsored by HSBC. These expenses are included in Salaries and employee benefits in

our consolidated statement of income (loss). Employees also participate in a defined benefit pension plan and other postretirement plans sponsored by
HSBC North America which are discussed in Note 13, “Pension and Other Postretirement Benefits.”

Funding Arrangements with HSBC Affiliates:

We use HSBC affiliates to fund a portion of our borrowing and liquidity needs. Long-term debt with affiliates reflects $4.0 billion
in senior debt with HSBC North America. Of this amount, $1.0 billion is a 5 year floating rate note which matures in August 2014
and $3.0 billion that matures in three equal installments of $1.0 billion in April 2015, 2016 and 2017. The debt bears interest at
90 day USD Libor plus a spread, with each maturity at a different spread.

We have the following funding arrangements available with HSBC affiliates, although there are no outstanding balances at either
September 30, 2013 and December 31, 2012:

*  $900 million committed line of credit with HSBC Investment (Bahamas) Limited;
*  $500 million committed line of credit with HSBC Holdings plc; and
e $150 million uncommitted line of credit with HSBC North America Inc. (“HNAI”).

We have also incurred short-term borrowings with certain affiliates, largely related to metals activity. In addition, certain affiliates
have also placed deposits with us.

Lending and Derivative Related Arrangements Extended to HSBC Affiliates:
At September 30, 2013 and December 31, 2012, we have the following loan balances outstanding with HSBC affiliates:

September 30, December 31,
2013 2012
(in millions)
HSBC FINance COrPOTatiON...........ceuerueruerierierieiesieteseeeteteeteeteesessessessessessensensesseneeneeseeneeseesesseses S 3015 §$ 2,019
HSBC Markets (USA) Inc. ("HMUS") and subsidiari€s............cceevverreeciereeenieneenieneeneeeeeneeennes 929 310
HSBC Bank Brasil S.A.......covoiiiiiieeie ettt e e e eenneessnreeean 1,000 1,000
HSBC Bank Panama S.A. .......cociieiieiieeiieie ettt steete et eeaeessaeebeessseesseessseensaesssen 200 372
Other short-term affiliate lending...........ccooveoiirieiiiieieeee e 710 813
TOTAL ASSELS.....uveeeteeereeete et ettt et et e et e et e eete e et eeeteeetseeeteeeaseebeeeaseeseestseeesaeeaseeeseesasseseeeaseenree e $ 5854 $ 4,514

HSBC Finance Corporation - We have extended a $4.0 billion, 364 day uncommitted unsecured revolving credit agreement to
HSBC Finance which allows for borrowings with maturities of up to 15 years. As of September 30,2013 and December 31, 2012,
$3.0 billion and $2.0 billion, respectively, was outstanding under this credit agreement with $512 million maturing in September
2017, $1.5 billion maturing in January 2018 and $1.0 billion maturing in September 2018.

HMUS and subsidiaries - We have extended loans and lines, some of them uncommitted, to HMUS and its subsidiaries in the
amount of $3.8 billion at September 30, 2013 and December 31, 2012, of which $929 million and $310 million, respectively, was
outstanding. The outstanding balances at September 30, 2013 mature in 2013.

HSBC Bank Brasil S.A. - We have extended uncommitted lines of credit to HSBC Bank Brasil in the amount of $1.5 billion and
$1.0 billion at September 30, 2013 and December 31, 2012, respectively, of which $1.0 billion was outstanding at both
September 30, 2013 and December 31, 2012. The outstanding balances mature at various stages between 2014 and 2015.

HSBC Bank Panama S.A. - We have extended an uncommitted line of credit to HSBC Panama in the amount of $752 million at
September 30, 2013 and December 31, 2012, of which $200 million and $372 million, respectively, was outstanding. In October
2013, this outstanding loan amount was repaid in full.

Other Short-term Affiliate Lending - In addition to loans and lines extended to affiliates discussed above, from time to time we
may extend loans to affiliates which are generally short term in nature. At September 30, 2013 and December 31, 2012, there
were $710 million and $813 million of loans outstanding primarily related to metals activities.

The following summarizes lending arrangements we have extended to HSBC affiliates which do not have any outstanding balances
at either September 30, 2013 and December 31, 2012:

*  $1.5 billion uncommitted secured credit facility extended to certain subsidiaries of HSBC Finance which matures in November
2013 and is currently expected to be renewed. Any draws on this credit facility by HSBC Finance require regulatory approval;

* $2.0 billion committed revolving credit facility extended to HSBC Finance which expires in May 2017.
*  We have extended lines of credit to various other HSBC affiliates totaling 2.6 billion.
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Historically, we have provided support to several HSBC affiliate sponsored asset-backed commercial paper (“ABCP”’) conduits
by purchasing A-1/P-1 rated commercial paper issued by them. At September 30, 2013 and December 31, 2012, no ABCP issued
by such conduits was held. Pursuant to a global restructure of HSBC sponsored ABCP conduits, certain assets previously originated
and funded by Bryant Park, an ABCP conduit organized by HUSI, have been refinanced by Regency, another ABCP conduit
organized and consolidated by our affiliate. HUSI is committed to provide liquidity facilities to backstop the liquidity risk in
Regency in relation to assets originated in the U.S. region. The notional amount of the liquidity facilities provided by HUSI to
Regency was approximately $2.5 billion as of September 30, 2013, which is less than half of Regency's total liquidity facilities.

As part of a global HSBC strategy to offset interest rate or other market risks associated with debt issues and derivative contracts
with unaffiliated third parties, we routinely enter into derivative transactions with HSBC Finance and other HSBC affiliates. The
notional value of derivative contracts related to these contracts was approximately $1,164.1 billion and $1,066.5 billion at
September 30,2013 and December 31, 2012, respectively. The net credit exposure (defined as the net fair value of derivative assets
and liabilities) related to the contracts was approximately $789 million and $691 million at September 30, 2013 and December
31, 2012, respectively. Our Global Banking and Markets business accounts for these transactions on a mark to market basis, with
the change in value of contracts with HSBC affiliates substantially offset by the change in value of related contracts entered into
with unaffiliated third parties.

Services Provided Between HSBC Affiliates:

Under multiple service level agreements, we provide services to and receive services from various HSBC affiliates. The following
summarizes these activities:

» Servicing activities for residential mortgage loans across North America are performed both by us and HSBC Finance. As a
result, we receive servicing fees from HSBC Finance for services performed on their behalf and pay servicing fees to HSBC
Finance for services performed on our behalf. The fees we receive from HSBC Finance are reported in Servicing and other
fees from HSBC affiliates. Fees we pay to HSBC Finance are reported in Support services from HSBC affiliates. This includes
fees paid for the servicing of residential mortgage loans (with a carrying amount of $1.0 billion and $1.2 billion at September 30,
2013 and December 31, 2012) that we purchased from HSBC Finance in 2003 and 2004.

» HSBC North America's technology and certain centralized support services including human resources, corporate affairs, risk
management, legal, compliance, tax, finance and other shared services are centralized within HTSU. HTSU also provides
certain item processing and statement processing activities to us. The fees we pay HTSU for the centralized support services
and processing activities are included in Support services from HSBC affiliates. We also receive fees from HTSU for providing
certain administrative services to them. The fees we receive from HTSU are included in 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 are included in Support services from HSBC affiliates.

*  We utilize HSBC Securities (USA) Inc. (“HSI”) for broker dealer, debt underwriting, customer referrals, loan syndication and
all other treasury and traded markets related services, pursuant to service level agreements. Fees charged by HSI for broker
dealer, loan syndication services, treasury and traded markets related services are included in Support services from HSBC
affiliates. Debt underwriting fees charged by HSI are deferred as a reduction of long-term debt and amortized to interest expense
over the life of the related debt. Customer referral fees paid to HSI are netted against customer fee income, which is included
in other fees and commissions.

Other Transactions with HSBC Affiliates

In July 2004, we sold the account relationships associated with $970 million of credit card receivables to HSBC Finance and on
a daily basis, we purchased new originations on these credit card receivables. As discussed in Note 8, “Intangible Assets,” on
March 29, 2012 we re-purchased these account relationships from HSBC Finance on $746 million of credit card receivables on
that date for $108 million and as a result, we stopped purchasing new originations on these credit card accounts from HSBC
Finance. We purchased $492 million of credit card receivables from HSBC Finance during the three months ended March 31,
2012. HSBC Finance continued to service these loans for us through April 30, 2012 for a fee which was included in Support
services from affiliates. Effective with the close of the sale of our GM and UP credit card receivables and our private label credit
card and closed-end receivables on May 1, 2012, these loans had been serviced by Capital One for a fee. In September 2013, the
outsourcing arrangement with Capital One ended and we resumed the servicing of our remaining credit card portfolio. Premiums
previously paid are amortized to interest income over the estimated life of the receivables purchased.

In addition to purchases of U.S. Treasury and U.S. Government Agency securities, we purchased both foreign-denominated and
USD denominated marketable securities from certain affiliates including HSI, HSBC Asia-Pacific, HSBC Mexico, HSBC London,
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HSBC Brazil, HSBC Chile and HSBC Canada. Marketable securities outstanding from these purchases are reflected in trading
assets and were immaterial in all periods.

Transactions with HSBC Affiliates involving our Discontinued Operations:

As itrelates to our discontinued credit card and private label operations, in January 2009 we purchased the General Motors (“GM”)
and Union Plus (“UP”) portfolios from HSBC Finance with an outstanding principal balance of $12.4 billion at the time of sale,
at a total net premium of $113 million. Additionally in December 2004, we purchased the private label credit card receivable
portfolio as well as private label commercial and closed end loans from HSBC Finance. HSBC Finance retained the customer
account relationships for both the GM and UP receivables and the private label credit card receivables and by agreement we
purchased on a daily basis substantially all new originations from these account relationships from HSBC Finance prior to the sale
of these accounts to Capital One on May 1, 2012. Premiums paid for these receivables were amortized to interest income over the
estimated life of the receivables purchased and are included as a component of Income from discontinued operations. HSBC
Finance serviced these credit card loans for us for a fee through April 30, 2012. During the nine months ended September 30,
2012, we purchased a total of $9.9 billion of loans on a daily basis from HSBC Finance. Fees paid for servicing these loan
portfolios, which are included as a component of Income from discontinued operations, totaled $199 million during the nine months
ended September 30, 2012, respectively.

15.  Business Segments

We have four distinct business segments that we utilize for management reporting and analysis purposes, which are aligned with
HSBC's global businesses and business strategy. There have been no changes in the basis of our segmentation or measurement of
segment profit as compared with the presentation in Note 25, "Business Segments," in our 2012 Form 10-K except as noted below.

Commercial Banking ("CMB") has historically held investments in low income housing tax credits. The financial benefit from
these investments is obtained through lower taxes. Since business segment returns are measured on a pre-tax basis, a revenue share
has historically been in place in the form of a funding credit to provide CMB with an exact and equal offset booked to the Other
segment. Beginning in 2013, this practice has been eliminated and the low income housing tax credit investments and related
financial impact are being recorded entirely in the Other segment. We have reclassified prior period results in both the CMB and
Other segments to conform to the revised current year presentation.

Our segment results are presented in accordance with IFRSs (a non-U.S. GAAP financial measure) on a legal entity basis (“IFRSs
Basis”) as operating results are monitored and reviewed, trends are evaluated and decisions about allocating resources, such as
employees are made almost exclusively on an IFRSs basis since we report financial information to our parent, HSBC in accordance
with IFRSs. We continue to monitor capital adequacy, establish dividend policy and report to regulatory agencies on a U.S. GAAP
legal entity basis.

A summary of the significant differences between U.S. GAAP and IFRSs as they impact our results are presented in Note 25,
"Business Segments," in our 2012 Form 10-K. Except as noted below, there have been no significant changes since December
31, 2012 in the differences between U.S. GAAP and IFRSs impacting our results. As it relates to loan impairment charges, prior
to the second quarter of 2013, we concluded that for IFRSs the estimated average period of time from last current status to write-
off for real estate secured loans collectively evaluated for impairment using a roll rate migration analysis was 10 months. In the
second quarter of 2013, we updated our review under IFRSs to reflect the period of time after a loss event that a loan remains
current before delinquency is observed. This review resulted in an estimated average period of time from a loss 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 a roll rate migration analysis of 12 months.
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The following table summarizes the results for each segment on an IFRSs basis, as well as provides a reconciliation of total results
under IFRSs to U.S. GAAP consolidated totals.

IFRSs Consolidated Amounts

Adjustments/ IFRSs U.S. GAAP
Reconciling FRSs Reclassi- Consolidated
RBWM CMB GBM PB Other Items Total Adjustments®  fications® Totals
(in millions)
Three Months Ended September 30, 2013
Net interest income"........ $ 205 $§ 181 § 78 $ 46 $ (6) § @ $ 502 $ a7z s 7 % 492
Other operating income..... 81 77 296 27 45) 2 438 0] 5) 432
Total operating income..... 286 258 374 73 (51) — 940 (18) 2 924
bpan impairment charees 4 26 6) 3 — — 70 (1) (5) 54
242 232 377 70 51 — 870 (@] 7 870
Operating expenses®........ 301 169 255 62 52 — 839 9 7 855
Profit before income tax
CXPENSC v 8 (59) 8 63 8 122 8 8 8 (103 8§ 2 §8 31 8 (A9 § _— § 15
Three Months Ended September 30, 2012
Net interest income"........ $ 209 $ 172 $ 120§ 45§ (13) $ 3) $ 539§ 22) $ ™ $ 510
Other operating income.... 138 136 251 26 (164) 3 390 5 12 407
Total operating income..... 347 308 380 71 (177) — 929 amn 5 917
bpan impairment charees 75 6 6 2 — — 86 4) 2 84
275 302 374 69 177) — 843 (13) 3 833
Operating expenses®........ 368 154 249 57 844 — 1,672 (48) 3 1,627
Profit before income tax
EXPENSE ..ovvenviiriiiiiieiieiens w u u $_12 w $—— w $—35 $_— $ (794)
Nine Months Ended September 30, 2013
Net interest income'"........ $ 626 $ 523§ 312 $ 140 $ (34 $ 9 $ 158 $ 55) $ 12§ 1,515
Other operating income..... 270 219 973 85 10) 9 1,546 53 9 1,590
Total operating income..... 896 742 1,285 225 (44) — 3,104 ) 3 3,105
pan impairment charees gy a1 6 4 — — 148 1s) 9 142
799 701 1,279 221 44) — 2,956 13 6) 2,963
Operating expenses®........ 892 502 735 189 138 — 2,456 as) 6) 2,432
Profit before income tax
EXPENSE ...ovviiiiiiiiiiie $ 93 $ 19 8§ 544 $§ 32 $ (182) $ — 3 500 $ 31 § — 3 531
Balances at end of - W N W
period:
Total assets.......ocovverveeennne $19,297 $22,571 $ 190,174 $7,996 $ 804 $ — $240,842 § (53,563) $ 96 $ 187,375
Total loans, net.................. 16,221 21,414 21,738 5,869 — — 65,242 1,794 79 67,115
GoodWill.....ocveereereeieerien 581 358 480 325 — — 1,744 484 — 2,228
Total deposits.................... 30,594 21,614 46,829 11,875 — — 110912 (4,491) 6,500 112,921
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IFRSs Consolidated Amounts

Adjustments/ IFRSs U.S. GAAP
Reconciling IFRSs lassi- C lidated
RBWM CMB GBM PB Other Items Total Adjustments®  fications® Totals

(in millions)

Nine Months Ended September 30, 2012

Net interest income™........ $ 653 § 502 § 439 $ 137 $ (31) $ (10) $ 1,690 $ (73) $ 15 8 1,632
Other operating income..... 497 471 742 83 (234) 10 1,569 41 60 1,670
Total operating income..... 1,150 973 1,181 220 (265) — 3,259 (32) 75 3,302
bpan impairment charges 17y 3 @ — — 166 — 7 173
976 976 1,183 223 (265) — 3,093 32) 68 3,129

Operating expenses®........ 1,010 487 744 178 1,628 — 4,047 (48) 68 4,067
Profit before income tax
EXPENSE ..o $ (34 § 489 § 439 $ 45 $(1,893) $ — $  (954) $ 16 § — $ (938)
Balances at end of -
period:
Total assets.... . $23,726 $24,012 $217,185 $7,093 $ 92 § — $272,108 $ (73,460) $ (65) $ 198,583
Total loans, net.................. 16,334 19,066 32,559 5,290 — — 73,249 (1,124)  (11,310) 60,815
GoodWill....ccovvvveiiiiicnne 581 358 480 325 — — 1,744 484 — 2,228
Total deposits........ccceeunene

35,494 22,012 44,669 12,319 — — 114,494 (5,897) 12,738 121,335

M Net interest income of each segment represents the difference between actual interest earned on assets and interest paid on liabilities of the segment adjusted

for a funding charge or credit. Segments are charged a cost to fund assets (e.g. customer loans) and receive a funding credit for funds provided (e.g. customer
deposits) based on equivalent market rates. The objective of these charges/credits is to transfer interest rate risk from the segments to one centralized unit
in Treasury and more appropriately reflect the profitability of segments.

@ Expenses for the segments include fully apportioned corporate overhead expenses.

® " The provision assigned to the segments is based on the segments’ net charge offs and the change in allowance for credit losses.

@ Represents adjustments associated with differences between IFRSs and U.S. GAAP bases of accounting.

) Represents differences in financial statement presentation between IFRSs and U.S. GAAP.
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16. Retained Earnings and Regulatory Capital Requirements

The following table summarizes the capital amounts and ratios of HSBC USA Inc. and HSBC Bank USA, calculated in accordance
with current banking regulations.

September 30, 2013 December 31, 2012
Capital Well-Capitalizeg) Actual Capital Well-Capitalized) Actual
Amount Minimum Ratio Ratio Amount Minimum Ratio Ratio

(dollars are in millions)

Total capital ratio:

HSBC USA INC. ...c.oovvvveeveinnee $ 20,482 10.00% 16.30% § 20,764 10.00% 19.52%

HSBC Bank USA.......ccccvevenene. 21,374 10.00 18.01 21,464 10.00 21.07
Tier 1 capital ratio:

HSBC USA Inc. ....cccovevineennnne 14,652 6.00 11.66 14,480 6.00 13.61

HSBC Bank USA........cccceovnennenee 15,817 6.00 13.33 15,482 6.00 15.20
Tier 1 common ratio:

HSBC USA INC. ..o, 12,544 500 @ 998 12,373 500 @ 11.63

HSBC Bank USA.......ccccvevenene. 15,817 5.00 13.33 15,482 5.00 15.20
Tier 1 leverage ratio:

HSBC USA INC. ..o 14,652 3.00 @ 840 14,480 300 @ 770

HSBC Bank USA........cccceovneneenne 15,817 5.00 9.30 15,482 5.00 8.43
Risk weighted assets:

HSBC USA InC. ...coovvvvveiiiennne 125,641 106,395

HSBC Bank USA.......ccccvevenene. 118,656 101,865

(" HSBC USA Inc and HSBC Bank USA are categorized as “well-capitalized,” as defined by their principal regulators. To be categorized as well-capitalized
under regulatory guidelines, a banking institution must have the minimum ratios reflected in the above table, and must not be subject to a directive, order,
or written agreement to meet and maintain specific capital levels.

@ There is no Tier 1 common ratio component in the definition of a well-capitalized bank holding company. The ratio shown is the required minimum Tier 1
common ratio as included in the Federal Reserve Board's final rule regarding capital plans for U.S. bank holding companies with total consolidated assets
of $50 billion or more.

®  There is no Tier 1 leverage ratio component in the definition of a well-capitalized bank holding company. The ratio shown is the minimum required ratio.
The regulatory capital ratios in 2013 reflect the impact of the U.S. market risk final rule (known as Basel 2.5).

We did not receive any cash capital contributions from our immediate parent, HNAI during the first nine months of 2013. We did
not make any capital contributions to our subsidiary, HSBC Bank USA, during the nine months ended September 30, 2013.

Regulatory guidelines impose certain restrictions that may limit the inclusion of deferred tax assets in the computation of regulatory
capital. We closely monitor the deferred tax assets for potential limitations or exclusions. At September 30, 2013 and December
31,2012, deferred tax assets of $701 million and $622 million, respectively, were excluded in the computation of regulatory capital.

17.  Variable Interest Entities

In the ordinary course of business, we have organized special purpose entities (“SPEs”) primarily to structure financial products
to meet our clients' investment needs, to facilitate clients to access and raise financing from capital markets and to securitize
financial assets held to meet our own funding needs. For disclosure purposes, we aggregate SPEs based on the purpose, risk
characteristics and business activities of the SPEs. A SPE is a VIE if it lacks sufficient equity investment at risk to finance its
activities without additional subordinated financial support or, as a group, the holders of the equity investment at risk lack either
a) the power through voting or similar rights to direct the activities of the entity that most significantly impacts the entity's economic
performance; or b) the obligation to absorb the entity's expected losses, the right to receive the expected residual returns, or both.

Variable Interest Entities We consolidate VIEs in which we hold a controlling financial interest as evidenced by the power to
direct the activities of a VIE that most significantly impact its economic performance and the obligation to absorb losses of, or the
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right to receive benefits from, the VIE that could be potentially significant to the VIE and therefore are deemed to be the primary
beneficiary. We take into account our entire involvement in a VIE (explicit or implicit) in identifying variable interests that
individually or in the aggregate could be significant enough to warrant our designation as the primary beneficiary and hence require
us to consolidate the VIE or otherwise require us to make appropriate disclosures. We consider our involvement to be significant
where we, among other things, (i) provide liquidity put options or other liquidity facilities to support the VIE's debt obligations;
(i) enter into derivative contracts to absorb the risks and benefits from the VIE or from the assets held by the VIE; (iii) provide a
financial guarantee that covers assets held or liabilities issued; (iv) design, organize and structure the transaction; and (v) retain a
financial or servicing interest in the VIE.

We are required to evaluate whether to consolidate a VIE when we first become involved and on an ongoing basis. In almost all
cases, a qualitative analysis of our involvement in the entity provides sufficient evidence to determine whether we are the primary
beneficiary. In rare cases, a more detailed analysis to quantify the extent of variability to be absorbed by each variable interest
holder is required to determine the primary beneficiary.

Consolidated VIEs The following table summarizes assets and liabilities related to our consolidated VIEs as of September 30,
2013 and December 31, 2012 which are consolidated on our balance sheet. Assets and liabilities exclude intercompany balances
that eliminate in consolidation:

September 30, 2013 December 31, 2012
Consolidated Consolidated Consolidated Consolidated
Assets Liabilities Assets Liabilities

(in millions)

Asset-backed commercial paper conduit:

Interest bearing deposits With banks ..........ccococoeerrncrennieeinnn. $ 5 % — 5 — § —
Held-to-maturity SECUITHES ...ocverviererieeieieeierieeresreeveseeseeeeesens 208 — — —
Oher @SSELS ..e.veviiiieieieieieieteeete ettt 2 — — —
Other Habilities.......cvertieieeieieeiee et — 3 — —
SUBLOTALL ...ttt $ 215 $ 353 — S —
Low income housing limited liability partnership:
OthET @SSELS .eeveevieiietieieeteete ettt ete st ee st te s enee e sesneenee e 477 — 533 —
Long term debt ..o — 92 — 92
Other Habilities.......cvertieiieiieieeiee et — 96 — 152
SUDLOAL. ...ttt e $ 477 $ 188 $ 533 $ 244
TOAL ... e bbb anas $ 0692 §$ 191 $ 533 §$ 244

Asset-backed conduit During the first quarter of 2013, HSBC decided to restructure certain of its asset-backed commercial paper
conduit programs to have only one asset-backed commercial paper conduit providing securitized financing to HSBC clients globally.
As part of this initiative, our commercial paper conduit otherwise known as Bryant Park is no longer transacting new business and
certain existing Bryant Park customer transactions have been refinanced by an existing commercial paper conduit currently
consolidated by HSBC Bank plc. Bryant Park continues to exist but only to fund select legacy assets it currently holds. Upon
completion of the restructure in May 2013, HSBC Bank USA became the primary beneficiary of Bryant Park at which time Bryant
Park became included in our consolidated results.

Low income housing limited liability partnership In 2009, all low income housing investments held by us were transferred to a
Limited Liability Partnership (“LLP”) in exchange for debt and equity while a third party invested cash for an equity interest that
is mandatorily redeemable at a future date. The LLP was created in order to ensure the utilization of future tax benefits from these
low income housing tax projects. The LLP was deemed to be a VIE as it does not have sufficient equity investment at risk to
finance its activities. Upon entering into this transaction, we concluded that we are the primary beneficiary of the LLP due to the
nature of our continuing involvement and, as a result, consolidate the LLP and report the equity interest issued to the third party
investor in other liabilities and the assets of the LLP in other assets on our consolidated balance sheet. The investments held by
the LLP represent equity investments in the underlying low income housing partnerships for which the LLP applies equity-method
accounting. The LLP does not consolidate the underlying partnerships because it does not have the power to direct the activities
of the partnerships that most significantly impact the economic performance of the partnerships.

Unconsolidated VIEs We also have variable interests in other VIEs that were not consolidated at September 30,2013 and December
31,2012 because we were not the primary beneficiary. The following table provides additional information on those unconsolidated
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VIEs, the variable interests held by us and our maximum exposure to loss arising from our involvements in those VIEs as of
September 30, 2013 and December 31, 2012:

Variable Interests Variable Interests Total Assets in Maximum
Held Classified Held Classified Unconsolidated Exposure
as Assets as Liabilities VIEs to Loss
(in millions)

September 30, 2013
Asset-backed commercial paper conduits....................... $ — 3 — 3 16,456 $ 2,216
Structured note vehicles ........c.oocvevviveeieiieecieieeeens 1,712 68 6,365 6,253
TOtAL oot $ 1,712 $ 68 $ 22,821 $ 8,469
December 31, 2012
Asset-backed commercial paper conduits $ $ — 16,104 $ 2,212
Structured note VEhicles ..........oceverineninenenenieneieens 2,117 154 7,055 6,893
TOtAl it $ 2,117  §$ 154 §$ 23,159 §$ 9,105

Information on the types of variable interest entities with which we are involved, the nature of our involvement and the variable
interests held in those entities is presented below.

Asset-backed commercial paper ("ABCP'") conduits Separately from the Bryant Park facility discussed above, we provide
liquidity facilities to a number of multi-seller and single-seller ABCP conduits sponsored by HSBC affiliates and by third parties.
These conduits support the financing needs of customers by facilitating the customers' access to commercial paper markets.

Customers sell financial assets, such as trade receivables, to ABCP conduits, which fund the purchases by issuing short-term
highly-rated commercial paper collateralized by the assets acquired. In a multi-seller conduit, any number of companies may be
originating and selling assets to the conduit whereas a single-seller conduit acquires assets from a single company. We, along with
other financial institutions, provide liquidity facilities to ABCP conduits in the form of lines of credit or asset purchase commitments.
Liquidity facilities provided to multi-seller conduits support transactions associated with a specific seller of assets to the conduit
and we would only be required to provide support in the event of certain triggers associated with those transactions and assets.
Liquidity facilities provided to single-seller conduits are not identified with specific transactions or assets and we would be required
to provide support upon occurrence of certain triggers that generally affect the conduit as a whole. Our obligations are generally
pari passu with those of other institutions that also provide liquidity support to the same conduit or for the same transactions. We
do not provide any program-wide credit enhancements to ABCP conduits.

Each seller of assets to an ABCP conduit typically provides credit enhancements in the form of asset overcollateralization and,
therefore, bears the risk of first loss related to the specific assets transferred. We do not transfer our own assets to the conduits.
We do not provide the majority of the liquidity facilities to any of these ABCP conduits. We have no ownership interests in, perform
no administrative duties for, and do not service any of the assets held by the conduits. We are not the primary beneficiary and do
not consolidate any of the ABCP conduits to which we provide liquidity facilities. Credit risk related to the liquidity facilities
provided is managed by subjecting these facilities to our normal underwriting and risk management processes. The $2.2 billion
maximum exposure to loss presented in the table above represents the maximum amount of loans and asset purchases we could
be required to fund under the liquidity facilities. The maximum loss exposure is estimated assuming the facilities are fully drawn
and the underlying collateralized assets are in default with zero recovery value.

Structured note vehicles Our involvement in structured note vehicles includes derivatives such as interest rate and currency swaps
and investments in the vehicles' debt instruments. With respect to several of these VIEs, we hold variable interests in the form of
total return swaps entered into in connection with the transfer of certain assets to the VIEs. In these transactions, we transferred
financial assets from our trading portfolio to the VIEs and entered into total return swaps under which we receive the total return
on the transferred assets and pay a market rate of return. The transfers of assets in these transactions do not qualify as sales under
the applicable accounting literature and are accounted for as secured borrowings. Accordingly, the transferred assets continue to
be recognized as trading assets on our balance sheet and the funds received are recorded as liabilities in long-term debt. As of
September 30, 2013, we recorded approximately $30 million of trading assets and $33 million of trading liabilities on our balance
sheet as aresult of “failed sale” accounting treatment for certain transfers of financial assets. As of December 31,2012, we recorded
approximately $140 million of trading assets and $147 million of trading liabilities on our balance sheet as a result of “failed sale”
accounting treatment for certain transfers of financial assets. The financial assets and financial liabilities were not legally ours and
we have no control over the financial assets which are restricted solely to satisfy the liability.
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In addition to our variable interests, we also hold credit default swaps with these structured note VIEs under which we receive
credit protection on specified reference assets in exchange for the payment of a premium. Through these derivatives, the VIEs
assume the credit risk associated with the reference assets which are then passed on to the holders of the debt instruments they
issue. Because they create rather than absorb variability, the credit default swaps we hold are not considered variable interests. In
limited circumstances, we entered into total return swaps taking on the risks and benefits of certain structured notes issued by
unconsolidated VIEs. The same risks and benefits are passed on to third party entities through back-end total return swaps. We
earn a spread for facilitating the transaction. Our maximum exposure to loss is the notional amount of the structured notes covered
by the swap. The maximum exposure to loss will occur in the unlikely scenario where the value of the structured notes is reduced
to zero and, at the same time, the counterparty of the back-end swap defaults with zero recovery.

We record all investments in, and derivative contracts with, unconsolidated structured note vehicles at fair value on our consolidated
balance sheet. Our maximum exposure to loss is limited to the recorded amounts of these instruments or, where applicable, the
notional amount of the derivatives wrapping the structured notes.

Beneficial interests issued by third-party sponsored securitization entities We hold certain beneficial interests such as mortgage-
backed securities issued by third party sponsored securitization entities which may be considered VIEs. The investments are
transacted at arm's-length and decisions to invest are based on a credit analysis of the underlying collateral assets or the issuer. We
are a passive investor in these issuers and do not have the power to direct the activities of these issuers. As such, we do not
consolidate these securitization entities. Additionally, we do not have other involvements in servicing or managing the collateral
assets or provide financial or liquidity support to these issuers which potentially give rise to risk of loss exposure. These investments
are an integral part of the disclosure in Note 4, “Securities” and Note 19, “Fair Value Measurements” and, therefore, are not
disclosed in this note to avoid redundancy.

18.  Guarantee Arrangements, Pledged Assets and Collateral

Guarantee Arrangements As part of our normal operations, we enter into credit derivatives and various off-balance sheet guarantee
arrangements with affiliates and third parties. These arrangements arise principally in connection with our lending and client
intermediation activities and include standby letters of credit and certain credit derivative transactions. The contractual amounts
of these arrangements represent our maximum possible credit exposure in the event that we are required to fulfill the maximum
obligation under the contractual terms of the guarantee.

The following table presents total carrying value and contractual amounts of our sell protection credit derivatives and major off-
balance sheet guarantee arrangements as of September 30, 2013 and December 31, 2012. Following the table is a description of
the various arrangements.

September 30, 2013 December 31, 2012
Notional/ Notional/
Maximum Maximum
Carrying Exposure to Carrying Exposure to
Value Loss Value Loss

(in millions)

Credit derivatives™"™ ... $  (331) $ 198,020 $ (76) $ 237,548
Financial standby letters of credit, net of participations®® ..........cccc.c...... — 5,165 — 5,554
Performance (non-financial) guarantees(3) ................................................... — 3,119 — 2,878
Liquidity asset purchase agreements™ ...............occoooueeereeeeeoeeeereseesereeseens — 2,216 — 2,212
TOtAL .. $ (331) $ 208,520 $ (76) $ 248,192

M Includes $38.6 billion and $44.2 billion of notional issued for the benefit of HSBC affiliates at September 30, 2013 and December 31, 2012, respectively.

@ Includes $862 million and $808 million issued for the benefit of HSBC affiliates at September 30, 2013 and December 31, 2012, respectively.
®  For standby letters of credit and liquidity asset purchase agreements, maximum loss represents losses to be recognized assuming the letter of credit and
liquidity facilities have been fully drawn and the obligors have defaulted with zero recovery.

@ For credit derivatives, the maximum loss is represented by the notional amounts without consideration of mitigating effects from collateral or recourse

arrangements.

Credit-Risk Related Guarantees

Credit derivatives Credit derivatives are financial instruments that transfer the credit risk of a reference obligation from the credit
protection buyer to the credit protection seller who is exposed to the credit risk without buying the reference obligation. We sell
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credit protection on underlying reference obligations (such as loans or securities) by entering into credit derivatives, primarily in
the form of credit default swaps, with various institutions. We account for all credit derivatives at fair value. Where we sell credit
protection to a counterparty that holds the reference obligation, the arrangement is effectively a financial guarantee on the reference
obligation. Under a credit derivative contract, the credit protection seller will reimburse the credit protection buyer upon occurrence
of a credit event (such as bankruptcy, insolvency, restructuring or failure to meet payment obligations when due) as defined in the
derivative contract, in return for a periodic premium. Upon occurrence of a credit event, we will pay the counterparty the stated
notional amount of the derivative contract and receive the underlying reference obligation. The recovery value of the reference
obligation received could be significantly lower than its notional principal amount when a credit event occurs.

Certain derivative contracts are subject to master netting arrangements and related collateral agreements. A party to a derivative
contract may demand that the counterparty post additional collateral in the event its net exposure exceeds certain predetermined
limits and when the credit rating falls below a certain grade. We set the collateral requirements by counterparty such that the
collateral covers various transactions and products, and is not allocated to specific individual contracts.

We manage our exposure to credit derivatives using a variety of risk mitigation strategies where we enter into offsetting hedge
positions or transfer the economic risks, in part or in entirety, to investors through the issuance of structured credit products. We
actively manage the credit and market risk exposure in the credit derivative portfolios on a net basis and, as such, retain no or a
limited net sell protection position at any time. The following table summarizes our net credit derivative positions as of
September 30, 2013 and December 31, 2012.

September 30, 2013 December 31, 2012
Carrying (Fair) Carrying (Fair)
Value Notional Value Notional

(in millions)

Sell-protection credit derivative positions ..........cccceceeveeeenereennenne. $ (331) $ 198,020 $ (76) $ 237,548
Buy-protection credit derivative poSitions..........ccecceevererenienennns 366 204,971 120 247,384
NEt POSTHON ... $ 35 $ (6951) $ 44 $  (9,836)

M Ppositions are presented net in the table above to provide a complete analysis of our risk exposure and depict the way we manage our credit derivative portfolio.

The offset of the sell-protection credit derivatives against the buy-protection credit derivatives may not be legally binding in the absence of master netting
agreements with the same counterparty. Furthermore, the credit loss triggering events for individual sell protection credit derivatives may not be the same
or occur in the same period as those of the buy protection credit derivatives thereby not providing an exact offset.

Standby letters of credit A standby letter of credit is issued to a third party for the benefit of a customer and is a guarantee that
the customer will perform or satisfy certain obligations under a contract. It irrevocably obligates us to pay a specified amount to
the third party beneficiary if the customer fails to perform the contractual obligation. We issue two types of standby letters of
credit: performance and financial. A performance standby letter of credit is issued where the customer is required to perform some
nonfinancial contractual obligation, such as the performance of a specific act, whereas a financial standby letter of credit is issued
where the customer's contractual obligation is of a financial nature, such as the repayment of a loan or debt instrument. As of
September 30, 2013, the total amount of outstanding financial standby letters of credit (net of participations) and performance
guarantees were $5.2 billion and $3.1 billion, respectively. As of December 31, 2012, the total amount of outstanding financial
standby letters of credit (net of participations) and performance guarantees were $5.6 billion and $2.9 billion, respectively.

The issuance of a standby letter of credit is subject to our credit approval process and collateral requirements. We charge fees for
issuing letters of credit commensurate with the customer's credit evaluation and the nature of any collateral. Included in other
liabilities are deferred fees on standby letters of credit, which represent the value of the stand-ready obligation to perform under
these guarantees, amounting to $40 million and $46 million at September 30, 2013 and December 31, 2012, respectively. Also
included in other liabilities is an allowance for credit losses on unfunded standby letters of credit of $19 million and $19 million
at September 30, 2013 and December 31, 2012, respectively.
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The following table summarizes the credit ratings of credit risk related guarantees including the credit ratings of counterparties
against which we sold credit protection and financial standby letters of credit as of September 30, 2013 as an indicative proxy of
payment risk:

Credit Ratings of the Obligors or the Transactions

Average
Life Investment Non-Investment
Notional/Contractual Amounts (in years) Grade Grade Total
(dollars are in millions)
Sell-protection Credit Derivatives'"
Single name CDS ........cooiieiivieiiieieeeeeee e 24§ 116,525 % 22,946 $ 139,471
SEUCTUTE CDS...eoeeeeeeeeeeee s e e eeeeees s ees e 1.8 22,433 3,045 25,478
Index credit derivatives ..........oecveveeeienieeienie e 3.2 21,197 666 21,863
Total TELUIN SWAPS.....eeeveeiieriieieeeieeiee e eteesveereeseeesaeeseneens 8.7 10,055 1,153 11,208
Subtotal 170,210 27,810 198,020
1.1 6,813 1,471 8,284

$ 177,023 § 29,281 $ 206,304

(" The credit ratings in the table represent external credit ratings for classification as investment grade and non-investment grade.

@ External ratings for most of the obligors are not available. Presented above are the internal credit ratings which are developed using similar methodologies
and rating scale equivalent to external credit ratings for purposes of classification as investment grade and non-investment grade.

Our internal groupings are determined based on HSBC's risk rating systems and processes which assign a credit grade based on
a scale which ranks the risk of default of a customer. The groupings are determined and used for managing risk and determining
level of credit exposure appetite based on the customer's operating performance, liquidity, capital structure and debt service ability.
In addition, we also incorporate subjective judgments into the risk rating process concerning such things as industry trends,
comparison of performance to industry peers and perceived quality of management. We compare our internal risk ratings to outside
external rating agency benchmarks, where possible, at the time of formal review and regularly monitor whether our risk ratings
are comparable to the external ratings benchmark data.

A non-investment grade rating of a referenced obligor has a negative impact to the fair value of the credit derivative and increases
the likelihood that we will be required to perform under the credit derivative contract. We employ market-based parameters and,
where possible, use the observable credit spreads of the referenced obligors as measurement inputs in determining the fair value
of the credit derivatives. We believe that such market parameters are more indicative of the current status of payment/performance
risk than external ratings by the rating agencies which may not be forward-looking in nature and, as a result, lag behind those
market-based indicators.

Mortgage Loan Repurchase Obligations

Sale of mortgage loans Inthe ordinary course of business, we originate and sell mortgage loans and provide various representations
and warranties related to, among other things, the ownership of the loans, the validity of the liens, the loan selection and origination
process, and the compliance to the origination criteria established by the agencies. In the event of a breach of our representations
and warranties, we may be obligated to repurchase the loans with identified defects or to indemnify the buyers. Our contractual
obligation arises only when the breach of representations and warranties are discovered and repurchase is demanded. Historically,
these sales have been primarily to government sponsored entities (“GSEs”). With the conversion of our mortgage processing and
servicing operations to PHH Mortgage in the second quarter of 2013, new agency eligible originations beginning with May 2013
applications are sold directly to PHH Mortgage and PHH Mortgage is responsible for origination representations and warranties
for all loans purchased.

We typically first become aware that a GSE or other third party is evaluating a particular loan for repurchase when we receive a
request to review the underlying loan file. Generally, the reviews focus on severely delinquent loans to identify alleged fraud,
misrepresentation or file documentation issues. Upon completing its review, the GSE or other third party may submit a repurchase
demand. Historically, most file requests have not resulted in repurchase demands. After receipt of a repurchase demand, we perform
a detailed evaluation of the substance of the request and appeal any claim that we believe is either unsubstantiated or contains
errors, leveraging both dedicated internal as well as retained external resources. In some cases, we ultimately are not required to
repurchase a loan as we are able to resolve the purported defect. From initial inquiry to ultimate resolution, a typical case is usually
resolved within 3 months, however some cases may take as long as 12 months to resolve. Acceptance of a repurchase demand will
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involve either a) repurchase of the loan at the unpaid principal balance plus accrued interest or b) reimbursement for any realized
loss on a liquidated property (“make-whole” payment).

To date, a majority of the repurchase demands we have received primarily relate to prime loans sourced during 2004 through 2008
from the legacy broker channel which we exited in late 2008. Loans sold to GSEs and other third parties originated in 2004 through
2008 subject to representations and warranties for which we may be liable had an outstanding principal balance of approximately
$12.6 billion and $15.1 billion at September 30, 2013 and December 31, 2012, respectively, including $8.1 billion and $9.6 billion,
respectively, of loans sourced from our legacy broker channel.

The following table shows the trend in repurchase demands received on loans sold to GSEs and other third parties by loan origination
vintage for the three and nine months ended September 30, 2013 and 2012:

Three Months Ended Nine Months Ended

September 30, September 30,
2013 2012 2013 2012
(in millions)
Pre- 2004.....c..ciieiieinieieceeee ettt $ 1 S 2 3 4 3 5
2004 ..ot e bbbttt e 4 5 15 16
2005 <ottt ettt s ettt b et b et b et b et be e b eene 13 6 20 19
2000 <.ttt sttt e 12 20 38 65
2007 oottt ettt ettt b ettt b e e b e 25 51 86 170
2008 ...ttt ettt et s et b et bbbt b et be e b eene 13 28 48 106
POSE 2008 ...ttt e ettt 2 4 12 15
Total repurchase demands received™ .............coo.cooiviieiooeeeeeeeeeeece e, $ 70 § 116 $ 223 § 396

M Includes repurchase demands on loans sourced from our legacy broker channel of $55 million and $98 million for the three months ended September 30,
2013 and 2012, respectively, and $175 million and $330 million for the nine months ended September 30, 2013 and 2012, respectively.

The following table provides information about outstanding repurchase demands received from GSEs and other third parties at
September 30, 2013 and December 31, 2012:

September 30, December 31,

2013 2012
(in millions)
(€1 = TSR $ 64 $ 86
(013315 £ TR 3 3
TOALN. .ttt $ 67 $ 89

" Includes repurchase demands on loans sourced from our legacy broker channel of $55 million and $65 million at September 30, 2013 and December 31,
2012, respectively.

In estimating our repurchase liability arising from breaches of representations and warranties, we consider the following:
e The level of outstanding repurchase demands in inventory and our historical defense rate;

*  The level of outstanding requests for loan files and the related historical repurchase request conversion rate and defense
rate on such loans; and

*  The level of potential future demands based on historical conversion rates of loans which we have not received a loan file
request but are two or more payments delinquent or expected to become delinquent at an estimated conversion rate.

The following table summarizes the change in our estimated repurchase liability for loans sold to the GSEs and other third parties
during the three and nine months ended September 30, 2013 and 2012 for obligations arising from the breach of representations
and warranties associated with the sale of these loans:
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Three Months Ended Nine Months Ended

September 30, September 30,
2013 2012 2013 2012
(in millions)
Balance at beginning of Period..........ccccoverieiiiiiiiiiiiieeeeee e $ 217 § 222§ 219 § 237
Increase in liability recorded through earnings ........c..coccoeeenenenieneneininnnincncnne — 28 36 81
REAIZEA 10SSES ...ttt (19) (34) (57) (102)
Balance at end of Period .........c.ooieiieieiiiiiee e $§ 198 § 216 $ 198 § 216

Our reserve for potential repurchase liability exposures relates primarily to previously originated mortgages through broker
channels. Our mortgage repurchase liability of $198 million at September 30, 2013 represents our best estimate of the loss that
has been incurred including interest, resulting from various representations and warranties in the contractual provisions of our
mortgage loan sales. Because the level of mortgage loan repurchase losses is dependent upon economic factors, investor demand
strategies and other external risk factors such as housing market trends that may change, the level of the liability for mortgage
loan repurchase losses requires significant judgment. We have seen recent changes in investor demand trends and continue to
evaluate our methods of determining the best estimate of loss based on these recent trends. As these estimates are influenced by
factors outside our control, there is uncertainty inherent in these estimates making it reasonably possible that they could change.
The range of reasonably possible losses in excess of our recorded repurchase liability is between zero and $160 million at
September 30, 2013. This estimated range of reasonably possible losses was determined based upon modifying the assumptions
utilized in our best estimate of probable losses to reflect what we believe to be reasonably possible adverse assumptions.

Written Put Options, Non Credit-Risk Related and Indemnity Arrangements

Liquidity asset purchase agreements We provide liquidity facilities to a number of multi-seller and single-seller asset-backed
commercial paper conduits sponsored by affiliates and third parties. The conduits finance the purchase of individual assets by
issuing commercial paper to third party investors. Each liquidity facility is transaction specific and has a maximum limit. Pursuant
to the liquidity agreements, we are obligated, subject to certain limitations, to purchase the eligible assets from the conduit at an
amount not to exceed the face value of the commercial paper in the event the conduit is unable to refinance its commercial paper.
A liquidity asset purchase agreement is essentially a conditional written put option issued to the conduit where the exercise price
is the face value of the commercial paper. As of September 30, 2013 and December 31, 2012, we have issued $2.2 billion and $2.2
billion, respectively, of liquidity facilities to provide liquidity support to the commercial paper issued by various conduits See
Note 17, “Variable Interest Entities,” for further information.

Clearinghouses and exchanges We are a member of various exchanges and clearinghouses that trade and clear securities and/or
futures contracts. Under the Dodd-Frank Wall Street Reform and Consumer Protection Act of 2010 ("Dodd-Frank"), members of
a clearinghouse may be required to contribute to a guaranty fund to backstop members' obligations to the clearinghouse. As a
member, we may be required to pay a proportionate share of the financial obligations of another member who defaults on its
obligations to the exchange or the clearinghouse. Our guarantee obligations would arise only if the exchange or clearinghouse had
exhausted its resources. Any potential contingent liability under these membership agreements cannot be estimated.

Pledged Assets Pledged assets included in the consolidated balance sheet consisted of the following.

September 30, December 31,
13

2012
(in millions)
Interest bearing deposits With Danks ..........coocceriiiiiiiiiiieeee e $ 535 § 673
Trading BSSEES! ) ettt ettt ettt et e et e e et et et et ee et ee et reeeeneeees 3,434 2,346
Securities available-for-sale'” 19,976 17,236
Securities held-t0-MAtUIIEY.......c.ooiiiiiiiee ettt sttt b e eee e 587 456
LOANS™) ..ottt 3,953 2,142
Oher SSEES™ ..o 2,692 2,265
TORAL ..ttt ettt ettt ettt ta et e e ta e beetb e beetb e beetb e teeabeete e b e ereerteereenaeersebeeraeteeraens $ 31,177 § 25,118

M Trading assets are primarily pledged against liabilities associated with repurchase agreements.

@ Securities available-for-sale are primarily pledged against derivatives, public fund deposits and various short-term and long term borrowings, as well as
g p P g g
providing capacity for potential secured borrowings from the Federal Home Loan Bank and the Federal Reserve Bank.
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) Loans are primarily residential mortgage loans pledged against long-term borrowings from the Federal Home Loan Bank.

@ Other assets represent cash on deposit with non-banks related to derivative collateral support agreements.

Debt securities pledged as collateral that can be sold or repledged by the secured party continue to be reported on the consolidated
balance sheet. The fair value of securities available-for-sale that can be sold or repledged was $9.3 billion and $6.5 billion at
September 30, 2013 and December 31, 2012, respectively. The fair value of trading assets that can be sold or repledged was $3.4
billion and $2.2 billion at September 30, 2013 and December 31, 2012, respectively.

The fair value of collateral we accepted but not reported on the consolidated balance sheet that can be sold or repledged was $4.3
billion and $5.7 billion at September 30, 2013 and December 31, 2012, respectively. This collateral was obtained under security
resale agreements. Of this collateral, $2.1 billion and $1.3 billion has been sold or repledged as collateral under repurchase
agreements or to cover short sales at September 30, 2013 and December 31, 2012, respectively.

Securitization Activity In addition to the repurchase risk described above, we have also been involved as a sponsor/seller of loans
used to facilitate whole loan securitizations underwritten by our affiliate, HSI. In this regard, we began acquiring residential
mortgage loans beginning in 2005 which were warehoused on our balance sheet with the intent of selling them to HSI to facilitate
HSI’s whole loan securitization program which was discontinued in the second half of 2007. During 2005-2007, we purchased
and sold $24 billion of such loans to HSI which were subsequently securitized and sold by HSI to third parties. See "Mortgage
Securitization Activity and Litigation" in Note 20, "Litigation and Regulatory Matters" for additional discussion of related exposure.

Offsetting of Resale and Repurchase Agreements and Securities Borrowing and Lending Agreements

We enter into purchases and borrowings of securities under agreements to resell (resale agreements) and sales of securities under
agreements to repurchase (repurchase agreements) identical or substantially the same securities. Resale and repurchase agreements
are generally accounted for as secured lending and secured borrowing transactions, respectively.

The amounts advanced under resale agreements and the amounts borrowed under repurchase agreements are carried on the
consolidated balance sheets at the amount advanced or borrowed, plus accrued interest to date. Interest earned on resale agreements
isreported as interest income. Interest paid on repurchase agreements is reported as interest expense. We offset resale and repurchase
agreements executed with the same counterparty under legally enforceable netting agreements that meet the applicable netting
criteria as permitted by generally accepted accounting principles.

Repurchase agreements may require us to deposit cash or other collateral with the lender. In connection with resale agreements,
it is our policy to obtain possession of collateral, which may include the securities purchased, with market value in excess of the
principal amount loaned. The market value of the collateral subject to the resale and repurchase agreements is regularly monitored,
and additional collateral is obtained or provided when appropriate, to ensure appropriate collateral coverage of these secured
financing transactions.
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The following table provides information about repurchase agreements and resell agreements that are subject to offset as of
September 30, 2013 and December 31, 2012:

Gross Amounts Not Offset in the
Balance Sheet

Gross Gross Amounts Net Amounts Cash Collateral
Amounts Offset in the Presented in the Financial Received /
Recognized Balance Sheet" Balance Sheet Instruments ® Pledged Net Amount ©

(in millions)
As of September 30, 2013:
Assets:

Securities purchased under
agreements to resell ............. $ 4,524 2,308 2,216 2,216 — 3 —

Liabilities:

Securities sold under
repurchase agreements......... $ 14,831 2,308 12,523 12,523 — 3 —

As of December 31, 2012:
Assets:

Securities purchased under
agreements to resell ............. $ 5,736 2,587 3,149 3,146 — 3 3

Liabilities:

Securities sold under
repurchase agreements......... $ 9,404 2,587 6,817 6,817 — —

(" Represents recognized amount of resale and repurchase agreements with counterparties subject to legally enforceable netting agreements that meet the

applicable netting criteria as permitted by generally accepted accounting principles.
@ Represents securities received or pledged to cover financing transaction exposures.

®  Represents the amount of our exposure that is not collateralized / covered by pledged collateral.

19.  Fair Value Measurements

Accounting principles related to fair value measurements provide a framework for measuring fair value that focuses on the exit
price that would be received to sell an asset or paid to transfer a liability in the principal market (or in the absence of the principal
market, the most advantageous market) accessible in an orderly transaction between willing market participants (the “Fair Value
Framework”). Where required by the applicable accounting standards, assets and liabilities are measured at fair value using the
“highest and best use” valuation premise. Amendments to the fair value measurement guidance, which became effective in 2012
clarifies that financial instruments do not have alternative uses and, as such, the fair value of financial instruments should be
determined using an “in-exchange” valuation premise. However, the fair value measurement literature provides a valuation
exception and permits an entity to measure the fair value of a group of financial assets and financial liabilities with offsetting credit
risks and/or market risks based on the exit price it would receive or pay to transfer the net risk exposure of a group of assets or
liabilities if certain conditions are met. We elected to apply the measurement exception to a group of derivative instruments with
offsetting credit risks and market risks, which primarily relate to interest rate, foreign currency, debt and equity price risk, and
commodity price risk as of the reporting date.

Fair Value Adjustments The best evidence of fair value is quoted market price in an actively traded market, where available. In
the event listed price or market quotes are not available, valuation techniques that incorporate relevant transaction data and market
parameters reflecting the attributes of the asset or liability under consideration are applied. Where applicable, fair value adjustments
are made to ensure the financial instruments are appropriately recorded at fair value. The fair value adjustments reflect the risks
associated with the products, contractual terms of the transactions, and the liquidity of the markets in which the transactions occur.
The fair value adjustments are broadly categorized by the following major types:

Credit risk adjustment - The credit risk adjustment is an adjustment to a group of financial assets and financial liabilities,
predominantly derivative assets and derivative liabilities, to reflect the credit quality of the parties to the transaction in arriving at
fair value. A credit valuation adjustment to a financial asset is required to reflect the default risk of the counterparty. A debit
valuation adjustment to a financial liability is recorded to reflect the default risk of HUSIL.
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For derivative instruments, we calculate the credit risk adjustment by applying the probability of default of the counterparty to the
expected exposure, and multiplying the result by the expected loss given default. We estimate the implied probability of default
based on the counterparty's credit spread. Where credit default spreads of the counterparty are not available, we use the credit
default spread of specific proxy (e.g. the credit default swap spread of the counterparty's parent). Where specific proxy credit
default swaps are not available, we apply a blended approach based on a mixture of proxy credit default swap referencing to credit
names of similar credit standing and the historical rating-based probability of default.

During 2012, we changed our estimate of credit valuation adjustments on derivative assets and debit valuation adjustments on
derivative liabilities to be based on a market-implied probability of default calculation rather than a ratings-based historical
counterparty probability of default calculation, consistent with recent changes in industry practice.

Liquidity risk adjustment - The liquidity risk adjustment (primarily in the form of bid-offer adjustment) reflects the cost that would
be incurred to close out the market risks by hedging, disposing or unwinding the position. Valuation models generally produce
mid market values. The bid-offer adjustment is made in such a way that results in a measure that reflects the exit price that most
represents the fair value of the financial asset of financial liability under consideration or, where applicable, the fair value of the
net market risk exposure of a group of financial assets or financial liabilities. These adjustments relate primarily to Level 2 assets.

Model valuation adjustment - Where fair value measurements are determined using an internal valuation model based on
unobservable inputs, certain valuation inputs may be less readily determinable. There may be a range of possible valuation inputs
that market participants may assume in determining the fair value measurement. The resultant fair value measurement has inherent
measurement risk if one or more significant parameters are unobservable and must be estimated. An input valuation adjustment
is necessary to reflect the likelihood that market participants may use different input parameters, and to mitigate the possibility of
measurement error. In addition, the values derived from valuation techniques are affected by the choice of valuation model and
model limitation. When different valuation techniques are available, the choice of valuation model can be subjective. Furthermore,
the valuation model applied may have measurement limitations. In those cases, an additional valuation adjustment is also applied
to mitigate the measurement risk. These adjustments relate primarily to Level 2 assets.

We apply stress scenarios in determining appropriate liquidity risk and model risk adjustments for Level 3 fair values by reviewing
the historical data for unobservable inputs (e.g., correlation, volatility). Some stress scenarios involve a 95 percent confidence
interval (i.e., two standard deviations). Other stress scenarios may be performed using highly stressed historical inputs such as
credit spreads experienced during a credit crisis. We also utilize unobservable parameter adjustments when instruments are valued
using internally developed models which reflects the uncertainty in the value estimates provided by the model.

Fair Value Hierarchy The Fair Value Framework establishes a three-tiered fair value hierarchy as follows:
Level 1 quoted market price - Level 1 inputs are quoted prices (unadjusted) in active markets for identical assets or liabilities.

Level 2 valuation technique using observable inputs - Level 2 inputs include quoted prices for similar assets or liabilities in active
markets, quoted prices for identical or similar assets or liabilities in markets that are inactive, and measurements determined using
valuation models where all significant inputs are observable, such as interest rates and yield curves that are observable at commonly
quoted intervals.

Level 3 valuation technique with significant unobservable inputs - Level 3 inputs are unobservable inputs for the asset or liability
and include situations where fair values are measured using valuation techniques based on one or more significant unobservable
input.

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

Valuation Control Framework We have established a control framework which is designed to ensure that fair values are either
determined or validated by a function independent of the risk-taker. To that end, the ultimate responsibility for the determination
of fair values rests with Finance. Finance has established an independent price validation process to ensure that the assets and
liabilities measured at fair value are properly stated.

A valuation committee, chaired by the Head of Business Finance of Global Banking and Markets, meets monthly to review, monitor
and discuss significant valuation matters arising from credit and market risks. The committee is responsible for establishing
valuation policies and procedures, approving the internal valuation techniques and models developed by the Quantitative Risk and
Valuation Group (“QRVG”), reviewing and approving valuation adjustments pertaining to, among other things, unobservable
inputs, market liquidity, selection of valuation model and counterparty credit risk. Significant valuation risks identified in business
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activities are corroborated and addressed by the committee members and, where applicable, are escalated to the Chief Financial
Officer of HUSI and the Audit Committee of the Board of Directors.

Where fair value measurements are determined based on information obtained from independent pricing services or brokers,
Finance applies appropriate validation procedures to substantiate fair value. For price validation purposes, quotations from at least
two independent pricing sources are obtained for each financial instrument, where possible.

The following factors are considered in determining fair values:

= similarities between the asset or the liability under consideration and the asset or liability for which quotation is received,;

= collaboration of pricing by referencing to other independent market data such as market transactions and relevant benchmark
indices;

=  consistency among different pricing sources;

= the valuation approach and the methodologies used by the independent pricing sources in determining fair value;

= the elapsed time between the date to which the market data relates and the measurement date;

= the source of the fair value information; and

= whether the security is traded in an active or inactive market.

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 structured such instrument and market consensus pricing based on inputs
from a large number of survey participants. Any significant discrepancies among the external quotations are reviewed and
adjustments to fair values are recorded where appropriate. Where the transaction volume of a specific instrument has been reduced
and the fair value measurement becomes less transparent, Finance will apply more detailed procedures to understand and challenge
the appropriateness of the unobservable inputs and the valuation techniques used by the independent pricing service. Where
applicable, Finance will develop a fair value estimate using its own pricing model inputs to test reasonableness. Where fair value
measurements are determined using internal valuation models, Finance will validate the fair value measurement by either developing
unobservable inputs based on the industry consensus pricing surveys in which we participate or back testing by observing the
actual settlements occurring soon after the measurement date. Any significant valuation adjustments are reported to and discussed
with the valuation committee.

Fair Value of Financial Instruments The fair value estimates, methods and assumptions set forth below for our financial
instruments, including those financial instruments carried at cost, are made solely to comply with disclosures required by generally
accepted accounting principles in the United States and should be read in conjunction with the financial statements and notes
included in this quarterly report.
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The following table summarizes the carrying value and estimated fair value of our financial instruments at September 30, 2013
and December 31, 2012.

Carrying Fair
September 30, 2013 Value Value Level 1 Level 2 Level 3
(in millions)
Financial assets:
Short-term financial aSSetS ........c..covveeeviiiieeiieiieceecee e $ 31,495 $ 31,495 $ 1,512 $ 29917 $ 66
Securities purchased under resale agreements ............cccccceceeueee. 2,216 2,216 — 2,216 —
Non-derivative trading assets ........cceveeevereeciereecieneeieseeseeseennes 20,941 20,941 2,277 16,593 2,071
DETIVALIVES ....eeuieiieiieiieiieeeeteeteeie ettt sttt eae s 6,045 6,045 14 5,962 69
SECUTTLIES ...vevveeeeeieiieeieiieeieei ettt et ete sttt essesee b eseee e esseneeneeneas 49,598 49,651 28,010 21,641 —
Commercial loans, net of allowance for credit losses.................. 48,196 49,619 — — 49,619
Commercial loans designated under fair value option and held
FOT SALE ... 1 1 — 1 —
Commercial loans held for sale..........cceeevvevieiiieciecieeeeee e, 41 41 — 41 —
Consumer loans, net of allowance for credit losses ..................... 18,919 15,848 — — 15,848
Consumer loans held for sale:
Residential MOTtEages .......c.ecveeeeruieieniieieniieeenie e eie e 130 126 — — 126
Other CONSUMET .....c..oiuiieieieieiieeet e 64 64 — — 64
Financial liabilities:
Short-term financial Habilities...........ccvivvieviiiviiiiiiceeceeeceeeene $ 19584 §$ 19,584 $ — $ 19518 $ 66
Deposits:
Without fiXed mMaturitieS........ooovvvvviiiieeiieeiieiieeeeeeeeeeee e 102,950 102,950 — 102,950 —
FiXed Maturities ......cccveeeevieeiieieeeeeee e 2,119 2,125 — 2,125 —
Deposits designated under fair value option .........c.cceccvveerreucnnee 7,851 7,851 — 5,182 2,669
Non-derivative trading liabilities ...........cccocveveriereriereeieeeeee, 4,470 4,470 457 4,013 —
DETIVALIVES .. eeeeee ettt et e e eaee e enaeeeeaaeesenneeeenes 7,377 7,377 15 7,304 58
Long-term debt..........oooiiiiiiiiiie e 15,304 15,718 — 15,718 —
Long-term debt designated under fair value option ..................... 6,847 6,847 — 6,286 561
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Carrying Fair
December 31, 2012 Value Value Level 1 Level 2 Level 3
(in millions)
Financial assets:
Short-term fINancial ASSELS .......c.eeevveveveiiieeiiieee e $ 14,719 $ 14,719 $§ 1,359 $ 13279 $ 81
Securities purchased under resale agreements ............c.ccceveeennee. 3,149 3,149 — 3,149 —
Non-derivative trading assets ..........ccevvrevererreereeseseeeeeeeeeeeens 25,491 25,491 2,484 20,061 2,946
DETIVALIVES ...ttt ettt 6,865 6,865 30 6,664 171
SECUITLIES ...ttt ettt ettt sttt e s eneeae e 69,336 69,547 43,421 26,126 —
Commercial loans, net of allowance for credit losses.................. 43,833 45,153 — — 45,153
Commercial loans designated under fair value option and held
FOT SALE ..viiiicicec s 465 465 — 465 —
Commercial loans held for sale..........cccooeroininiiniinic, 16 16 — 16 —
Consumer loans, net of allowance for credit losses ..........c.......... 18,778 15,173 — — 15,173
Consumer loans held for sale:
Residential mMOTtZages .......cccceververuirienierienienieieeeeereeeeeenee 472 485 — — 485
Other CONSUMET .....c..ooieuieiiiiiiiniinerierest e 65 65 — — 65
Financial liabilities:
Short-term financial liabilities..............ccceeeeeveeveeeeeeeeeeeeeeeneeneas $ 15,033 § 15,033 § — $ 14952 % 81
Deposits:
Without fixed maturities.........coooevererererereeeeeceeeeee 104,414 104,414 — 104,414 —
Fixed maturitieS .......cccoeeeveeeeiie e 4,565 4,574 — 4,574 —
Deposits designated under fair value option ..........cccecceevcrennenne. 8,692 8,692 — 6,056 2,636
Non-derivative trading liabilities ............ccooeeveiirieiieiiieeee 5,974 5,974 207 5,767 —
DIETIVALIVES ...ttt ettt 10,081 10,081 21 9,933 127
Long-term debt........coocviiiieiiciieiiciecccee e 14,465 15,163 — 15,163 —
Long-term debt designated under fair value option...................... 7,280 7,280 — 6,851 429

Loan values presented in the table above were determined using the Fair Value Framework for measuring fair value, which is
based on our best estimate of the amount within a range of value we believe would be received in a sale as of the balance sheet
date (i.e. exit price). The secondary market demand and estimated value for our residential mortgage loans has been heavily
influenced by the challenging economic conditions during the past several years, including house price depreciation, elevated
unemployment, changes in consumer behavior, changes in discount rates and the lack of financing options available to support
the purchase of receivables. For certain consumer loans, investors incorporate numerous assumptions in predicting cash flows,
such as future interest rates, higher charge-off levels, slower voluntary prepayment speeds, different default and loss curves and
estimated collateral values than we, as the servicer of these loans, believe will ultimately be the case. The investor's valuation
process reflects this difference in overall cost of capital assumptions as well as the 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 September 30, 2013 and December 31, 2012 reflect these market conditions.

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 a recurring basis as of September 30, 2013 and December 31, 2012, and indicates the fair
value hierarchy of the valuation techniques utilized to determine such fair value.
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Fair Value Measurements on a Recurring Basis

Gross Net
September 30, 2013 Level 1 Level 2 Level 3 Balance Netting® Balance

(in millions)
Assets:

Trading Securities, excluding derivatives:

U.S. Treasury, U.S. Government agencies and sponsored enterprises..... $ 2277 $ 278  $ — $ 2555 § — 8§ 2,555
Obligations of U.S. States and political subdivisions ............ccccecereeenuenne — 16 — 16 — 16
Collateralized debt Obligations.........coeeveeererierieeniinieec e — — 245 245 — 245
Asset-backed securities:
Residential MOTt@ages .........cceevevveerienieinerieieieeeecee e — 163 — 163 — 163
StUdEnt LOANS ....cveeeiieiiieieirieie e — 74 — 74 — 74
Corporate and other domestic debt SECUrItIes. ........coevviriereeirererieeniens — 3 1,513 1,516 — 1,516
Debt Securities issued by foreign entities:
COTPOTALE ...ttt sttt ettt enenee — 967 192 1,159 — 1,159
GOVEIMIMENT .....oouviiiuiietieetie ettt eee et e eeeeeae e et e eereeeaeeereeeareeereeeans — 4,481 121 4,602 — 4,602
Equity securities . — 24 — 24 — 24
Precious metals trading .........cocooeveeereniiininenieeseee e — 10,587 — 10,587 — 10,587
Derivatives'®:
INterest rate CONTIACTS......c..eocuieiuieeeeeeteeeteeeeee ettt ettt e eveea 73 55,684 2 55,759 — 55,759
Foreign exchange CONTIACES .........eveiruerieiierierieeetenieeee st 1 14,114 136 14,251 — 14,251
EQUItY CONEIACES .....euveiitiiieeeieetesteie ettt — 1,688 137 1,825 — 1,825
Precious metals CONTIACES ........cvieeveeiiieciieeie ettt 107 1,175 1 1,283 — 1,283
Credit CONTIACTS.....oovviiviictie ettt ettt et et etee v e eaeeereeas — 4,606 621 5,227 — 5,227
Derivatives NETHNE ......c.evverieueririeieiriee ettt — — — — (72,300) (72,300)
TOtal dEIIVALIVES ...c.vvinieeteiiieeetete ettt 181 77,267 897 78,345 (72,300) 6,045
Securities available-for-sale:
U.S. Treasury, U.S. Government agencies and sponsored enterprises..... 27,969 13,804 — 41,773 — 41,773
Obligations of U.S. states and political subdiviSions ............ccecevereennenns — 858 — 858 — 858
Asset-backed securities:
Residential MOTt@ages .........ccoevevveerierieiiereieeeeeere e — 2 — 2 — 2
Commercial MOTZAZES. ....c.ceververeuiriiieiieierierteteeteee et erenee — 135 — 135 — 135
HOME EQUILY .ttt — 230 — 230 — 230
OBNET ...ttt aens — 103 — 103 — 103
Corporate and other domestic debt SECUrIties.........coervririereeirereriecniens — — — — — —
Debt Securities issued by foreign entities:
COTPOTALE ...ttt ettt ettt st ebenee — 887 — 887 — 887
Government-backed ...........cooeeviiiiiiiiiiiice e 41 3,860 — 3,901 — 3,901
Equity securities — 164 — 164 — 164
L0ANS™) oo — 1 — 1 — 1
Mortgage servicing rights™ ... — — 224 224 — 224
TOAL ASSELS...euveveuiieteiecreeteeeteeee ettt be et ae s eaees $ 30468 $ 113,904 $ 3,192 §$ 147,564 $ (72,300) $ 75,264
Liabilities: -
Deposits in domeStic OffICes™..........rrrrreeerrrereeesisrereeeeesssesseeseseeeeees $ — 8§ 5182 $§ 2669 $ 7851 § — 8§ 7851
Trading liabilities, excluding derivatives .........c.ccoeovereiereneneenenenees 457 4,013 — 4,470 — 4,470
Derivatives'®:
INterest rate CONTIACTS......c..iovvieeiieeteeeeee et eeee ettt et eeveea 104 55,596 2 55,702 — 55,702
Foreign exchange CONTIACES .........eveiruerieeiierienieeeteneeee et 3 13,800 31 13,834 — 13,834
EQUItY CONEIACES .....eveiitiiieieieetetee ettt — 1,232 175 1,407 — 1,407
Precious metals CONTIACES ........cvieevieeiieeieeciie ettt 45 1,016 2 1,063 — 1,063
Credit CONTIACTS.....ccvviiiiietie ettt ettt ettt e et etae v e eaaeereeas — 4,888 408 5,296 — 5,296
Derivatives NETHNE ......c.ovverveieienieieirieeeiietestese ettt — — — — (69,925) (69,925)
TOtal dEIIVALIVES ...c.vvinieeteiiieietete ettt st 152 76,532 618 77,302 (69,925) 7,377
Long-term debt@ ..o — 6,286 561 6,847 — 6,847
Total liabilities $ 609 $ 92,013 § 3848 § 96,470 § (69,925) $§ 26,545
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Fair Value Measurements on a Recurring Basis

Gross Net
December 31, 2012 Level 1 Level 2 Level 3 Balance Netting® Balance

(in millions)
Assets:

Trading Securities, excluding derivatives:

U.S. Treasury, U.S. Government agencies and sponsored enterprises..... $ 2484 § 369§ — $ 2853 § — § 2853
Collateralized debt Obligations.........c.eoveuererieiriiniiiereeeeese e — — 466 466 — 466
Asset-backed securities:

Residential mortgages ................... — 221 — 221 — 221
Corporate and other domestic debt securities — 1,035 1,861 2,896 — 2,896
Debt Securities issued by foreign entities:

COTPOTALE ...ttt sttt ettt sttt enes — 468 299 767 — 767

GOVEIMIMENT .....cvviiviieiieetie ettt ettt et e eete et e eaeeereeeaeeereeereeeseas — 5,609 311 5,920 — 5,920
EQUItY SECUTTLIES ....euevitiienieieteieieei sttt — 27 9 36 — 36
Precious metals trading .........coccoeeerereniiineneieee e — 12,332 — 12,332 — 12,332

Derivatives'®:
INterest rate CONTIACTS......c..covveieuieeieeetee ettt ettt e eas 98 66,602 8 66,708 — 66,708
Foreign exchange CONracts ..........c.coevveiririenieinienieiecsieees e 4 13,825 16 13,845 — 13,845
EQUItY CONEIACES ..c..euetiitiieieiieteieierereee et — 1,593 166 1,759 — 1,759
Precious metals CONIaCES .........eoveererieiiinerieiee e 135 649 7 791 — 791
Credit CONTIACTS.....cveiieieictieeieeetee ettt ettt et eete et e e aeeeaeeeneen — 5,961 1,168 7,129 — 7,129
Derivatives NEHINE .....ccevveieirieieiriereeeet et — — — — (83,367) (83,367)
TOtal dEIIVALIVES ...c.vveiiieiiieteteceet ettt eaenan 237 88,630 1,365 90,232 (83,367) 6,865
Securities available-for-sale:
U.S. Treasury, U.S. Government agencies and sponsored enterprises..... 43,379 17,316 — 60,695 — 60,695
Obligations of U.S. states and political subdivisions ..........cc.coceveeeruennene. — 912 — 912 — 912
Asset-backed securities:

Residential MOrt@ages ..........coveevuerieieineneinieee e — 1 — 1 — 1

Commercial MOTtAZES. ......ceveveueruirieieririerieeeeeteeee et — 214 — 214 — 214

HOME EQUILY -ttt — 258 — 258 — 258

— 84 — 84 — 84
Corporate and other domestic debt Securities...........ccoevererieerereenereennne — 26 — 26 — 26
Debt Securities issued by foreign entities:

COTPOTALE ...ttt ettt ettt sttt aenes — 831 — 831 — 831

Government-backed ............coooiiiiiiiiiiiiieeceeeee e 42 4,480 — 4,522 — 4,522
EQUILY SECUTTLIES ...veueviviienieiieteieieereee e — 173 — 173 — 173

LOANS®) oottt — 465 — 465 — 465
Mortgage servicing rights®... . — 168 168 — 168
TOTAl ASSELS. . cuvvuiuiietenirieteeiet ettt ettt ettt ee $ 133,451 $ 4479 $ 184,072 $ (83,367) $ 100,705
Liabilities: -
Deposits in domestic 0ffices™.............ccoovimrvoieeeeeeeeeeeeeeeeeeee e $ — $ 605 $ 263 $ 8692 $ — $ 8,692
Trading liabilities, excluding derivatives ...........ccceceverieenenenineneeenees 207 5,767 — 5,974 — 5,974
Derivatives'®:
INterest rate CONTIACTS......c..covviiereeiieeeiee ettt ettt ettt e e 90 66,258 1 66,349 — 66,349
Foreign exchange contracts... . 25 13,770 11 13,806 — 13,806
EQUItY CONEIACES ....veuitietiieieiieteieiere et — 1,244 173 1,417 — 1,417
Precious metals CONracts .........eoveeririeiiinierieiei e 19 712 7 738 — 738
Credit CONTIACTS.....oveiiuiieetieeieeeiee ettt ettt et ete et e aeeeaeeeaeens — 6,754 597 7,351 — 7,351
Derivatives NEHINE .....coevveuieirieieiiriereeieteeere et — — — — (79,580) (79,580)
TOtal dEIIVALIVES ...c.vveiiieiiieietec ettt eaenan 134 88,738 789 89,661 (79,580) 10,081
Long-term debt@ ..o — 6,851 429 7,280 — 7,280
Total liabilities $ 341 $ 107,412 § 3,854 $ 111,607 § (79,580) $ 32,027

(" Represents counterparty and cash collateral netting which allow the offsetting of amounts relating to certain contracts if certain conditions are met.

@ Includes trading derivative assets of $4.6 billion and $5.4 billion and trading derivative liabilities of $6.6 billion and $8.7 billion as of September 30,
2013 and December 31, 2012, respectively, as well as derivatives held for hedging and commitments accounted for as derivatives.
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3)

the fair value option. See Note 7, “Loans Held for Sale,” for further information.

()

®)

(6)

See Note 8, “Intangible Assets,” for additional information.

Includes leveraged acquisition finance and other commercial loans held for sale or risk-managed on a fair value basis for which we have elected to apply

Represents structured deposits risk-managed on a fair value basis for which we have elected to apply the fair value option.

Includes structured notes and own debt issuances which we have elected to measure on a fair value basis.

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

Transfers between Levels 1 and 2 There were no transfers between Levels 1 and 2 during September 30, 2013 and 2012.

Information on Level 3 assets and liabilities The following table summarizes additional information about changes in the fair
value of Level 3 assets and liabilities during the three months ended September 30,2013 and 2012. As a risk management practice,
we may risk manage the Level 3 assets and liabilities, in whole or in part, using securities and derivative positions that are classified
as Level 1 or Level 2 measurements within the fair value hierarchy. Since those Level 1 and Level 2 risk management positions
are not included in the table below, the information provided does not reflect the effect of such risk management activities related
to the Level 3 assets and liabilities.

Total Gains and

i () Current
(Losses) Included in Period
Trading Transfers  Transfers Unrealized
Jul. 1, Revenue Other Purch- Issu- Settle- Into Out of Sep. 30, Gains
2013 (Loss) Revenue ases ances ments Level 3 Level 3 2013 (Losses)
(in millions)
Assets:
Trading assets, excluding
derivatives:
Collateralized debt
obligations ..........c.cceeeene. $ 227 § 21§ — 8 — $ — 3 3 S — 8 — $ 245 3 20
Corporate and other
domestic debt securities... 1,498 — — 15 — — — — 1,513 —
Corporate debt securities
issued by foreign entities. 285 6 — — — 99) — — 192 6
Government debt
securities issued by
foreign entities................. 135 (@) — — — (@) — — 121 ®)
Equity securities — — — — — — — — — —
Derivatives, net®:
Interest rate contracts....... )} — 2 — — — — — 1 2
Foreign exchange
CONLTACS..c.cvenrenreeeeeenene 104 6 — — — 6) 1 — 105 —
Equity contracts................ (83) 50 — — — ) 4 C)) (38) 47
Precious metals contracts — [¢)) — — — — — — (€)] 1)
Credit contracts................ 225 (26) — — — 14 — — 213 (18)
Mortgage servicing rights® 225 — 1) — — — — — 224 1)
Total assets......cocevveeerernenenn $ 2,615 49 1 8 15 § — $ (106) $ 5 8 4 $ 2575 § 47
Liabilities:
Deposits in domestic
offices - $(2,662) (26) $ — 3 — $ (73) $ 123 § (110) $ 79 (2,669) $ an
Long-term debt................... (458) a7 — — (156) 46 — 24 (561) (25)
Total liabilities.................... $(3,120) 43) $ — 8 — $ (229) $ 169 $ (110) $ 103 $ (3,230) $ (36)
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Total Gains and

PO Current
(Losses) Included in Period
Trading Transfers  Transfers Unrealized
Jan. 1, Revenue Other Purch- Issu- Settle- Into Out of Sep. 30, Gains
2013 (Loss) Revenue ases ances ments Level 3 Level 3 2013 (Losses)
(in millions)
Assets:
Trading assets, excluding
derivatives:
Collateralized debt
obligations .............c.e...... $ 466 $ 139 §$ — 3 236 — $ (5%6) $ — 3 — 3 245  $ 137
Corporate and other
domestic debt securities... 1,861 28 — 46 — 422) — — 1,513 28
Corporate debt securities
issued by foreign entities. 299 3 — — — 99) — — 192 ®)
Government debt
securities issued by
foreign entities................. 311 14 — — — (204) — — 121 2
Equity securities............... 9 5) — — — “) — — — o)
Derivatives, net®:
Interest rate contracts....... 7 — 6) — — — — — 1 7
Foreign exchange
CONLTACES...cvevenenceeeenees 5 2 — — — 110 12) — 105 107
Equity contracts @) 30 — — — (52) 16 (25) 398) (28)
Precious metals contracts — [€)) — — — — — — ()} ()}
Credit contracts................ 571 (186) — — — (126) (46) — 213 (287)
Mortgage servicing rights® 168 — 45 — 11 — — — 224 45
Total assets.........oorvurirunnns $ 3,690 $ 13 § 39§ 282 11 $(1,393) $ 42) $ 25) $ 2575 $ (W)
Liabilities:
Deposits in domestic
OffiCeS .o $(2,636) $ 98 $ — 8 — (558) $ 326 $ (265) $ 366 (2,669) $ (79)
Long-term debt................... (429) 33) — — (425) 165 — 161 (561) (16)
Total liabilities $(3,065) $ 65 $ — $ — 983) $§ 491 § 265) $ 527 $ (3,230) $ 95)
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Total Gains and

in® Current
(Losses) Included in Period
Trading Transfers  Transfers Unrealized
Jul. 1, Revenue Other Purch- Issu- Settle- Into Out of Sep. 30, Gains
2012 (Loss) Revenue ases ances ments Level 3 Level 3 2012 (Losses)
(in millions)
Assets:
Trading assets, excluding
derivatives:
Collateralized debt
obligations ...........cceveee. $ 658 $ 44 3 — 3 20 $ — $ (84 5 40 $ —  $ 678 $ 30
Corporate and other
domestic debt securities... 1,599 24 — — — 5) — — 1,618 24
Corporate debt securities
issued by foreign entities. 688 41 — (€)) — “) — — 724 35
Equity securities .............. 12 1 — — — (1) — — 12 1
Derivatives, net'®:
Interest rate contracts....... 12 — 2 — — — — — 14 1
Foreign exchange
CONETacts.........ovevvviinnne (25) (12) — — 0 9 — 32 3 20
Equity contracts............... (46) 84 — — — (6) 1 2) 31 71
Precious metals contracts — 1 — — — — — — 1 1
Credit contracts................ 921 (227) — — — 7) (16) (370) 301 (250)
Mortgage servicing rights® 187 — (20) — 6 — — — 173 (19)
Total assets......ovevvrveereunnn. $ 4,006 $ 44) $ (18) $ 19 3 5 8 (98 $ 25 % (340) $ 3,555 $ (86)
Liabilities:
Deposits in domestic
OffICeS oo $(2,908) $ @81 $ — S — § 119 $ 94 3 2 3 132 (2,880) $ (79)
Long-term debt. (287) (22) — — (59) 2 — 45 (321) (20)
Total liabilities..........c.eune.. $(3,195) $ (103) $ — $ — § (178 $ 9% $ 2 3 177 $ (3,201) $ 99)
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Total Gains and

in® Current
(Losses) Included in Period
Trading Transfers  Transfers Unrealized
Jan. 1, Revenue Other Purch- Issu- Settle- Into Out of Sep. 30, Gains
2012 (Loss) Revenue ases ances ments Level 3 Level 3 2012 (Losses)
(in millions)
Assets:
Trading assets, excluding
derivatives:
Collateralized debt
obligations ...........cceveee. $ 703 $ 101 $ — 3 45 — $ (@11 3 40 $ —  $ 678 $ 79
Corporate and other
domestic debt securities... 1,679 42 — 101 — (204) — 1,618 32
Corporate debt securities
issued by foreign entities. 253 107 — 388 — (24) — — 724 101
Equity securities .............. 13 — — — — (1) — 12 —
Derivatives, net'®:
Interest rate contracts....... 9 — 5 — — — — 14 4
Foreign exchange
CONLTACES.....ceenrreencrennene 1) @31 — — (6) 11 3) 33 3 1
Equity contracts............... (83) 147 — — — (35) — 2 31 93
Precious metals contracts — 1 — — — — — 1 1
Credit contracts................ 1,353 (615) — — — (51) (16) (370) 301 (605)
Loans™ ..o, 11 — — — — — — (11) — (12)
Mortgage servicing rights® 220 — 67) — 20 — — — 173 (66)
Total assets........cccocvveveuenennee $ 4157 $ (248) $ (62) 534 14 $ (515 $ 21 $ (346) $ 3555 $ (372)
Liabilities:
Deposits in domestic
offices . $(2,867) (158) $ — — (675) $ 254 § 41 $ 607 (2,880) $ (129)
Long-term debt.................... (86) (13) — — (280) 7 (7) 58 (321) (16)
Total liabilities.................... $(2,953) 171 $ — — 955) $ 261 § 48) $ 665 $ (3,201) $ (145)

1)

)

Includes realized and unrealized gains and losses.

of $1.8 billion and derivative liabilities of $1.4 billion as of September 30, 2012.

3)

(]

See Note 8, “Intangible Assets,” for additional information.
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The following table presents quantitative information about the unobservable inputs used to determine the recurring fair value
measurement of assets and liabilities classified as Level 3 fair value measurements as of September 30, 2013 and December 31,
2012.

As of September 30, 2013
Fair Value
Financial Instrument Type (in millions) Valuation Technique(s) Significant Unobservable Inputs Range of Inputs
Collateralized debt obligations ................ 245 Broker quotes or consensus Prepayment rates 1% - 5%
pricing and, where applicable,
discounted cash flows
Conditional default rates 6% -7%
Loss severity rates 90% -95%
Corporate and other domestic debt 1,513 Discounted cash flows Spread volatility on collateral assets 1% -3%
SECUTTLIES ...
Correlation between insurance claim  80%
shortfall and collateral value
Corporate and government debt 313 Discounted cash flows Correlations of default among a 36% - 37%
securities issued by foreign entities ......... portfolio of credit names of
embedded credit derivatives
Interest rate derivative contracts.............. 1 Market comparable adjusted for Probability to fund for rate lock 10% - 99%
probability to fund commitments
Foreign exchange derivative contracts" . 105  Option pricing model Implied volatility of currency pairs 10% - 14%
Equity derivative contracts’ .................. (38) Option pricing model Equity / Equity Index volatility 7% - 81%
Equity / Equity and Equity / Index 51% - 60%
correlation
Credit derivative contracts.............c.ce... 213  Option pricing model Correlation of defaults of a portfolio 37% - 52%
of reference credit names
Issuer by issuer correlation of 83% - 95%
defaults
Mortgage servicing rights .........c.c.ceeeeuee. 224 Option adjusted discounted cash Constant prepayment rates 6% -23%
flows
Option adjusted spread 8% -19%
Estimated annualized costs to service ~ $91 - $333 per
account
Deposits in domestic offices (structured (2,669) Option adjusted discounted cash Implied volatility of currency pairs 10% - 14%
deposits) " e flows
Equity / Equity Index volatility 7% - 81%
Equity / Equity and Equity / Index 51% - 60%
correlation
Long-term debt (structured notes) " ... (561) Option adjusted discounted cash Implied volatility of currency pairs 10% - 14%
flows
Equity / Equity Index volatility 7% - 81%
Equity / Equity and Equity / Index 51% - 60%
correlation
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As of December 31, 2012

Fair Value
Financial Instrument Type (in millions) Valuation Technique(s) Significant Unobservable Inputs Range of Inputs
Collateralized debt obligations ................ 466  Broker quotes or consensus pricing  Prepayment rates -% - 6%
and, where applicable, discounted
cash flows
Conditional default rates 4% - 14%
Loss severity rates 50% - 100%
Corporate and other domestic debt 1,861 Discounted cash flows Spread volatility on collateral assets 2% - 4%
SCCUTTEICS w.vevvenererenienieie ettt eeeereene
Correlation between insurance claim  80%
shortfall and collateral value
Corporate and government debt 610 Discounted cash flows Correlations of default among a 29%
securities issued by foreign entities ......... portfolio of credit names of
embedded credit derivatives
Equity securities (investments in hedge 9 Net asset value of hedge funds Range of fair value adjustments to 30% - 100%
FUNAS) ceveeee e reflect restrictions on timing and
amount of redemption and realization
risks
Interest rate derivative contracts.............. 7  Market comparable adjusted for Probability to fund for rate lock 8% - 100%
probability to fund commitments
Foreign exchange derivative contracts . 5 Option pricing model Implied volatility of currency pairs 2% -21%
Equity derivative contracts'” .................. (7) Option pricing model Equity / Equity Index volatility 6% - 104%
Equity / Equity and Equity / Index 56% - 64%
correlation
Credit derivative contracts...............c........ 571  Option pricing model Correlation of defaults of a portfolio 32% - 45%
of reference credit names
Industry by industry correlation of 44% - 67%
defaults
Mortgage servicing rights ...........cccecevveneee 168  Option adjusted discounted cash Constant prepayment rates 9% - 45%
flows
Option adjusted spread 8% - 19%
Estimated annualized costs to service ~ $98 - $263 per
account
Deposits in domestic offices (structured (2,636) Option adjusted discounted cash Implied volatility of currency pairs 2% -21%
deposits) VP e, flows
Equity / Equity Index volatility 6% - 104%
Equity / Equity and Equity / Index 56% - 64%
correlation
Long-term debt (structured notes) e (429) Option adjusted discounted cash Implied volatility of currency pairs 2% - 21%
flows
Equity / Equity Index volatility 6% - 104%
Equity / Equity and Equity / Index 56% - 64%
correlation
@

We are the client-facing entity and we enter into identical but opposite derivatives to transfer the resultant risks to our affiliates. With the exception of
counterparty credit risks, we are market neutral. The corresponding intra-group derivatives are presented as equity derivatives and foreign currency derivatives
in the table.

@ Structured deposits and structured notes contain embedded derivative features whose fair value measurements contain significant Level 3 inputs.

Significant Unobservable Inputs for Recurring Fair Value Measurements

Collateralized Debt Obligations (CDOs)

= Prepayment rate - The rate at which borrowers pay off the mortgage loans early. The prepayment rate is affected by a number
of factors including the location of the mortgage collateral, the interest rate type of the mortgage loans, borrowers' credit and
sensitivity to interest rate movement. The prepayment rate of our CDOs portfolio is tilted towards the low end of the range.

*  Default rate - Annualized percentage of default rate over a group of collateral such as residential or commercial mortgage
loans. The default rate and loss severity rate are positively correlated. The default rate of our portfolio is close to the mid point
of the range.

72



HSBC USA Inc.

= Loss Severity Rate - Included in our Level 3 CDOs portfolio are collateralized loan obligations (CLOs) and trust preferred
securities which are about equally distributed. The loss severity rate for trust preferred securities as of September 30, 2013 is
about 1.8 times of CLOs.

Derivatives

*  Correlation of Default - The default correlation of a group of credit exposures measures the likelihood that the credit references
within a group will default together. The default correlation is a significant input to structured credit products such as nth-to-
default swaps. In addition, the correlation between the currency and the default risk of the reference credits is a critical input
to a foreign currency denominated credit default swap where the correlation is not observable.

= Implied volatility - The implied volatility is a significant pricing input for freestanding or embedded options including equity,
foreign currency and interest rate options. The level of volatility is a function of the nature of the underlying risk, the level of
strike price and the years to maturity of the option. Depending on the underlying risk and tenure, we determine the implied
volatility based on observable input where information is available. However, substantially all of the implied volatilities are
derived based on historical information. The implied volatility for different foreign currency pairs is between 10% and 14%
while the implied volatility for equity/equity or equity/equity index is between 7% and 81%, respectively at September 30,
2013. Although implied foreign currency volatility and equity volatility appear to be widely distributed at the portfolio level,
the deviation of implied volatility on a trade-by-trade basis is narrower. The average deviation of implied volatility for the
foreign currency pair and at-the-money equity option are 4.4% and 4.6%, respectively at September 30, 2013.

*  Correlations of a group of foreign currency or equity - Correlation measures the relative change in values among two or more
variables (i.e., equity or foreign currency pair). Variables can be positively or negatively correlated. Correlation is a key input
in determining the fair value of a derivative referenced to a basket of variables such as equities or foreign currencies. A majority
of the correlations are not observable, but are derived based on historical data. The correlation between equity/equity and
equity/equity index was between 51% and 60% at September 30, 2013.

Sensitivity of Level 3 Inputs to Fair Value Measurements

Collateralized Debt Obligations - Probability of default, prepayment speed and loss severity rate are significant unobservable
inputs. Significant increase (decrease) in these inputs will result in a lower (higher) fair value measurement of a collateralized
debt obligation. A change in assumption for default probability is often accompanied by a directionally similar change in loss
severity, and a directionally opposite change in prepayment speed.

Corporate and Domestic Debt Securities - The fair value measurements of certain corporate debt securities are affected by the fair
value of the underlying portfolios of investments used as collateral and the make-whole guarantee provided by third party guarantors.
The probability that the collateral fair value declines below the collateral call threshold concurrent with the guarantors failure to
perform its make whole obligation is unobservable. The increase (decrease) in the probability the collateral value falls below the
collateral call threshold is often accompanied by a directionally similar change in default probability of the guarantor.

Credit derivatives - Correlation of default among a basket of reference credit names is a significant unobservable input if the credit
attributes of the portfolio are not within the parameters of relevant standardized CDS indices. Significant increase (decrease) in
the unobservable input will result in a lower (higher) fair value measurement of the credit derivative. A change in assumption for
default correlation is often accompanied by a directionally similar change in default probability and loss rates of other credit names
in the basket.

Equity and foreign currency derivatives - The fair value measurement of a structured equity or foreign currency derivative is
primarily affected by the implied volatility of the underlying equity price or exchange rate of the paired foreign currencies. The
implied volatility is not observable. Significant increase (decrease) in the implied volatility will result in a higher (lower) fair value
of a long position in the derivative contract.

Significant Additions to and Transfers Into (Out of) Level 3 Measurements During the nine months ended September 30, 2013,
we transferred $46 million of credit derivatives from Level 2 to Level 3 as result of including specific fair value adjustments related
to certain credit default swaps. During the three and nine months ended September 30, 2013, we transferred $79 million and $366
million, respectively, of deposits in domestic offices and $24 million and $161 million, respectively, of long-term debt, which we
have elected to carry at fair value, from Level 3 to Level 2 as a result of the embedded derivative no longer being unobservable
as the derivative option is closer to maturity and there is more observability in short term volatility. Additionally, during the three
and nine months ended September 30, 2013, we transferred $110 million and $265 million, respectively, of deposits in domestic
offices, which we have elected to carry at fair value, from Level 2 to Level 3 as aresult of a change in the observability of underlying
instruments that resulted in the embedded derivative being unobservable.

During the three and nine months ended September 30, 2012, we transferred $132 million and $607 million, respectively, of
deposits in domestic offices, which we have elected to carry at fair value, from Level 3 to Level 2 as a result of the embedded

73



HSBC USA Inc.

derivative no longer being unobservable as the derivative option is closer in maturity and there is more observability in short term

volatility.

Assets and Liabilities Recorded at Fair Value on a Non-recurring Basis Certain financial and non-financial assets are measured
at fair value on a non-recurring basis and therefore, are not included in the tables above. These assets include (a) mortgage and
consumer loans classified as held for sale reported at the lower of amortized cost or fair value and (b) impaired loans or assets that
are written down to fair value based on the valuation of underlying collateral during the period. These instruments are not measured
at fair value on an ongoing basis but are subject to fair value adjustment in certain circumstances (e.g., impairment). The following
table presents the fair value hierarchy level within which the fair value of the financial and non-financial assets has been recorded
as of September 30, 2013 and December 31, 2012. The gains (losses) during the three and nine months ended September 30, 2013

and 2012 are also included.

Non-Recurring Fair Value Measurements

Total Gains (Losses)  Total Gains (Losses)

as of September 30, 2013 For the Three For the Nine
Months Ended Months Ended
Level 1 Level 2 Level 3 Total September 30 2013 September 30 2013
(in millions)

Residential mortgage loans held for sale ... $ — S 31 $ 63 $ 94 $ (a4) $ @
Impaired commercial loans®..................... — — 69 69 19 17
Consumer 10anS®..........oocovevoeeeereeeeeeeeen, — 437 — 437 (20) (38)
Real estate owned™ ...........ooovvevvvveoreeeen. 16 — — 16 ?2) —
Total assets at fair value on a non-recurring
DASIS...eevieiieiieiesie ettt $ 16 § 468 § 132 § 616 $ a7 s (25)

Non-Recurring Fair Value Measurements Total Gains (Losses)  Total Gains (Losses)

as of December 31, 2012 For the Three For the Nine
Months Ended Months Ended
Level 1 Level 2 Level 3 Total September 30 2012 September 30 2012
(in millions)

Residential mortgage loans held forsale”.... $ — $ 10 § 67 $ 77 §$ 3 8 )
Impaired commercial loans®........coocvveeeen. — — 155 155 “) 27
Consumer 10ans®............cooovrvmereeereeenn. — 712 — 712 (20) (58)
Real estate owned™® .............ccoovvvoroeveernn. 24 — — 24 1 3
Total assets at fair value on a non-recurring
DASIS...eeuvevieiieieeie et $ 24§ 722§ 222§ 968 $ 20) $ (86)

1)

As of September 30, 2013 and December 31, 2012, the fair value of the loans held for sale was below cost. Certain residential mortgage loans held for sale

have been classified as a Level 3 fair value measurement within the fair value hierarchy as the underlying real estate properties which determine fair value
are illiquid assets as a result of market conditions and significant inputs in estimating fair value were unobservable. Additionally, the fair value of these
properties is affected by, among other things, the location, the payment history and the completeness of the loan documentation.

2

Certain commercial loans have undergone troubled debt restructurings and are considered impaired. As a matter of practical expedient, we measure the

credit impairment of a collateral-dependent loan based on the fair value of the collateral asset. The collateral often involves real estate properties that are
illiquid due to market conditions. As a result, these loans are classified as a Level 3 fair value measurement within the fair value hierarchy.

3)
underlying collateral.
@

value unadjusted for transaction costs.
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The following table presents quantitative information about non-recurring fair value measurements of assets and liabilities classified
with Level 3 of the fair value hierarchy as of September 30, 2013 and December 31, 2012.

As of September 30, 2013

Significant
Fair Value Unobservable Range of
Financial Instrument Type (in millions) Valuation Technique(s) Inputs Inputs
Valuation of third party appraisal on
Residential mortgage loans held for sale .............c.ccoovninninne $ 63 underlying collateral Loss severity rates  -% - 100%
Valuation of third party appraisal on
Impaired commercial 10ans..........c..cccovevriereinieieienieeieeenen 69 underlying collateral Loss severity rates ~ -% - 81%
As of December 31, 2012
Significant
Fair Value Unobservable Range of
Financial Instrument Type (in millions) Valuation Technique(s) Inputs Inputs
Valuation of third party appraisal on
Residential mortgage loans held forsale .............cccocoeveviirneee. $ 67 underlying collateral Loss severity rates ~ -% - 100%
Valuation of third party appraisal on
Impaired commercial 10ans..........c..cccocvivieeenieieininieeeeeen 155  underlying collateral Loss severity rates 1% - 79%

Significant Unobservable Inputs for Non-Recurring Fair Value Measurements

Residential mortgage loans held for sale primarily represent subprime residential mortgage loans which were previously acquired
with the intent of securitizing or selling them to third parties. The weighted average loss severity rate for these loans was
approximately 59% at September 30, 2013. These severity rates are primarily impacted by the value of the underlying collateral
securing the loans.

Impaired loans represent commercial loans. The weighted average severity rate for these loans was approximately 34% at
September 30, 2013. These severity rates are primarily impacted by the value of the underlying collateral securing the loans.

Valuation Techniques Following is a description of valuation methodologies used for assets and liabilities recorded at fair value
and for estimating fair value for those financial instruments not recorded at fair value for which fair value disclosure is required.

Short-term financial assets and liabilities - The carrying amount of certain financial assets and liabilities recorded at cost is
considered to approximate fair value because they are short-term in nature, bear interest rates that approximate market rates, and
generally have negligible credit risk. These items include cash and due from banks, interest bearing deposits with banks, accrued
interest receivable, customer acceptance assets and liabilities and short-term borrowings.

Federal funds sold and purchased and securities purchased and sold under resale and repurchase agreements - Federal funds sold
and purchased and securities purchased and sold under resale and repurchase agreements are recorded at cost. A significant majority
of these transactions are short-term in nature and, as such, the recorded amounts approximate fair value. For transactions with
long-dated maturities, fair value is based on dealer quotes for instruments with similar terms and collateral.

Loans - Except for leveraged loans, selected residential mortgage loans and certain foreign currency denominated commercial
loans, we do not record loans at fair value on a recurring basis. From time to time, we record impairments to loans. The write-
downs can be based on observable market price of the loan or the underlying collateral value. In addition, fair value estimates are
determined based on the product type, financial characteristics, pricing features and maturity.

*  Mortgage Loans Held for Sale — Certain residential mortgage loans are classified as held for sale and are recorded at the lower
ofamortized cost or fair value. The fair value of these mortgage loans is determined based on the valuation information observed
in alternative exit markets, such as the whole loan market, adjusted for portfolio specific factors. These factors include the
location of the collateral, the loan-to-value ratio, the estimated rate and timing of default, the probability of default or foreclosure
and loss severity if foreclosure does occur.

* Leveraged Loans — We record leveraged loans and revolvers held for sale at fair value. Where available, market consensus
pricing obtained from independent sources is used to estimate the fair value of the leveraged loans and revolvers. In validating
the fair value, we take into consideration the number of participants submitting pricing information, the range of pricing
information and distribution, the methodology applied by the pricing services to cleanse the data and market liquidity. Where
consensus pricing information is not available, fair value is estimated using observable market prices of similar instruments
or inputs, including bonds, credit derivatives, and loans with similar characteristics. Where observable market parameters are
not available, fair value is determined based on contractual cash flows, adjusted for the probability of default and estimated
recoveries where applicable, discounted at the rate demanded by market participants under current market conditions. In those
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cases, we also consider the loan specific attributes and inherent credit risk and risk mitigating factors such as collateral
arrangements.

Commercial Loans — Commercial loans and commercial real estate loans are valued by discounting the contractual cash flows,
adjusted for prepayments and the borrower’s credit risk, using a discount rate that reflects the current rates offered to borrowers
of similar credit standing for the remaining term to maturity and, when applicable, our own estimate of liquidity premium.

Commercial impaired loans — Generally represents collateral dependent commercial loans with fair value determined based
on pricing quotes obtained from an independent third party appraisal.

Consumer Loans — The estimated fair value of our consumer loans were determined by developing an approximate range of
value from a mix of various sources as appropriate for the respective pool of assets. These sources included estimates from an
HSBC affiliate which reflect over-the-counter trading activity, forward looking discounted cash flow models using assumptions
consistent with those which would be used by market participants in valuing such receivables; trading input from other market
participants which includes observed primary and secondary trades; where appropriate, the impact of current estimated rating
agency credit tranching levels with the associated benchmark credit spreads; and general discussions held directly with potential
investors. For revolving products, the estimated fair value excludes future draws on the available credit line as well as other
items and, therefore, does not include the fair value of the entire relationship.

Valuation inputs include estimates of future interest rates, prepayment speeds, default and loss curves, estimated collateral
value and market discount rates reflecting management’s estimate of the rate that would be required by investors in the current
market given the specific characteristics and inherent credit risk of the receivables. Some of these inputs are influenced by
collateral value changes and unemployment rates. Where available, such inputs are derived principally from or corroborated
by observable market data. We perform analytical reviews of fair value changes on a quarterly basis and periodically validate
our valuation methodologies and assumptions based on the results of actual sales of such receivables. In addition, from time
to time, we may engage a third party valuation specialist to measure the fair value of a pool of receivables. Portfolio risk
management personnel provide further validation through discussions with third party brokers and other market participants.
Since an active market for these receivables does not exist, the fair value measurement process uses unobservable significant
inputs specific to the performance characteristics of the various receivable portfolios.

Lending-related commitments - The fair value of commitments to extend credit, standby letters of credit and financial guarantees
are not included in the table. The majority of the lending related commitments are not carried at fair value on a recurring basis nor
are they actively traded. These instruments generate fees, which approximate those currently charged to originate similar
commitments, which are recognized over the term of the commitment period. Deferred fees on commitments and standby letters
of credit totaled $40 million and $46 million at September 30, 2013 and December 31, 2012, respectively.

Precious metals trading - Precious metals trading primarily includes physical inventory which is valued using spot prices.

Securities - Where available, debt and equity securities are valued based on quoted market prices. If a quoted market price for
the identical security is not available, the security is valued based on quotes from similar securities, where possible. For certain
securities, internally developed valuation models are used to determine fair values or validate quotes obtained from pricing
services. The following summarizes the valuation methodology used for our major security classes:

U.S. Treasury, U.S. Government agency issued or guaranteed and Obligations of U.S. state and political subdivisions — As
these securities transact in an active market, fair value measurements are based on quoted prices for the identical security or
quoted prices for similar securities with adjustments as necessary made using observable inputs which are market corroborated.

U.S. Government sponsored enterprises — For government sponsored mortgage-backed securities which transact in an active
market, fair value measurements are based on quoted prices for the identical security or quoted prices for similar securities
with adjustments as necessary made using observable inputs which are market corroborated. For government sponsored
mortgage-backed securities which do not transact in an active market, fair value is determined primarily based on pricing
information obtained from pricing services and is verified by internal review processes.

Asset-backed securities, including collateralized debt obligations — Fair value is primarily determined based on pricing
information obtained from independent pricing services adjusted for the characteristics and the performance of the underlying
collateral.
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The following tables provide additional information relating to asset-backed securities and collateralized debt obligations as of
September 30, 2013:

Trading residential mortgage asset-backed securities:

Alt-A Subprime
Level Level Level Level
Rating of Securities:" Collateral Type: 2 3 2 3 Total

(in millions)

AAA A Residential mortgages — $ 69 § — $159

CCC-Unrated.....c.ccceeveeeerenencnnenne. Residential mortgages — 4 — 4
— $ 73 § — $163

Other trading asset-backed securities and collateralized debt obligations:

Rating of Securities:" Collateral Type: Level 2 Level 3

(in millions)
AAA -A.eoeeeeee e, Student 10anS.........cooivieiiiiiiiecieieeeeee e $ 74 $ —
BBB -B...oooooeeeee, Collateralized debt obligations ...........cccecerveviereenienierieeeeeenes — 245

$ 74§ 245

Available-for-sale securities backed by collateral:

Commercial
Mortgages Alt-A
Level Level Level Level
Rating of Securities:" Collateral Type: 2 3 2 3 Total
(in millions)
AAA Al Commercial MOrtgages ..........c.cocovevvvevevevrnnnnn. $135 § — $ — § — §$135
Home equity .....ccoecvevrieieriieierieciese e — — 100 — 100
Total AAA Ao 135 — 100 — 235
BBB -B...ooiiiieieiecce Other ..o — — 103 — 103
Total BBB -B......ooiiiiieeee e — — 103 — 103
CCC -Unrated........coooruereiirieieinnns Residential mortgages .........cocoevevevererernrenencnes — — 2 — 2
Home equity .....ceevveeeieeiieiieiecieeeeee e — — 130 — 130
Total CCC -Unrated..........ccooerirenenenenenieene — — 132 — 132
$135 § — $335 § — §470

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

e Other domestic debt and foreign debt securities (corporate and government) - For non-callable corporate securities, a credit
spread scale is created for each issuer. These spreads are then added to the equivalent maturity U.S. Treasury yield to determine
current pricing. Credit spreads are obtained from the new market, secondary trading levels and dealer quotes. For securities
with early redemption features, an option adjusted spread (“OAS”) model is incorporated to adjust the spreads determined
above. Additionally, we survey the broker/dealer community to obtain relevant trade data including benchmark quotes and
updated spreads.

*  Equity securities — Except for those legacy investments in hedge funds, since most of our securities are transacted in active
markets, fair value measurements are determined based on quoted prices for the identical security. For hedge fund investments,
we receive monthly statements from the investment manager with the estimated fair value.

Derivatives — Derivatives are recorded at fair value. Asset and liability positions in individual derivatives that are covered by
legally enforceable master netting agreements, including receivables (payables) for cash collateral posted (received), are offset
and presented net in accordance with accounting principles which allow the offsetting of amounts.

Derivatives traded on an exchange are valued using quoted prices. OTC derivatives, which comprise a majority of derivative
contract positions, are valued using valuation techniques. The fair value for the majority of our derivative instruments are determined
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based on internally developed models that utilize independently corroborated market parameters, including interest rate yield
curves, option volatilities, and currency rates. For complex or long-dated derivative products where market data is not available,
fair value may be affected by the underlying assumptions about, among other things, the timing of cash flows, expected exposure,
probability of default and recovery rates. The fair values of certain structured derivative products are sensitive to unobservable
inputs such as default correlations of the referenced credit and volatilities of embedded options. These estimates are susceptible
to significant change in future periods as market conditions change.

We use the Overnight Indexed Swap (OIS) curves as inputs to measure the fair value of collateralized interest rate derivatives.
Significant inputs related to derivative classes are broken down as follows:

*  Credit Derivatives — Use credit default curves and recovery rates which are generally provided by broker quotes and various
pricing services. Certain credit derivatives may also use correlation inputs in their model valuation. Correlation is derived
using market quotes from brokers and various pricing services.

» Interest Rate Derivatives — Swaps use interest rate curves based on currency that are actively quoted by brokers and other
pricing services. Options will also use volatility inputs which are also quoted in the broker market.

*  Foreign Exchange (“FX”) Derivatives — FX transactions use spot and forward FX rates which are quoted in the broker
market.

*  Equity Derivatives — Use listed equity security pricing and implied volatilities from equity traded options position.
*  Precious Metal Derivative — Use spot and forward metal rates which are quoted in the broker market.

As discussed earlier, we make fair value adjustments to model valuations in order to ensure that those values represent appropriate
estimates of fair value. These adjustments, which are applied consistently over time, are generally required to reflect factors such
as bid-ask spreads and counterparty credit risk that can affect prices in arms-length transactions with unrelated third parties. Such
adjustments are based on management judgment and may not be observable.

We estimate the counterparty credit risk for financial assets and own credit standing for financial liabilities (the “credit risk
adjustments”) in determining the fair value measurement. For derivative instruments, we calculate the credit risk adjustment by
applying the probability of default of the counterparty to the expected exposure, and multiplying the result by the expected loss
given default. We also take into consideration the risk mitigating factors including collateral agreements and master netting
arrangements in determining credit risk adjustments. We estimate the implied probability of default based on the credit spreads of
the counterparty. Where credit default spread of the counterparty is not available, we use the credit default spread of specific proxy
(e.g., the CDS spread of the parent). Where specific proxy credit default swap is not available, we apply a blended approach based
on a combination of credit default swap referencing to credit names of similar credit standing and the historical rating-based
probability of default.

Real estate owned - Fair value is determined based on third party appraisals obtained at the time we take title to the property and,
if less than the carrying amount of the loan, the carrying amount of the loan is adjusted to the fair value. The carrying amount of
the property is further reduced, if necessary, not less than once every 45 days to reflect observable local market data including
local area sales data.

Mortgage servicing rights - We elected to measure residential mortgage servicing rights, which are classified as intangible assets,
at fair value. The fair value for the residential mortgage servicing rights is determined based on an option adjusted approach which
involves discounting servicing cash flows under various interest rate projections at risk-adjusted rates. The valuation model also
incorporates our best estimate of the prepayment speed of the mortgage loans, current cost to service and discount rates which are
unobservable. As changes in interest rates is a key factor affecting the prepayment speed and hence the fair value of the mortgage
servicing rights, we use various interest rate derivatives and forward purchase contracts of mortgage-backed securities to risk-
manage the mortgage servicing rights.

Structured notes — Structured notes are hybrid instruments containing embedded derivatives. Certain structured notes were elected
to be measured at fair value in their entirety under fair value option accounting principles. The valuation of the hybrid instruments
is predominantly driven by the derivative features embedded within the instruments. The valuation of embedded derivatives may
include significant unobservable inputs such as correlation of the referenced credit names or volatility of the embedded option.
Cash flows of the funded notes are discounted at the appropriate rate for the applicable duration of the instrument adjusted for our
own credit spreads. The credit spreads so applied are determined with reference to our own debt issuance rates observed in the
primary and secondary markets, internal funding rates, and the structured note rates in recent executions.

Long-term debt — We elected to apply fair value option to certain own debt issuances for which fair value hedge accounting
otherwise would have been applied. These own debt issuances elected under FVO are traded in secondary markets and, as such,
the fair value is determined based on observed prices for the specific instrument. The observed market price of these instruments
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reflects the effect of our own credit spreads. The credit spreads applied to these instruments were derived from the spreads at the
measurement date.

For long-term debt recorded at cost, fair value is determined based on quoted market prices where available. If quoted market
prices are not available, fair value is based on dealer quotes, quoted prices of similar instruments, or internally developed valuation
models adjusted for own credit risks.

Deposits — For fair value disclosure purposes, the carrying amount of deposits with no stated maturity (e.g., demand, savings, and
certain money market deposits), which represents the amount payable upon demand, is considered to generally approximate fair
value. For deposits with fixed maturities, fair value is estimated by discounting cash flows using market interest rates currently
offered on deposits with similar characteristics and maturities.

20. Litigation and Regulatory Matters

In addition to the matters described below, in the ordinary course of business, we are routinely named as defendants in, or as parties
to, various legal actions and proceedings relating to activities of our current and/or former operations. These legal actions and
proceedings may include claims for substantial or indeterminate compensatory or punitive damages, or for injunctive relief. In the
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
requests, 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 investigations are in the early stages, we cannot determine with any degree of certainty
the timing or ultimate resolution of litigation and regulatory matters or the eventual loss, fines, penalties or business impact, if
any, that may result. We establish reserves for litigation and regulatory matters when those matters present loss contingencies that
are both probable and can be reasonably estimated. The actual costs of resolving litigation and regulatory matters, however, may
be substantially higher than the amounts reserved for those matters.

For the litigation and governmental and regulatory matters disclosed below as to which a loss in excess of accrued liability is
reasonably possible in future periods and for which there is sufficient currently available information on the basis of which
management believes it can make a reliable estimate, we believe a reasonable estimate could be as much as $1.8 billion. The
litigation and governmental and regulatory matters underlying this estimate of possible loss will change from time to time and
actual results may vary significantly from this current estimate.

Given the substantial or indeterminate amounts sought in certain of these matters, and the inherent unpredictability of such matters,
an adverse outcome in certain of these matters could have a material adverse effect on our consolidated financial statements in
particular quarterly or annual periods.

Litigation

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 (JQG)); Jethro
Holdings, Inc., et al. v. Visa U.S.A., Inc. et al. (E.D.N.Y. No. 05-CV-4521(JQ)); and American Booksellers Asps'v. Visa U.S.A.,
Inc. et al. (E.D.N.Y. No. 05-CV-5391 (JG)). Numerous other complaints containing similar allegations were filed across the
country against Visa Inc., MasterCard Incorporated and other banks. Various individual (non-class) actions were also brought by
merchants against Visa Inc. and MasterCard Incorporated. These class and individual merchant actions principally allege that the
imposition of a no-surcharge rule by the associations and/or the establishment of the interchange fee charged for credit card
transactions causes the merchant discount fee paid by retailers to be set at supracompetitive levels in 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 Bank USA, and certain affiliates of the defendants
entered into settlement and judgment sharing agreements (the “Sharing Agreements”) that provide for the apportionment of certain
defined costs and liabilities that the defendants, including HSBC Bank USA and our affiliates, may incur, jointly and/or severally,
in the event of an adverse judgment or global settlement of one or all 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

79



HSBC USA Inc.

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 class settlement is approved. On October 22, 2012, a settlement agreement with the
individual merchant plaintiffs became 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. Visa's
and MasterCard's analysis of the data determined that the defendants had the right to terminate the settlement agreement because
the volume threshold was reached, but elected not to do so. We anticipate 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 was held on September 12, 2013, before the District Court. The parties now await the District Court's decision.

Checking Account Overdraft Litigation On March 1, 2011 an action captioned Ofra Levin et al v. HSBC Bank USA, N.A. et al.
(N.Y. Sup. Ct. 650562/11) (the “State Action”’) was filed in New York State Court on behalf of a putative New York class of
customers who allegedly incurred overdraft fees due to the posting order of debit card transactions. We filed a motion to dismiss
the complaint, which was granted in part with leave to amend.

Subsequently, plaintiffs (the “Levin Plaintiffs™) in the State Action acquired new attorneys and filed a new action in federal court,
captioned Ofra Levin et al. v. HSBC Bank USA, N.A. et al. (E.D.N.Y. 12-CV-5696) (the “Levin Federal Action”). The Levin Federal
Action seeks relief for a putative nationwide class and a putative New York subclass, asserting the same claims as the State Action
and adding allegations that deposited funds are not made available pursuant to HSBC's funds availability disclosures. The Levin
Plaintiffs also filed a motion to dismiss the State Action, which the state court denied.

The Levin Plaintiffs' former counsel amended the complaint in the State Action substituting a new named plaintiff, Darek Jura,
and the State Action was recaptioned /n Re HSBC Bank USA, N.A. Checking Account Overdraft Litigation. Jura then filed a motion
for class certification. HSBC's response deadline has not been set, as the State Action is being held in abeyance until August 14,
2013. Jura also filed a federal action captioned Darek Jura v. HSBC Bank USA, N.A. et al. (E.D.N.Y. 12-CV-6224) (the “Jura
Federal Action”), presenting similar claims to the State Action.

On February 20, 2013, a fourth action captioned Hanes v. HSBC Bank USA, N.A. (E.D. Va. 13-CV-00229) (the "Hanes Action™)
was filed. The Hanes Action presents similar claims to the previously filed actions and seeks relief for a putative nationwide class
and a putative California subclass.

We subsequently sought centralization of all three federal actions with the Judicial Panel on Multidistrict Litigation ("JPML"),
and on June 5, 2013, the JPML created the HSBC Overdraft MDL and transferred the Hanes Action to the United States District
Court for the Eastern District of New York ("EDNY") for coordinated or consolidated pretrial proceedings with the Levin Federal
Action and the Jura Federal Action. HSBC has filed motions to dismiss in each of the three federal actions,

On July 22, 2013 the EDNY issued an Order which: (1) consolidated the three federal actions; (2) appointed counsel in the Jura
Federal Action and the Hanes Action as interim class counsel; (3) ordered the interim class counsel to file a consolidated complaint
within 30 days; and (4) denied HSBC's previously filed motions to dismiss as moot, without prejudice. Interim class counsel filed
their consolidated complaint on September 30, 2013. Additionally, the plaintiffs in each of the underlying federal actions,
respectively, have served written discovery, and HSBC has responded and made productions in each of the actions.

DeKalb County, et al. v. HSBC North America Holdings Inc., et al. In October 2012, three of the five counties constituting the
metropolitan area of Atlanta, Georgia, filed a lawsuit pursuant to the Fair Housing Act against HSBC North America and 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 practices led to increased loan delinquencies, foreclosures and vacancies, which in turn caused
the plaintiff counties to incur damages in the form of lost property tax revenues and increased municipal services costs, among
other damages. The court denied defendants' motion to dismiss on September 26, 2013.

Lender-Placed Insurance Matters Lender-placed insurance involves a lender obtaining an insurance policy (hazard or flood
insurance) on a mortgaged 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 regulatory
scrutiny from both federal and state agencies. Beginning in October 2011, a number of mortgage servicers and insurers, including
our affiliate, HSBC Insurance (USA) Inc., received subpoenas from the New York Department of Financial Services (the “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 General issued a Civil Investigative Demand (“MA LPI CID”’) to HSBC Mortgage Corporation (USA) seeking information
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about lender-placed insurance activities. We are providing responsive documentation and information 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 HSBC USA, Inc. and certain 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. Col.
No. 13-CV-00185); and Hoover et al. v. HSBC Bank US4, N.A. et al. (N.D.N.Y. 13-CV-00149); and Lopez v. HSBC Bank USA,
N.A.etal (S.D.Fla13-CV-21104). Anew putative class action was filed against HSBC Bank USA and HSBC Mortgage Corporation
(USA) in the Southern of District of New York on August 21, 2013 entitled, Ross F. Gilmour v. HSBC Bank USA, N.A., et al.
(S.D.N.Y. Case No. 1:13-cv-05896-ALC). 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 policies to the date the borrower allowed it to lapse, self-dealing and insufficient
disclosure. HSBC filed motions to dismiss the complaints in 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, which was denied on July 25, 2013. In
West, discovery is ongoing.

Private Mortgage Insurance Matters Private Mortgage Insurance (“PMI”) is insurance required to be obtained by home purchasers
who provide a down payment less than a certain percentage threshold of the purchase price, typically 20 percent. The insurance
generally protects the lender against a default on the loan. In January 2013, a putative class action related to PMI was filed against
various HSBC U.S. entities, including HSBC USA, Inc. and certain of our subsidiaries captioned Ba v. HSBC Bank USA, N.A. et
al (E.D. Pa. No. 2:13-cv-00072PD). This action relates primarily to industry-wide practices and includes allegations regarding the
relationships and potential conflicts of interest between the various entities that place the insurance, self-dealing, insufficient
disclosures and improper fees. Following the court’s denial of the defendants’ motion to dismiss, the HSBC entities answered the
complaint on August 15, 2013.

People of the State of New York v. HSBC Bank USA, National Association and HSBC Mortgage Corporation (USA). On June 3,
2013, the New York Attorney General ("AG") commenced a special proceeding against HSBC Bank USA and HSBC Mortgage
Corporation ("HSBC"), alleging that HSBC repeatedly violated Executive Law 63(12). Specifically, the AG claims that HSBC
has an obligation to file a Request for Judicial Intervention ("RJI") at the same time that it files proof of service in a foreclosure
action. The filing of an RJI triggers the scheduling of a mandatory settlement conference. According to the AG, the failure to file
the RJI causes a significant delay in mandatory settlement conferences being scheduled, during which time the AG alleges additional
penalties, fees and interest accrue to the borrower. The AG seeks both a change in HSBC's practices and damages for individual
homeowners. HSBC believes it has a number of factual and legal defenses available to the AG's claims. On August 20, 2013,
HSBC filed an answer and a motion for summary judgment to dismiss the New York Attorney General's Petition. A hearing was
held on the motion on October 17, 2013 and the parties now await the court's decision.

Credit Default Swap Litigation In July 2013 HSBC Bank, HSBC Holdings plc. and HSBC Bank plc. were named as defendants,
among others, in three putative class actions filed in federal courts located in New York and Chicago. These class actions allege
that the defendants, which include ISDA, Markit and several other financial institutions, conspired to restrain trade in violation of
the federal anti-trust laws by, among other things, restricting access to credit default swap pricing exchanges and blocking new
entrants into the exchange market, with the purpose and effect of artificially inflating the bid/ask spread paid to buy and sell credit
default swaps in the United States. The Plaintiffs in these suits purport to represent a class of all persons who purchased or sold
credit default swaps to defendants in the United States. Four additional putative class actions alleging violations of federal anti-
trust laws concerning market practices relating to credit default swaps were filed in July and August 2013 in federal courts in New
York and Chicago against HSBC Bank, HSBC Holdings plc and HSBC Bank plc. These actions all are at a very early stage. On
October 16, 2013, in considering motions filed by plaintiffs to consolidate the case in federal court in New York or Chicago, the
Multi-District Litigation panel ordered that all cases be consolidated in the Southern District of New York as In re Credit Default
Swaps Antitrust Litigation, MDL No. 2476.

Madoff Litigation In December 2008, Bernard L. Madoff (“Madoff”’) was arrested for running a Ponzi scheme and a trustee was
appointed for the liquidation of his firm, Bernard L. Madoff Investment Securities LLC (“Madoff Securities”), an SEC-registered
broker-dealer and investment adviser. Various non-U.S. HSBC companies provided custodial, administration and similar services
to anumber of funds incorporated outside the United States whose assets were invested with Madoff Securities. Plaintiffs (including
funds, funds investors and the Madoff Securities trustee, as described below) have commenced Madoft-related proceedings against
numerous defendants in a multitude of jurisdictions. Various HSBC companies have been named as defendants in suits in the
United States, Ireland, Luxembourg and other jurisdictions. Certain suits (which include U.S. putative class actions) allege that
the HSBC defendants knew or should have known of Madoff's fraud and breached various duties to the funds and fund investors.
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In November 2011, the District Court judge overseeing three related putative class actions in the Southern District of New York,
captioned In re Herald, Primeo and Thema Funds Securities Litigation (S.D.N.Y. Nos. 09-CV-0289 (RMB), 09-CV-2558 (RMB)),
dismissed all claims against the HSBC defendants on forum non conveniens grounds, but temporarily stayed this ruling as to one
of the actions against the HSBC defendants - the claims of investors in Thema International Fund plc. - in light of a proposed
amended settlement agreement between the lead plaintiff in that action and the relevant HSBC defendants (including, subject to
the granting of leave to effect a proposed pleading amendment, HSBC Bank USA). In December 2011, the District Court lifted
this temporary stay and dismissed all remaining claims against the HSBC defendants, and declined to consider preliminary approval
of the settlement. In light of the District Court's decisions, HSBC has terminated the settlement agreement. The Thema plaintiff
contests HSBC's right to terminate. Plaintiffs in all three actions filed notices of appeal to the U.S. Circuit Court of Appeals for
the Second Circuit, where the actions are captioned In re Herald, Primeo and Thema Funds Securities Litigation (2nd Cir, Nos.
12-156, 12-184, 12-162). Briefing in that appeal was completed in September 2012 and oral argument was held in April 2013. On
September 16,2013, the U.S. Circuit Court of Appeals for the Second Circuit affirmed the District Court’s dismissal of the action
on forum non conveniens grounds. On October 1, 2013 the Thema plaintiff filed a petition to have the appeal reheard by the Court
of Appeals en banc. The Court of Appeals has postponed its decision on the petition until after the United States Supreme Court
decides Chadbourne & Park LLP v. Troice, No. 12-179.

In December 2010, the Madoff Securities trustee commenced suits against various HSBC companies in the U.S. Bankruptcy Court
and in the English High Court. The U.S. action, captioned Picard v. HSBC et al (Bankr S.D.N.Y. No. 09-01364), which also names
certain funds, investment managers, and other entities and individuals, sought $9 billion in damages and additional recoveries
from HSBC Bank USA, certain of our foreign affiliates and the various other codefendants. It sought damages against the HSBC
defendants for allegedly aiding and abetting Madoff's fraud and breach of fiduciary duty. In July 2011, after withdrawing the case
from the Bankruptcy Court in order to decide certain threshold issues, the District Court dismissed the trustee's various common
law claims on the grounds that the trustee lacks standing to assert them. In December 2011, the trustee filed a notice of appeal to
the U.S. Court of Appeals for the Second Circuit, where the action is captioned Picard v. HSBC Bank plc et al. (2nd Cir.,No. 11-5207).
Briefing in that appeal was completed in April 2012, and oral argument was held in November 2012. On June 20, 2013, the Second
Circuit Court of Appeals affirmed the decision of the District Court. On October 9, 2013, the trustee filed a petition for a writ of
certiorari seeking leave for a further appeal to the United States Supreme Court. The HSBC defendants’ response to the petition
for a writ of certiorari is currently due December 9, 2013.

The District Court returned the remaining claims to the Bankruptcy Court for further proceedings. Those claims seek, pursuant to
U.S. bankruptcy law, recovery of unspecified amounts received by the HSBC defendants from funds invested with Madoff, including
amounts that the HSBC defendants received when they redeemed units held in the various funds. The HSBC defendants acquired
those fund units in connection with financing transactions the HSBC defendants had entered into with various clients. The trustee's
U.S. bankruptcy law claims also seek recovery of fees earned by the HSBC defendants for providing custodial, administration and
similar services to the funds. Between September 2011 and April 2012, the HSBC defendants and certain other defendants moved
again to withdraw the case from the Bankruptcy Court. The District Court granted those withdrawal motions as to certain issues,
and briefing and oral arguments on the merits of the withdrawn issues are now complete. The District Court has issued rulings on
several of the withdrawn issues, but decisions with respect to other issues remain pending and are expected in 2013. The HSBC
defendants’ responses to the remaining bankruptcy law claims are currently due in the Bankruptcy Court on December 20, 2013.
The trustee's English action, which names HSBC Bank USA and other HSBC entities as defendants, seeks recovery of unspecified
transfers of money from Madoff Securities to or through HSBC on the ground that the HSBC defendants actually or constructively
knew of Madoff's fraud. HSBC has not been served with the trustee's English action.

Between October 2009 and April 2012, Fairfield Sentry Limited, Fairfield Sigma Limited and Fairfield Lambda Limited
(“Fairfield”), funds whose assets were directly or indirectly invested with Madoff Securities, commenced multiple suits in the
British Virgin Islands and the United States against numerous fund shareholders, including various HSBC companies that acted
as nominees for clients of HSBC's private banking business and other clients who invested in the Fairfield funds. The Fairfield
actions, including an action captioned Fairfield Sentry Ltd. v. Zurich Capital Markets et al. (Bankr. S.D.N.Y. No. 10-03634), in
which HSBC Bank USA is a defendant, and an action captioned Fairfield Sentry Ltd. et al. v. ABN AMRO Schweiz AG et al.
(Bankr. S.D.N.Y. No. 10-03636), naming beneficial owners of accounts held in the name of Citco Global Custody (NA) NV, which
include HSBC Private Bank, a division of HSBC Bank USA, as nominal owner of those accounts for its customers, seek restitution
of amounts paid to the defendants in connection with share redemptions, on the ground that such payments were made by mistake,
based on inflated values resulting from Madoff's fraud. Some of these actions also seek recovery of the share redemptions under
British Virgin Islands insolvency law. The U.S. actions are currently stayed in the Bankruptcy Court pending developments in
related appellate litigation in the British Virgin Islands.

HSBC Bank USA was also a defendant in an action filed in July 2011, captioned Wailea Partners, LP v. HSBC Bank US4, N.A.
(N.D. Ca. No. 11-CV-3544), arising from derivatives transactions between Wailea Partners, LP and HSBC Bank USA that were
linked to the performance of a fund that placed its assets with Madoff Securities pursuant to a specified investment strategy. The
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plaintiff alleged, among other things, that HSBC Bank USA knew or should have known that the fund's assets would not be invested
as contemplated. The plaintiff also alleged that HSBC Bank USA marketed, sold and entered into the derivatives transactions on
the basis of materially misleading statements and omissions in violation of California law. The plaintiff sought rescission of the
transactions and return of amounts paid to HSBC Bank USA in connection with the transactions, together with interest, fees,
expenses and disbursements. In December 2011, the District Court granted HSBC's motion to dismiss the complaint with prejudice,
and the plaintiff appealed to the U.S. Court of Appeals for the Ninth Circuit, where the action is captioned Wailea Partners, LP v.
HSBC Bank USA, N.A., (9th Cir., No. 11-18041). Briefing on that appeal was completed in May 2012, and oral argument has not
yet been scheduled.

There are many factors that may affect the range of possible outcomes, and the resulting financial impact, of the various Madoft-
related proceedings including, but not limited to, the circumstances of the fraud, the multiple jurisdictions in which proceeding
have been brought and the number of different plaintiffs and defendants in such proceedings. For these reasons, among others, we
are unable to reasonably estimate the aggregate liability or ranges of liability that might arise as a result of these claims but they
could be significant. In any event, we consider that we have good defenses to these claims and will continue to defend them
vigorously.

Federal Home Loan Mortgage Corporation v. Bank of America, et al. On March 14, 2013, the Federal Home Loan Mortgage
Corporation (“Freddie Mac”), filed a lawsuit in the United States District Court for the Eastern District of Virginia naming as
defendants HSBC Bank USA and other panel USD LIBOR panel banks, as well as the British Bankers' Association. The lawsuit
alleges improper practices in connection with the setting of USD LIBOR, and claims violation of the Sherman Act, breach of
contract, and fraud arising out of various swap agreements entered into by Freddie Mac with the USD LIBOR panel banks, including
HSBC Bank USA. In May 2013 the lawsuit was transferred to the USD LIBOR Litigation Multi-District Proceeding pending
before Judge Buchwald in the Southern District of New York where it will be subject to a stay imposed by that court on all new
proceedings.

The lawsuit is at an early stage, and does not allege specific damages as to HSBC Bank USA.

Mortgage Securitization Activity and Litigation In addition to the repurchase risk described in Note 18, “Guarantee Arrangements
and Pledged Assets,” we have also been involved as a sponsor/seller of loans used to facilitate whole loan securitizations
underwritten by HSI. During 2005-2007, we purchased and sold $24 billion of whole loans to HSI which were subsequently
securitized and sold by HSI to third parties. The outstanding principal balance on these loans was approximately $6.6 billion and
$7.4 billion at September 30, 2013 and December 31, 2012, respectively.

Participants in the U.S. mortgage securitization market that purchased and repackaged whole loans have been the subject of lawsuits
and governmental and regulatory investigations and inquiries, which have been directed at groups within the U.S. mortgage market,
such as servicers, originators, underwriters, trustees or sponsors of securitizations, and at particular participants within these groups.
As the industry's residential mortgage foreclosure issues continue, HSBC Bank USA has taken title to an increasing number of
foreclosed homes as trustee on behalf of various securitization trusts. As nominal record owner of these properties, HSBC Bank
USA has been sued by municipalities and tenants alleging various violations of law, including laws regarding property upkeep
and tenants' rights. While we believe and continue to maintain that the obligations at issue and any related liability are properly
those of the servicer of each trust, we continue to receive significant and adverse publicity in connection with these and similar
matters, including foreclosures that are serviced by others in the name of “HSBC, as trustee.”

HSBC Bank USA and certain of our affiliates have been named as defendants in a number of actions in connection with residential
mortgage-backed securities (“RMBS”) offerings, which generally allege that the offering documents for securities issued by
securitization trusts contained material misstatements and omissions, including statements regarding the underwriting standards
governing the underlying mortgage loans. In September 2011, the Federal Housing Finance Agency (the “FHFA”), acting in its
capacity as conservator for the Federal National Mortgage Association (“Fannie Mae”) and the Federal Home Loan Mortgage
Corporation (“Freddie Mac”), filed an action in the U.S. District Court for the Southern District of New York against HSBC Bank
USA, HSBC USA, HSBC North America, HSI, HSI Asset Securitization Corporation (“HASCO”) and five former and current
officers and directors of HASCO seeking damages or rescission of mortgage-backed securities purchased by Fannie Mae and
Freddie Mac that were either underwritten or sponsored by HSBC entities. The aggregate unpaid principal balance of the securities
was approximately $1.6 billion at September 30, 2013. This action, captioned Federal Housing Finance Agency, as Conservator
for the Federal National Mortgage Association and the Federal Home Loan Mortgage Corporation v. HSBC North America
Holdings Inc. et al. (S.D.N.Y. No. CV 11-6189-LAK), is one of a series of similar actions filed against 17 financial institutions
alleging violations of federal and state securities laws in connection with the sale of private-label RMBS purchased by Fannie
Mae and Freddie Mac, primarily from 2005 to 2008. This action, along with all of the similar FHFA RMBS actions that were filed
in the U.S. District Court for the Southern District of New York, was transferred to a single judge, who directed the defendant in
the first-filed matter, UBS, to file a motion to dismiss. In May 2012, the District Court filed its decision denying the motion to
dismiss FHFA's securities law claims and granting the motion to dismiss FHFA's negligent misrepresentation claims. The District
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Court's ruling formed the basis for rulings on the other matters, including the action filed against HSBC Bank USA and our affiliates.
On April 5, 2013, the Second Circuit Court of Appeals affirmed the ruling of the District Court. In December 2012, the District
Court directed the FHFA parties to schedule mediation with the Magistrate Judge assigned to the action. In January 2013, the
FHFA parties met with the Magistrate Judge to discuss how to structure a mediation. Since that time, three of the FHFA defendants
(GE, Citigroup and UBS) have resolved their lawsuits (the terms of these settlements are largely confidential, but have been
disclosed to varying degrees, including to some extent by the defendants in securities filings). Discovery in the action against
HSBC is proceeding.

In January 2012, Deutsche Zentral-Genossenschaftsbank (“DZ Bank™) filed a summons with notice in New York County Supreme
Court, State of New York, naming as defendants HSBC North America, HSBC USA, HSBC Bank USA, HSBC Markets (USA)
Inc., HASCO and HSI in connection with DZ Bank's alleged purchase of $122.4 million in RMBS from the HSBC defendants. In
February 2012, HSH Nordbank AG (“HSH”) filed a summons with notice in New York County Supreme Court, State of New
York, naming as defendants HSBC Holdings plc., HSBC North America Holdings Inc., HSBC USA, HSBC Bank USA, HSBC
Markets (USA) Inc., HASCO, and two Blaylock entities alleging HSH purchases of $41.3 million in RMBS from the HSBC and
Blaylock defendants. In May 2012, HSBC removed both the DZ Bank and HSH cases to the United States District Court for the
Southern District of New York. The cases were consolidated in an action captioned Deutsche Zentral-Genossenschafisbank AG,
New York Branch v. HSBC North America Holdings Inc. et al (S.D.N.Y. No. 12-CV-4025) following removal. In September 2012,
DZ Bank and HSH filed a consolidated complaint against all defendants named in their prior summonses other than HSBC Holdings
plc. The claims against HSBC are for (i) fraud; (ii) fraudulent concealment; (iii) negligent misrepresentation; (iv) aiding and
abetting fraud; and (v) rescission. HSBC has moved to dismiss this suit, and this motion is pending.

In December 2012, Bayerische Landesbank (“BL”) filed a summons with notice in New York County Supreme Court, State of
New York, naming as defendants HSBC, HSBC North America, HSBC USA, HSBC Markets (USA) Inc., HSBC Bank USA, HSI
Asset Securitization Corp. and HSI. In May 2013 BL served the HSBC entities with a complaint alleging that BL purchased $75
million in RMBS from the defendants and has sustained unspecified damages as a result of material misrepresentations and
omissions regarding certain characteristics of the mortgage loans backing the securities. The claims against the HSBC entities are
for (i) fraud; (ii) fraudulent concealment; (iii) negligent misrepresentation; (iv) aiding and abetting fraud; and (v) rescission. This
action is at a very early stage.

In October 2013, Deutsche Bank National Trust Company (“DBNTC”), as Trustee of HASCO 2007-NC1, served a summons with
notice previously filed in New York County Supreme Court, State of New York, naming HBUS as the sole defendant. The summons
alleges that DBNTC brought the action at the direction of certificateholders of the Trust, seeking specific performance and damages
of at least $508 million arising out of the alleged breach of various representations and warranties made by HBUS in the applicable
loan purchase agreement regarding certain characteristics of the mortgage loans contained in the Trust. This action is at a very
early stage.

In December 2010 and February 2011, we received subpoenas from the SEC seeking production of documents and information
relating to our involvement, and the involvement of our affiliates, in specified private-label RMBS transactions as an issuer, sponsor,
underwriter, depositor, trustee or custodian as well as our involvement as a servicer. We have also had preliminary contacts with
other governmental authorities exploring the role of trustees in private-label RMBS transactions. In February 2011, we also received
a subpoena from the U.S. Department of Justice (U.S. Attorney's Office, Southern District of New York) seeking production of
documents and information relating to loss mitigation efforts with respect to HUD-insured mortgages on residential properties
located in the State of New York. In January 2012, our affiliate, HSI, was served with a Civil Investigative Demand by the
Massachusetts State Attorney General seeking documents, information and testimony related to the sale of RMBS to public and
private customers in the State of Massachusetts from January 2005 to the present.

We expect these type of claims to continue. As a result, we may be subject to additional claims, litigation and governmental and
regulatory scrutiny related to our participation in the U.S. mortgage securitization market, either individually or as a member of
a group.

Governmental and Regulatory Matters

Foreclosure Practices In April 2011, HSBC Bank USA entered into a consent cease and desist order with the OCC (the “OCC
Servicing Consent Order”) and our affiliate, HSBC Finance Corporation, and our common indirect parent, HSBC North America,
entered into a similar consent order with the Federal Reserve (together with the OCC Servicing Consent Order, the “Servicing
Consent Orders”) following completion of a broad horizontal review of industry foreclosure practices. The OCC Servicing Consent
Order requires HSBC Bank USA to take prescribed actions to address the deficiencies noted in the joint examination and described
in the consent order. We continue to work with the OCC and the Federal Reserve to align our processes with the requirements of
the Servicing Consent Orders and are implementing operational changes as required.
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The Servicing Consent Orders required an independent review of foreclosures (the “Independent Foreclosure Review”) pending
or completed between January 2009 and December 2010 to determine if any borrower was financially injured as a result of an
error in the foreclosure process. As required by the Servicing Consent Orders, an independent consultant was retained to conduct
that review. On February 28, 2013, HSBC Bank USA entered into an agreement with the OCC, and HSBC Finance Corporation
and HSBC North America entered into an agreement with the Federal Reserve (together the "IFR Settlement Agreements"), pursuant
to which the Independent Foreclosure Review has ceased and been replaced by a broader framework under which we and twelve
other participating servicers will, in the aggregate, provide in excess of $9.3 billion in 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 a fund used to make payments to borrowers that were in active foreclosure during 2009 and 2010 and, in addition, will provide
other assistance (e.g., loan modifications) to help eligible borrowers. As a result, in 2012, we recorded expenses of $19 million
whichreflects the portion of HSBC North America's total expense of $104 million that we believe is allocable to us. Rust Consulting,
Inc., the paying agent, began mailing checks to eligible borrowers in the second quarter of 2013. Borrowers who receive
compensation will not be required to execute a release or waiver of rights and will not be precluded from pursuing litigation
concerning foreclosure or other mortgage servicing practices. For participating servicers, including HSBC Bank USA and HSBC
Finance Corporation, fulfillment of the terms of the IFR Settlement Agreements will satisfy the Independent Foreclosure Review
requirements of the Servicing Consent Orders, including the wind down of the Independent Foreclosure Review.

The Servicing Consent Orders do not preclude additional enforcement actions against HSBC Bank USA or our affiliates by bank
regulatory, governmental or law enforcement agencies, such as the U.S. Department of Justice or State Attorneys General, which
could include the imposition of civil money penalties and other sanctions relating to the activities that are the subject of the Servicing
Consent Orders. 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 be entered into with the U.S. Department of Justice in 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 a number 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 IFR Settlement Agreements do 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 agencies initiated discussions with other
mortgage industry servicers. HSBC Bank USA, together with our affiliate HSBC Finance Corporation, have had discussions with
U.S. bank regulators and other governmental agencies regarding a potential resolution, although the timing of any settlement is
not presently known. We recorded an accrual of $38 million in the fourth quarter of 2011 (which was reduced by $6 million in the
second quarter of 2013) reflecting the portion of the HSBC North America accrual that we currently believe is allocable to HSBC
Bank USA. As this matter progresses and more information becomes available, we will continue to evaluate our portion of the
HSBC North America liability which may result in a change to our current estimate. Any such settlement, however, may not
completely preclude other enforcement actions by state or federal agencies, regulators or law enforcement agencies related to
foreclosure and other mortgage servicing practices, including, but not limited to, matters relating to the securitization of mortgages
for investors. In addition, such a settlement would not preclude private litigation concerning these practices.

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

In December 2012, HSBC, HSBC North America and HSBC Bank USA entered into agreements to achieve a resolution with U.S.
and United Kingdom government agencies regarding past inadequate compliance with AML/BSA and sanctions laws, including
the previously reported investigations by the U.S. Department of Justice, the Federal Reserve, the OCC and the U.S. Department
of Treasury's Financial Crimes Enforcement Network ("FinCEN") in connection with AML/BSA compliance, including cross-
border transactions involving our cash handling business in Mexico and banknotes business in the U.S., and historical transactions
involving parties subject to OFAC economic sanctions. As part of the resolution, HSBC and HSBC Bank USA entered into a five-
year deferred prosecution agreement with the U.S. Department of Justice, the United States Attorney's Office for the Eastern
District of New York, and the United States Attorney's Office for the Northern District of West Virginia (the "U.S. DPA"), and
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HSBC entered into a two-year deferred prosecution agreement with the New York County District Attorney (“DANY DPA”), and
HSBC consented to a cease and desist order and a monetary penalty order with the Federal Reserve. In addition, HSBC Bank
USA entered into a monetary penalty consent order with FinCEN and a separate monetary penalty order with the OCC. HSBC
also entered into an undertaking with the U.K. Financial Services Authority, now a Financial Conduct Authority (“FCA”) Direction,
to comply with certain forward-looking obligations with respect to AML and sanctions requirements over a five-year term.

Under these agreements, HSBC and HSBC Bank USA made payments totaling $1.921 billion to U.S. authorities, of which $1.381
billion was attributed to and paid by HSBC Bank USA, and are continuing to comply with ongoing obligations. Over the five-
year term of the agreements with the U.S. Department of Justice and the FCA, an independent monitor (who also will be, for FCA
purposes, a "skilled person" under Section 166 of the Financial Services and Markets Act) will evaluate HSBC's progress in fully
implementing its obligations, and will produce regular assessments of the effectiveness of HSBC's compliance function. Michael
Cherkasky has been selected as the independent monitor and in July 2013, the United States District Court for the Eastern District
of New York approved the U.S. DPA. The U.S. DPA remains pending under the jurisdiction of the United States District Court for
the Eastern District of New York.

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

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

The settlement with the U.S. and U.K. government agencies does not preclude private litigation relating to, among other things,
HSBC's compliance with applicable AML/BSA and sanctions laws or other regulatory or law enforcement action for AML/BSA
or sanctions matters not covered by the various agreements.

Our affiliate, HSBC Securities (USA) Inc. (“HSI”), continues to cooperate in a review of its AML/BSA compliance program by
the Financial Industry Regulatory Authority and a similar examination by the SEC, both of which were initiated in the third quarter
of 2012.

Other Regulatory and Law Enforcement Investigations. We continue to cooperate in ongoing investigations by the U.S. Department
of Justice and the IRS regarding whether certain HSBC Group companies and employees acted appropriately in relation to certain
customers who had U.S. tax reporting requirements.

In April 2011, HSBC Bank USA received a “John Doe” summons from the Internal Revenue Service (the “IRS”) directing us to
produce records with respect to U.S.-based clients of an HSBC Group company in India. We have cooperated fully by providing
responsive documents in our possession in the U.S. to the IRS.

Also in April 2011, HSBC Bank USA received a subpoena from the SEC directing HSBC Bank USA to produce records in the
United States related to, among other things, HSBC Private Bank Suisse SA's cross-border policies and procedures and adherence
to U.S. broker-dealer and investment adviser rules and regulations when dealing with U.S. resident clients. HSBC Bank USA
continues to cooperate with the SEC.

InJuly 2013, HSBC and certain ofits affiliates, including HBUS, received a Statement of Objections from the European Commission
relating to its ongoing investigation of alleged anti-competitive activity by a number of market participants in the credit derivatives
market between 2006 and 2009. The Statement of Objections sets out the European Commission's preliminary views and does
not prejudge the final outcome of its investigation. HSBC responded to the European Commission’s Statement of Objections on
October 11, 2013. Based on the facts currently known, it is not practicable at this time for us to predict the resolution of the
European Commission's investigation, including the timing or impact on HSBC or us.

Based on the facts currently known, in respect of each of these investigations, it is not practicable at this time for us to determine
the terms on which these ongoing investigations will be resolved or the timing of such resolution or for us to estimate reliably the
amounts, or range of possible amounts, of any fines and/or penalties. As matters progress, it is possible that any fines and/or
penalties could be significant.
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21.

New Accounting Pronouncements

The following new accounting pronouncements were adopted in 2013:

Disclosures About Offsetting Assets and Liabilities In December 2011, the FASB issued an Accounting Standards Update
("ASU") that required entities to disclose information about offsetting and related arrangements to enable users of its financial
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 financial
position and those which are subject to an agreement similar to master netting arrangement. The new guidance became
effective for all annual and interim periods beginning January 1, 2013. Additionally, entities are required to provide the
disclosures required by the new guidance retrospectively for all comparative periods. In January 2013, the FASB issued
another ASU to clarify the instruments and transactions to which the guidance in the previously issued Accounting Standards
Update would apply. The adoption of the guidance in these ASUs did not have an impact on our financial position or results
of operations.

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 became 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.

Additional Benchmark Interest Rate for Hedge Accounting Purposes In July 2013, the FASB issued an ASU that amends
existing U.S. GAAP to recognize, in addition to U.S. Treasury and LIBOR swap rates, the Federal Funds Effective Swap
Rate (also referred to as the Overnight Index Swap rate) as an acceptable U.S. benchmark interest rate for hedge accounting
purposes. The amendment became effective prospectively for qualifying new or redesignated hedging relationships entered
into on or after July 17, 2013. In light of the prospective transition, the amendment did not affect the accounting for our
existing hedges and thus did not have an impact on our financial position or results of operations.

There were no accounting pronouncements issued during the first nine months of 2013, other than those discussed above, that had
a significant 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 Analysis of Financial Condition and Results of Operations (“MD&A”) should be read in 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 USA Inc. (“HSBC USA”) that are not statements of historical fact and may also constitute forward-looking statements.
Words such as “may,” “will,” “should,” “would,” “could,” “appears,” “believe,” “intends,” “expects,” “estimates,” “targeted,”
“plans,” “anticipates,” “goal” and similar expressions are intended to identify forward-looking statements but should not be
considered as the only means through which these statements may be made. These matters or statements will relate to our future
financial condition, economic forecast, results of operations, plans, objectives, performance or business developments and will
involve known and unknown risks, uncertainties and other factors that may cause our actual results, performance or achievements
to be materially different from that which were expressed or implied by such forward-looking statements. Forward-looking
statements are based on our current views and assumptions and speak only as of the date they are made. HSBC USA Inc. undertakes
no obligation to update any forward-looking statement to reflect subsequent circumstances or events.

EEINT3 99 < LR I3

ELINT3

Executive Overview

HSBC USA Inc. (“HSBC USA” and, together with its subsidiaries, “HUSI”) is an indirect wholly-owned subsidiary of HSBC
North America Holdings Inc. (“HSBC North America”), which is an indirect wholly-owned subsidiary of HSBC Holdings plc
(“HSBC”). HUSI may also be referred to in 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 statements for further
discussion.

Current Environment The U.S. economy continued to improve at a modest pace during the first nine months of 2013. GDP is
expected to grow at an annualized rate of less than 2 percent in 2013, which remains well below the economy's potential growth
rate. Consumer confidence rose to a six year high in July based on the University of Michigan's Consumer Confidence Index as
consumers continue to feel better about their household finances due to rising home values and subdued inflation. Nonetheless,
with continuing high gasoline prices, the increase in payroll taxes at the beginning of the year and the onset of budget sequestration
in March, consumer confidence remains under pressure as domestic fiscal uncertainties, including federal budget and debt ceiling
debates, continue to affect consumer sentiment. During the second quarter and continuing into the third quarter of 2013, long-
term interest rates began to rise in part out of concern that the Federal Reserve may begin to slow its quantitative easing program
if the economy continues to strengthen. These concerns subsided to a certain extent in September when the Federal Reserve
announced its bond buying program would continue at current levels to support the slow growing economy. 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. The prolonged period of low interest rates continues to put pressure on spreads earned on our deposit base.

While the economy continued to add jobs in 2013, the pace of new job creation continued to be slower than needed to meaningfully
reduce unemployment. Although unemployment rates, which are a major factor influencing credit quality, fell from 7.8 percent at
the beginning of the year to 7.2 percent in September 2013, unemployment remains high based on historical standards. Also, a
significant number of U.S. residents are no longer looking for work and are not reflected in the U.S. unemployment rates.
Unemployment has continued to have an impact on the provision for credit losses in our loan portfolio and in loan portfolios across
the industry. Concerns about the future of the U.S. economy, including the pace and magnitude of recovery from the recent economic
recession, consumer confidence, fiscal policy, including the ability of the legislature to work collaboratively to address fiscal issues
in the U.S., volatility in energy prices, credit market volatility including the ability to resolve the European sovereign debt crisis
and trends in corporate earnings will continue to influence the U.S. economic recovery and the capital markets. In particular,
continued improvement in unemployment rates, a sustained recovery of the housing markets and stabilization in energy prices
remain critical components of a broader U.S. economic recovery. These conditions in combination with the impact of recent
regulatory changes, including the on-going implementation of the Dodd-Frank Wall Street Reform and Consumer Protection Act
0f 2010 (“Dodd-Frank”), will continue to impact our results in 2013 and beyond.
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The housing market continued the strong rebound in 2013 with overall home prices moving higher in many regions as demand
increased and the supply of homes for sale remained restricted. However, the sharp decline in the share of foreclosed home sales
currently being experienced, which is contributing to the increase in home sale prices, may not continue as the impact of servicers
resuming foreclosure activities and the listing of the underlying properties for sale along with the recent increases in mortgage
interest rates could slow down future price gains. In addition, certain courts and state legislatures have issued new rules or statutes
relating to foreclosures. Scrutiny of foreclosure documentation has increased in some courts. Also, in some areas, officials are
requiring additional verification of information filed prior to the foreclosure proceeding. The combination of these factors has led
to a significant backlog of foreclosures which will take time to resolve. If a significant number of foreclosures come to market at
the same time, due to the backlog or other delays in processing, it could have an adverse impact upon home prices.

Performance, Developments and Trends The following table sets forth selected financial highlights of HSBC USA Inc. for the
three and nine months ended September 30, 2013 and 2012 and as of September 30, 2013 and December 31, 2012.

Three Months Ended Nine Months Ended September
September 30, 30,
2013 2012 2013 2012
(dollars are in millions)
Income (loss) from continuing OPErations .............cccevvevevereereererennnnnns $ 4 $ (782) $ 367 $§ (1,299)
Rate of return on average:
TOtAl @SSELS...eevereieiieiieiieiieie et ettt et ettt e ste et e reenae e ebesaeenseenaens —% (1.6)% 3% (.9)%
Total common shareholder’s equity.........cceeeveevieveerieieerieiieieeeeens (4) (19.1) 2.6 (10.6)
Net INEEreSt MATZIN .. .eecveeeieeieieeeeeee ettt e e eneeseeenees 1.26 1.22 1.29 1.31
EffiCICNCY TatI0. .. i itieieeeieiieieie ettt 92.5 177.4 78.3 123.2
Commercial net charge-off ratiol ...........o.cooooioiviimeireeeeeeeeeeeeen. .05 18 A8 35
Consumer net charge-off ratio" .............ccooooovvrvveeeeeeeeeeeeeeeeeees 1.19 .93 94 1.31

M Excludes loans held for sale.
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September 30, December 31,
2013 2012

(dollars are in millions)

Additional Select Ratios:

Allowance as a percent 0f 10a15™Y ..............oocoovuiuioeeeeeeeeeeeeeeeee e 88% 1.02%
Commercial allowance as a percent 0f 10ans") ..............o.oouiuriuieeeeeeeeeeee et .65 72
Consumer allowance as a percent of 10ans' ..............cc.ccoooiivoivirrieoeeeeeeeeeeeeeeeeee e 1.47 1.73
Consumer two-months-and-over contractual delinquenCy...........cccoevveveerieriiiierieiiee e 6.92 6.92
L0aNS 10 dEPOSIES TAHOP..........ooeeoeeeeeeee oo eeee e e s 77.48 71.35
Tier 1 capital to risk Weighted aSSELS........ciiriririiriieieeee e 11.66 13.61
Tier 1 common equity to risk Weighted aSSELS ........ccevierierieiiiririnirereere et 9.98 11.63
Total capital to risk Weighted aSSELS.......c.ccvriiriiiriiiiiieietceree ettt 16.30 19.52
Total shareholders’ equity t0 tOtal @SSELS........evveruerterieieieieiieiieceeeie sttt 9.28 9.32

Select Balance Sheet Data:

Cash and interest bearing deposits With Danks ...........cccooeieiiiiiiiiiii e $ 31429 $ 14,638
TTAAING ASSELS ...ttt ettt 25,527 30,874
Securities available-fOr-Sale ...........occuiiiiiiiiiie e 48,053 67,716
Loans:

COMMETCIAL JOANS ....cvviviiiiieiieiieiicte ettt ettt e et e te e b e e te e b e eteesbeeseesseessesseessesseessesseassans 48,509 44,150

CONSUMET LOAMS ...ttt ettt et ettt b et b e ettt b ettt e et ae et eneeneeues 19,201 19,108
TOAl OIS ..evvieeieeiiecite ettt ettt et e e et estte et e e st e esteesabeesseessbeensaeasseenbaesnseenseesnseenseennseans 67,710 63,258
DIEPOSIES ...ttt neaes 112,921 117,671
1)

Excludes loans held for sale.

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

Income from continuing operations was $4 million and $367 million during the three and nine months ended September 30, 2013,
respectively, compared with a loss from continuing operations of $782 million and $1,295 million during the three and nine months
ended September 30, 2012, respectively. Income from continuing operations before income tax was $15 million and $531 million
during the three and nine months ended September 30, 2013, respectively, compared with a loss from continuing operations before
income tax of $794 million and $938 million during the three and nine months ended September 30, 2012, respectively. The
significant improvement in both periods reflects lower operating expenses as the three and nine months ended September 30, 2012
include an expense of $800 million and $1,500 million, respectively, related to certain regulatory matters and a lower provision
for credit losses which was partially offset by lower net interest income and in the year-to-date period, lower other revenues. Other
revenues in the three and nine months ended September 30, 2012 includes pre-tax gains of $103 million and $433 million,
respectively, from the sale of certain retail branches to First Niagara. In addition, our results in all periods were impacted by the
change in the fair value of our own debt attributable to credit spread for which we have elected fair value option which distorts
comparability of the underlying performance trends of our business. The following table summarizes the impact of this item on
our income from continuing operations before income tax for all periods presented:

Three Months Ended  Nine Months Ended

September 30, September 30,
2013 2012 2013 2012
(in millions)
Income (loss) from continuing operations before income tax, as reported...................... $ 15 § (799 $ 531 § (938)
Fair value movement on own fair value option debt attributable to credit spread .......... 63 179 52 269
Underlying income (loss) from continuing operations before income tax ! .................. $ 78 $ (615) $ 583 $ (669)

(" Represents a non-U.S. GAAP financial measure.
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Excluding the impact of the change in the fair value of our own debt attributable to credit spread for which we have elected fair
value option accounting in the table above, our underlying income (loss) from continuing operations before tax for the three and
nine months ended September 30, 2013 increased $693 million and $1,252 million, respectively, compared with the prior year
periods as as lower operating expenses and a lower provision for credit losses was partially offset by lower net interest income
and lower other revenues.

During the nine months ended September 30, 2013, we continued to reduce legacy and other risk positions as opportunities arose,
including the sale of $475 million of leveraged acquisition finance loans previously held for sale. The following table provides a
summary of the significant valuation adjustments associated with these positions that impacted revenue for the three and nine
months ended September 30, 2013 and 2012:

Three Months Ended  Nine Months Ended
September 30, September 30,
2013 2012 2013 2012

(in millions)

Gains (Losses)

Insurance monoline structured credit products(l) ............................................................. $ 1 S 16 $ 42 §$ 6
Other structured credit products™) ..............cco.cooieveirieeeeeeeee e 15 38 53 112
Mortgage whole loans held for sale (predominantly subprime)® .............cccccoocovvernnne. ?2) Q) 5 12)
Leverage acquisition finance 10ans®) .............cco.cooooervorroeroecoeeseee e, — 14 13 48
TOtAL AIINS ..ottt ettt ettt ettt ettt et e st e et e st e et e st e e aeeneeeaeeneesneeseeneeneeneens $ 14 $ 59 $ 113 $ 154

]
2
A3)

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

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

In July 2013, we completed our annual impairment test of goodwill and determined that the fair value of all of our reporting units
exceeded their carrying amounts. However, our testing results continued to indicate that there is only marginal excess of fair value
over book value in our Global Banking and Markets reporting unit as its book value including goodwill was 92 percent of fair
value. Based on the results of this testing, during the third quarter of 2013, we performed an interim impairment test of the goodwill
associated with our Global Banking and Markets reporting unit which indicated that the fair value of the reporting unit continued
to exceed its book value. At September 30, 2013, the book value of our Global Banking and Markets reporting unit including
allocated goodwill of $612 million, was 90 percent of fair value. Our goodwill impairment testing is, however, highly sensitive
to certain assumptions and estimates used. We will continue to monitor our Global Banking and Markets reporting unit and perform
interim impairment testing in future periods as very small changes in cash flow projections could result in either partial or full
goodwill impairment of this reporting unit. We continue to perform periodic analysis of the risks and strategies of all our business
and product offerings. If deterioration in economic conditions occurs or changes in the strategy or performance of our businesses
or product offerings occur, interim impairment tests for reporting units in addition to Global Banking and Markets could be required.

We continue to focus on cost optimization efforts to ensure realization of cost efficiencies. To date, we have identified and
implemented various opportunities to reduce costs through organizational structure redesign, vendor spending, discretionary
spending and other general efficiency initiatives. Additional cost reduction opportunities have been identified and are in the process
of implementation. Workforce reductions, some of which relate to our retail branch divestitures, have resulted in total legal entity
full-time equivalent employees being reduced by 38 percent since December 31, 2010. Workforce reductions are also occurring
in certain non-compliance shared services functions, which we expect will result in additional reductions to future allocated costs
for these functions. These efforts continue and, as a result, we may incur restructuring charges in future periods, the amount of
which will depend upon the actions that ultimately are implemented.

During the second quarter of 2013, we completed the conversion of our mortgage processing and servicing operations to PHH
Mortgage under our previously announced strategic relationship agreement with PHH Mortgage to manage our mortgage processing
and servicing operations. See Note 8, "Intangible Assets" for a complete discussion of this agreement. We continue to originate
mortgages for our customers with particular emphasis on Premier relationships.

In October 2013, our Board of Directors approved a sale of our London Branch precious metals custody and clearing business to
HSBC Bank plc. As the sale of this business is between affiliates under common control, we expect the consideration received
in excess of our carrying value including allocated goodwill of approximately $8 million will result in an increase to additional
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paid-in-capital, net of tax, of approximately $55 million upon close. The cash sale is currently expected to be completed in the
first quarter of 2014. Had the sale occurred on September 30, 2013, the book value of our remaining Global Banking and Markets
reporting unit would have been 91 percent of fair value. At September 30, 2013, assets and liabilities related to this business totaled
approximately $11.0 billion each, while revenue associated with this business was approximately $37 million and $52 million in
the nine months ended September 30, 2013 and 2012, respectively. We will continue to operate our metals trading business which
is unaffected by this decision.

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

Basis of Reporting

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

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

International Financial Reporting Standards (“/FRSs”) Because HSBC reports financial information in accordance with IFRSs
and IFRSs operating results are used in measuring and rewarding performance of employees, our management also separately
monitors net income under IFRSs (a non-U.S. GAAP financial measure). The following table reconciles our net income on a
U.S. GAAP basis to net income on an IFRSs basis.

Three Months Ended Nine Months Ended

September 30, September 30,
2013 2012 2013 2012
(in millions)
Net income — U.S. GAAP DASIS .....eeiiierieeiieieeie ettt sae e ssreeveessaeeneees $ 4 $ (782) $ 367 $(1,092)
Adjustments, net of tax:
IFRSs reclassification of fair value measured financial assets during 2008 ............... — 17 a7 (59)
SECUTTEIES ..vveeuvieereeieeieeeiteestee st esttesteesteeeste e teeesaeesseesssaenseessseesseessseanseesssesnsessssesnseenses 6 3) 2 4)
DOIIVALIVES ... ettt ettt st e e sttt esa et e e st e st et e st eneeeneenteeseeeesneenseeneesneeneens — 3 1 1
LOAn IMPAITIMENL ...c.veevviiieiesiieieeeeie et estestesrestesteetesseessesseessesseessesseessessaessesssessesssens 3 2) 14 8
PLOPEILY ..ttt ettt ettt sttt sttt ettt neeneenes 6) (7) (10) (16)
PONSION COSES ..vviviiiiiiiiiieiieiie et eeit e et e ette et e et e et e e st e ebeestseebeesaseenseessseesseessseeseensseans 3 (11) 10 3)
Transfer of credit card receivables to held for sale and subsequent sale..................... — — — 3D
Gain on sale 0f BrancChes. ........cooiiieiiiiiiiieeeee e — 22 — 92
Liti@ation ACCIUAL......cc.eeiiieeiiiieieeteee ettt ettt ettt see st e sae e sne e 13 (13) 6 (10)
OLRET .ttt sttt ettt ebe s 1 13 (24) 21
Net iNcome — ITFRSS DaASIS ....vveeiieiiiiiieiieeiiesteee ettt 22 (797) 349 (1,093)
Tax expense (benefit) — IFRSS DaSIS......ccveieririeieiieieeeeeeeee e 9 (34) 151 390
Profit before tax — IFRSS DASIS ......cvoveviieriietiietiieeteeeeee ettt ettt $ 31 $§ (831) $ 500 $ (703)

The significant differences between U.S. GAAP and IFRSs impacting our results presented in the table above are discussed in
more detail within "Basis of Reporting" in our 2012 Form 10-K. Except as noted below, there have been no significant changes
since December 31, 2012 in the differences between U.S. GAAP and IFRSs impacting our results. With regard to loan impairment
charges, prior to the second quarter of 2013, we concluded that for IFRSs the estimated average period of time from last current
status to write-off for real estate secured loans collectively evaluated for impairment using a roll rate migration analysis was 10
months. In the second quarter of 2013, we updated our review under IFRSs to reflect the period of time after a loss event that a
loan remains current before delinquency is observed. This review resulted in an estimated average period of time from a loss 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 a roll rate migration analysis of 12 months.
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Balance Sheet Review

We utilize deposits and borrowings from various sources to provide liquidity, fund balance sheet growth, meet cash and capital
needs, and fund investments in subsidiaries. The following table provides balance sheet totals at September 30, 2013 and the

increases (decreases) since December 31, 2012:

September 30,
2013

Increase (Decrease) From

December 31, 2012

Amount

%

(dollars are in millions)

Period end assets:

ShOTt-tEIM INVESTIMEIS ... ..veeiieeiieeiiie et eeeee et e e et eeeeaeeeseaaeeseaaeeeeaeeesaneeesans S 33,645 $§ 15,858 89.2 %
| o4 I 1< AR 67,115 4,504 7.2
L0ans held fOr SALE .......ccuiiieiieieiiciece ettt ettt et ae e sneeenens 236 (782) (76.8)
TTAAING ASSELS...eeteeuietieieetiete ettt ettt et ettt et e st esbe et e saeeeesaeeaesseenneennens 25,527 (5,347) (17.3)
SECUIILIES ..vvteetentteereeieete st ete st e e st et e e sae bt e s e st ente s st esseeseensesseesesnsessesssensennsanseensenseanes 49,486 (19,850) (28.6)
(01 4 1= L1 SRRSO 11,366 1,546 15.7
$ 187375 $§ (4,071) (2.1)%
Funding sources: -
TOtAl AEPOSIES ..vveuvieeietieetietieti ettt et ste et e st et et e et e s te e b e etse b e esaesseesaesseessesseessessaesassnans $ 112,921 § (4,750) (4.0)%
Trading HADIIITIES .....ccveieeieiieeietiete ettt ettt sttt eneeaeene s 11,065 (3,634) (24.7)
ShOTt-term DOITOWINES ......cecveieieiieieiieieeete et eie et et et e e seessessaessessaesseensesseensesseenes 19,499 4,566 30.6
AL Other HADIIITIES ....cuviivviiieeieiieiesie ettt ettt te et teeae e esaesreessesseesaessnessensnens 4,357 (205) 4.5)
Long-termm debt......c.eoiuiiiiiieie e s 22,151 406 1.9
Shareholders” EQUILY........ccverieiierieeieieee ettt be s e e s enes 17,382 (454) (2.5)
$ 187375 $§ (4,071) 2.1)%

Short-Term Investments Short-term investments include cash and due from banks, interest bearing deposits with banks and
securities purchased under resale agreements. Balances will fluctuate from period to period depending upon our liquidity position
at the time. Overall balances increased since December 31, 2012 as we managed our short-term liquidity to maximize earnings

while retaining liquidity.
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Loans, Net The following summarizes our loan balances at September 30, 2013 and increases (decreases) since December 31,
2012:

Increase (Decrease) From
December 31, 2012

September 30,
2013 Amount %

(dollars are in millions)

Commercial loans:

Construction and other real €STAtE .........cc..evvviiiiiiiieeeeie e $ 8919 § 462 5.5%
Business and corporate banking.............ccoveeoieiieienieiieieeee e 13,668 1,060 8.4
GIODAL BANKING™ ...t 23,370 3,361 16.8
Other commETrCial I0ANS ........cocvieiiiiiiieie ettt seaeebeesreeebeessee e 2,552 (524) (17.0)
Total cOMMETCIAl JOANS .........oeiieeiieieieeeeee e 48,509 4,359 9.9
Consumer loans:
Residential MOTtZAZES. ... ccuevuieuieeieiieiee ettt 15,720 349 2.3
HOme eqUIty MOTtZAZES .....ecvvevieeieiieierie e ettt eteste e ete et e e beeseesseeseesseesnesseennas 2,087 (237) (10.2)
Total residential MOTTEAZES ... cc.eeruirieriirieriieie ettt st 17,807 112 .6
Credit Card......ooeeiiieieieieece ettt sttt ettt 856 41 5.0
OthET COMSUIMIET ...vvvivieiiietietieteeteette e etesteesaesteesbesteesseessesseessesseeseesseessesseessesseessassaens 538 (60) (10.0)
Total CONSUMET JOANS.......cciiieiiieiiictiiee ettt e e e e s e e e e e e e eenaaeeeeeean 19,201 93 )
0] 71 B (o o PP 67,710 4,452 7.0
Allowance for credit I0SSES .........ooiiiiiiiiiiii 595 (52) (8.0)
LLOANS, TIET .eveevieeee ettt ettt et e e e et e et e eae e et e e etesenaeeeteeenteeeneeenreeeaeeenneennes $ 67,115 § 4,504 7.2%

o Represents large multinational firms including globally focused U.S. corporate and financial institutions and USD lending to select Latin American and
other multinational customers managed by HSBC on a global basis as well as loans to HSBC affiliates which totaled $5.9 billion at September 30, 2013.

Commercial loan balances increased since December 31, 2012 due to new business activity, largely in global banking, including
an increase of $1.4 billion in affiliate loans and in business and corporate banking. These increases were partially offset by pay
downs and managed reductions in certain exposures.

Residential mortgage loans increased since December 31, 2012 due primarily to the inclusion of approximately $312 million in
guaranteed loans purchased from GNMA which had previously been recorded in other assets. Repayments on these purchased
GNMA loans are predominantly insured by the FHA and as such, these loans have different risk characteristics from the rest of
our consumer loan portfolio. As a result of balance sheet initiatives to manage interest rate risk and improve the structural liquidity
of HSBC Bank USA, we continue to sell a substantial portion of our new residential loan originations and target new residential
mortgage loan originations towards our Premier customer relationships.
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Over the past several years, real estate markets in a large portion of the United States have been affected by stagnation or declines
in property values. As aresult, while the loan-to-value (“LTV”) ratios for our mortgage loan portfolio has declined since origination,
we have recently seen a general improvement in refreshed loan-to-value ratios ("Refreshed LTVs"). The following table presents
refreshed LT Vs for our mortgage loan portfolio, excluding subprime residential mortgage loans held for sale.

Refreshed LTVs " Refeshed LTVs"?
at September 30, 2013 at December 31, 2012
First Lien Second Lien First Lien Second Lien

LTV < B0%0uuieuieeieeiieeieesie et ste et esite et siaesbeesvesaeesaseenseesnne s 85.0% 63.1% 79.5% 59.4%
80% LTV < O0%...cviiiiiiinieienieeeeeeteteeeie e 7.0% 14.0% 8.6% 13.3%
90% < LTV <100% 4.4% 10.0% 5.7% 11.5%
LTV 2 1000 ettt 3.7% 12.9% 6.2% 15.8%
Average LTV for portfolio.........ccccvvecverieciiciecieieieeeeeeeeeennn 63.1% 68.5% 66.6% 71.9%

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

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

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

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

Loans Held for Sale The following table summarizes loans held for sale at September 30, 2013 and increases (decreases) since
December 31, 2012.

Increase (Decrease) From

December 31, 2012
September 30,
2013 Amount %
(dollars are in millions)
Total cOMMETCIAl LOANS.........coviiieiieieiieiieeieeeieeee ettt ss s ereeae s $ 42 3 (439) (91.3)%
Consumer loans:
Residential MOTtZAZES ......eecveeeieriieeieieeiee ettt 130 (342) (72.5)
OthET CONSUIMET ....vvivieeieiienieeeieteeteeteeeesteestesteestesaeessesseessesseessesseessasseessenssessenseenns 64 ) (1.5)
Total CONSUMET L0ANS ...ccviiiiieiieeiieie ettt et e e e e e e taeebe e seesnsaessneensees 194 (343) (63.9)
Total loans held fOr Sale........cc.coueiiiiieiiiiirirr ettt $ 236 S (782) (76.8)%

We originate commercial loans in connection with our participation in a number of leveraged acquisition finance syndicates. A
substantial majority of these loans are originated with the intent of selling them to unaffiliated third parties and are classified as
commercial loans held for sale. During the first quarter of 2013, we completed the sale of substantially all of our remaining
leveraged acquisition finance syndicated loans which we had been holding since the financial crisis. Commercial loans held for
sale under this program were $1 million and $465 million at September 30, 2013 and December 31, 2012, respectively, all of which
are recorded at fair value as we have elected to designate these loans under fair value option. See Note 11, “Fair Value Option,”
in the accompanying consolidated financial statements for further information. Commercial loans held for sale also includes
commercial real estate loans of $41 million and $16 million at September 30, 2013 and December 31, 2012, respectively.

Residential mortgage loans held for sale primarily include agency eligible first mortgage loans originated and held for sale. Upon
conversion of our mortgage processing and servicing operations to PHH Mortgage in the second quarter of 2013, these loans are
sold directly to PHH Mortgage and we no longer retain the servicing rights in relation to the mortgages upon sale beginning with
May 2013 applications. Also included in residential mortgage loans held for sale are subprime residential mortgage loans of $48
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million and $52 million at September 30, 2013 and December 31, 2012, respectively, which were acquired from unaffiliated third
parties and from HSBC Finance with the intent of securitizing or selling the loans to third parties.

Other consumer loans held for sale in all periods also include certain student loans which we no longer originate.

Consumer loans held for sale are recorded at the lower of cost or fair value. The valuation adjustment on loans held for sale was
$81 million and $114 million at September 30, 2013 and December 31, 2012, respectively.

Trading Assets and Liabilities The following table summarizes trading assets and liabilities balances at September 30, 2013 and
increases (decreases) since December 31, 2012.

Increase (Decrease) From
December 31, 2012

September 30,
2013 Amount %

(dollars are in millions)

Trading assets:

Securities™ ... $ 10354 $ (2,805) (21.3)%
Precious metals 10,587 (1,745) (14.2)
DIETIVAHIVES ™) ...t 4,586 (797) (14.8)
$ 25527 § (5347) (17.3)%
Trading liabilities: -
Securities sold, not yet purchased ...........cccoooerieiirieiiiee e 921 714 *
Payables for precious metals............c.cooeuiiiiiiiiiiiiii 3,549 (2,218) (38.5)
DIETIVALIVES™) ...t ee e e e e e ee e eee s ee s 6,595 (2,130) (24.4)

$ 11,065 $ (3.634)  (24.7)%

* Not meaningful.
M Includes U.S. Treasury securities, securities issued by U.S. Government agencies and U.S. Government sponsored enterprises, other asset-backed securities,
corporate and foreign bonds and debt securities.

At September 30, 2013, and December 31, 2012, the fair value of derivatives included in trading assets has been reduced by $4.5 billion and $5.1 billion,
respectively, relating to amounts recognized for the obligation to return cash collateral received under master netting agreements with derivative counterparties.
At September 30, 2013, and December 31, 2012, the fair value of derivatives included in trading liabilities has been reduced by $2.1 billion and $1.3 billion,
respectively, relating to amounts recognized for the right to reclaim cash collateral paid under master netting agreements with derivative.

)

3)

Securities balances decreased since December 31,2012 due to adecrease in U.S. Treasury, corporate and foreign sovereign positions
held to mitigate the risks of interest rate products issued to customers of domestic and emerging markets. Balances of securities
sold, not yet purchased increased since December 31, 2012 due to an increase in short U.S. Treasury positions related to hedges
of derivatives in the interest rate trading portfolio.

Precious metals trading assets decreased since December 31, 2012 due primarily to a decrease in our own inventory positions held
as hedges for client activity, declines in spot rates and, to a lesser extent, a decrease in unallocated metal balances held for customers.
The lower payable for precious metals compared with December 31, 2012 was primarily due to a decrease in unallocated customer
balances as well as a reduction in spot rates.

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

Derivative assets and liabilities balances decreased since December 31, 2012. The decreases were mainly due to market movements
as valuations of interest rate, foreign exchange and credit derivatives all declined. The balances also reflect the continued decrease
in credit derivative positions as a number of transaction unwinds and commutations reduced the outstanding market value as we
continue to actively reduce the exposure in the legacy structured credit business.

Securities Securities include securities available-for-sale and securities held-to-maturity. Balances will fluctuate between periods
depending upon our liquidity position at the time. The decline in balances since December 31, 2012 reflect the sale of $33.3 billion
of U.S. Treasury, mortgage-backed and other asset-backed securities as part of a continuing strategy to re-balance the securities
portfolio for risk management purposes based on the current interest rate environment. Partially offsetting the decline was the
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addition of $208 million of securities held-to-maturity as a result of the consolidation of a VIE in the second quarter of 2013. See
Note 4, “Securities,” in the accompanying consolidated financial statements for additional information.

Deposits The following summarizes deposit balances by major depositor categories at September 30, 2013 and increases
(decreases) since December 31, 2012.

Increase (Decrease) From

December 31, 2012
September 30,
2013 Amount %
(dollars are in millions)

Individuals, partnerships and COrpOrations...........ccceoirrueueueririeierenirerieeecreeee e $ 91,772 § (4,078) (4.3)%
Domestic and foreign banks ..........ccccoevieiiiririniiiineseseeeee e 19,300 (959) 4.7%
U.S. government and states and political subdivisions ............ccccceeiveiiciicincnnnnn. 945 252 36.4 %
Foreign governments and official inStItULIONS ........cccoveerveinieineineinieinceneeeeeenenes 904 35 4.0 %
TOtAL AEPOSIES....evenerenieteietertet ettt ettt ettt sttt sttt sttt sttt et $ 112,921 $§ (4,750) (4.0)%
TOtal COTE AEPOSIES™ ... eee e $ 87,698 (2,383) (2.6)%

M We monitor “core deposits” as a key measure for assessing results of our core banking network. Core deposits generally include all domestic demand,

money market and other savings accounts, as well as time deposits with balances not exceeding $100,000.

Deposits continued to be a significant source of funding during the nine months of 2013. Deposit balances decreased since
December 31, 2012. Core domestic deposits, which are a substantial source of our core liquidity, also decreased compared with
December 31, 2012 driven largely by a strategic decision to actively reduce deposit interest rates in all customer segments with
particular emphasis in the non-premier segments. The strategy for our core retail banking business includes building relationship
deposits and wealth management across multiple markets, channels and segments. This strategy involves various initiatives, such
as:

»  HSBC Premier, a premium service wealth and relationship banking proposition designed for the internationally-minded
client with a dedicated premier relationship manager. Total Premier deposits decreased to $21.2 billion at September 30,
2013 as compared with $22.8 billion at December 31,2012, primarily as aresult of the impact of the deposit rate reductions;
and

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

We continue to actively manage our balance sheet to increase profitability while maintaining adequate liquidity. We have made
reductions to rates on certain deposits and, while we have seen declines in the associated deposit balances, we still retain substantial
levels of liquidity.

Short-Term Borrowings Short-term borrowings increased since December 31, 2012 largely as a result of increased levels of
securities sold under agreements to repurchase.

Long-Term Debt Long-term debt increased modestly since December 31, 2012 as debt issuances were largely offset by debt
retirements. Debt issuances included $1.8 billion and $4.6 billion during the three and nine months ended September 30, 2013,
of which $11 million and $1.1 billion, respectively, was issued by HSBC Bank USA.

Incremental issuances from the $40 billion HSBC Bank USA Global Bank Note Program totaled $11 million and $1.1 billion
during the three and nine months ended September 30, 2013, respectively, compared with $35 million and $237 million during
the three and nine months ended September 30, 2012, respectively. Total debt outstanding under this program was $4.6 billion and
$4.8 billion at September 30,2013 and December 31,2012. Given the adequate liquidity of HSBC Bank USA, we do not anticipate
the Global Bank Note Program being heavily used in the future as deposits will continue to be the primary funding source for
HSBC Bank USA.

Incremental long-term debt issuances from our shelf registration statement with the Securities and Exchange Commission totaled
$1.7 billion and $3.5 billion during the three and nine months ended September 30, 2013 compared with $579 million and $5.1
billion during the three and nine months ended September 30, 2012, respectively. Total long-term debt outstanding under this shelf
was $11.2 billion and $10.1 billion at September 30, 2013 and December 31, 2012, respectively.

Borrowings from the Federal Home Loan Bank of New York (“FHLB”) totaled $1.0 billion at September 30,2013 and December 31,
2012. At September 30, 2013, we had the ability to access further borrowings of up to $5.5 billion based on the amount pledged
as collateral with the FHLB.
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Results of Operations

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

Net Interest Income Dollars of net interest income declined in both periods reflecting the impact of lower interest income on
securities due to lower outstanding balances and in the year-to-date period lower interest rates reflecting the impact from sales and
an increase in interest charges relating to estimated tax exposures. These decreases were partially offset by lower interest expense
on deposits reflecting the impact of our retail branch sales to First Niagara as well as lower average rates paid and, in the year-to-
date period, higher interest income on loans driven by higher average balances on commercial loans due to new business volume.

Net interest income is the total interest income on earning assets less the total interest expense on deposits and borrowed funds.
In the discussion that follows, interest income and rates are presented and analyzed on a taxable equivalent basis to permit
comparisons of yields on tax-exempt and taxable assets. An analysis of consolidated average balances and interest rates on a taxable
equivalent basis is presented in this MD&A under the caption “Consolidated Average Balances and Interest Rates — Continuing
Operations.”

In the following table which summarizes the significant components of net interest income, interest expense includes $50 million
in the nine months ended September 30, 2012 that has been allocated to our discontinued operations in accordance with our existing
internal transfer pricing policies as external interest expense is unaffected by these transactions.

Three Months Ended Nine Months Ended

September 30, September 30,
2013 2012 2013 2012
Yield on total @arning ASSELS.......cc.everierieieieiieirirenieetese ettt ettt 1.84% 1.88% 1.88%  2.00%
Expense on interest bearing liabilities ...........coceevieereiinieinienencnccececeeeene .79 91 .80 .84
Interest 1ate SPIEAd ......c..ccueveieiririiieiieerte ettt ettt s 1.05 97 1.08 1.16
Benefit from net non-interest paying funds' .............cccooooeverrirreoeieeeeeeeeee e, 21 25 21 15
Net INTETESt MATZIMN ....cvirvieririetetetetetetetee ettt sttt ettt ettt sbe b b e seenen 1.26% 1.22% 1.29% 1.31%

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

The following table summarizes the significant trends affecting the comparability of the three and nine months ended September
30,2013 and 2012 net interest income and interest rate spread. Net interest income in the table is presented on a taxable equivalent
basis.

Three Months Ended Nine Months Ended
September 30, 2013 September 30, 2013
Interest Rate Interest Rate
Amount Spread Amount Spread
(dollars are in millions)
Net interest income/interest rate spread from prior year ..........cccceeeveveevvereeennene $ 515 0.97% $ 1,596 1.16%
Increase (decrease) in net interest income associated with: -
Trading related aCtVILIES . .....cveveiriiieieieri et 12 13
Balance sheet management ACTVIEES ™Y e an (36)
Commercial IOANS .......cc.ooueieieiiiiiiieee e 11 122
DIEPOSIES .ttt ettt sttt ettt eae 4 27)
Residential mortgage banking............cccceoeviiiriieninineneeeeeeeeecae (6) (13)
Interest on estimated taX EXPOSUIES ......cccceveruerrerrerienienrenienieneereeeeeeeeereenens 4)) (13)
Other ACTIVILY ..veuveteieteeee ettt eeea 21 (112)
Net interest income/interest rate spread for current year ............ccoecveeeennnee. $ 497 1.05% $ 1,530 1.08%

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

and our approach to managing such risk, are described under the caption “Risk Management” in this Form 10-Q.
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Trading related activities Net interest income for trading related activities increased during the three and nine months ended
September 30, 2013 as lower funding costs were partially offset by lower average balances.

Balance sheet management activities Net interest income from balance sheet management activities was lower during the three
and nine months ended September 30, 2013 as the impact of the sale of certain securities for risk management purposes and a
lower interest rate environment was partially offset by lower funding costs.

Commercial loans Net interest income on commercial loans increased during the three and nine months ended September 30,
2013 primarily due to higher average loan balances due to new business activity as well as lower levels of nonperforming loans
which was partially offset by a lower average yield on these loans.

Deposits Lower net interest income during the nine months ended September 30, 2013 primarily reflects the impact of lower rates
of return on invested capital and, to a lesser extent, lower average balances and lower rates paid on interest bearing deposits.

Residential mortgage banking revenue Net interest income on residential mortgage banking revenue was lower in both periods
as lower residential mortgage average outstanding balances (and the associated net interest income) primarily as a result of the
sale of branches to First Niagara in 2012 and in the year-to-date period higher portfolio prepayments, were partially offset by
widening interest spreads largely as a result of lower portfolio funding costs.

Interest on estimated tax exposures Reflects the impact of higher interest expense associated with tax reserves on estimated
exposures during the three and nine months ended September 30, 2013.

Other activity Net interest income on other activity was lower during the three and nine months ended September 30, 2013, largely
driven by lower rates of return on invested capital related to short-term and long-term borrowing.

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

Increase (Decrease)
Three Months Ended September 30, 2013 2012 Amount %

(dollars are in millions)

Commercial:
Construction and other real €State...............ooeuieveuieveieeeeeeeeeeeeee e $ a0 $§ (an $ 1 9.1%
Business and corporate banking ............ccoecevieierieieneeeeeee e 32 18 14 77.8
GlODal DANKING.....c..eeveiieiieiieieeieete ettt eneenees ?2) 12 (14) *
Other COMMETCIAL ......couiiiiriiiiiitiieeeeee ettt — — — —
Total COMMETCIAL.......couiitiiiiitiiiieeeee e $ 20 §$§ 19 § 1 5.3%
Consumer:
Residential MOTTZAZEeS. ... ccveiueeiertieiietieeete ettt (€)) 33 34 *
Home equity MOTtZAZES ......evueeuieieieieeiieiieeiete ettt sttt eneenes 28 13 15 *
Credit card receivVabIes .......c.ccoivereririiieieeeieeeee et 6 15 (9) (60.0)
Other COMSUIMET ....c.vieeieiieeietieteeteete et ete st e steseestessaesseesaesseesseseessenseessesseensesseenses 1 4 3) (75.0)
Total consumer 34 65 3B @717
Total provision for Credit IOSSES........cciiieriiiiieriieieiieeiece ettt ae e $ 54 § 84 § (30) _(35.7)%
Provision as a percentage of average loans, annualized — 03%  0.6%
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Increase (Decrease)
Nine Months Ended September 30, 2013 2012 Amount %

(dollars are in millions)

Commercial:
Construction and other real €State.............ccveveieriierieierieieriieeeeeeeieee e $ (15 $§ (36 § 21 583 %
Business and corporate banking ............ccccevveevveiieriiiiienieeieneeeere e 49 39 10 25.6
Global DANKING.....c..eeiiiieiietieie ettt 26 9 17 *
Other COMMETCIAL .....c..ooiviiiiieiic et ae v “) 9 5 55.6
Total COMMELCIAL ......cvvveveverererereieteiere ettt ae s s $ 56 $ 3 3 53 *
Consumer:
Residential MOTtZAZES. ... ccuvvuvervieieriieierieeie ettt ettt e s enaesseeneeenas 10 72 (62) (86.1)%
HOme equity MOTtZAZES .....ccvevieeieiieeieiieeee ettt eie et re e s eseesseesaesseesneseas 58 55 3 55
Credit card 1eCeIVaDIES .......c.eccveiiiieiiecie ettt re e e e e eree s 17 35 (18) (51.4)
(0051 70701 11111 TSRS 1 8 7 (87.5)
TOtAl CONSUIMET.......vieiieeiieeieeieecte ettt e te et e seaeebeesebeebeessaeeseesssesnsaesssaenseens 86 170 84) (494
Total provision for Credit LOSSES.........ieiriririrerieieieieee et $ 142 §$§ 173 § 3B (179)%
Provision as a percentage of average loans, annualized ............ccccceeevevvrveniennenen. - 03%  04%

*  Not meaningful.

During the three months ended September 30, 2013, our provision for credit losses decreased $30 million driven by a lower
provision for credit losses in our consumer loan portfolio, while our commercial loan credit loss provision increased modestly.
Our provision for credit losses decreased $31 million during the nine months ended September 30,2013 driven by a lower provision
for credit losses in our consumer loan portfolio partially offset by a higher provision for credit losses in our commercial loan
portfolio. During the three and nine months ended September 30, 2013, we decreased our credit loss reserves as the provision for
credit losses was lower than net charge-ofts by $ 10 million and $52 million, respectively.

In our commercial portfolio, the provision for credit losses in both periods reflects a specific provision associated with a single
corporate banking customer relationship. Excluding the impact of this item, our commercial provision for credit losses declined
in the three month period reflecting improvements in economic and credit conditions as discussed below and remained higher in
the year-to-date period, reflecting higher levels of reserves primarily associated with large Global Banking and Markets loan
exposures. In addition, while we experienced continued improvements in economic and credit conditions including lower
nonperforming loans and criticized asset levels in 2013, reductions in higher risk rated loan balances and stabilization in credit
downgrades, including managed reductions in certain exposures and improvements in the financial circumstances of certain
customer relationships in both years resulted in a higher overall release in our credit loss reserves in the prior year-to-date period.

The provision for credit losses on residential mortgages including home equity mortgages decreased $19 million and $59 million
during the three and nine months ended September 30, 2013, respectively, as compared with the year-ago periods driven by
continued improvements in economic and credit conditions including lower dollars of delinquency on reservable accounts less
than 180 days contractually delinquent and improvements in loan delinquency roll rates.

The provision for credit losses associated with credit card receivables decreased $9 million and $18 million during the three and
nine months ended September 30, 2013 reflecting improved economic conditions, including lower dollars of delinquency,
improvements in loan delinquency roll rates and lower average receivable levels.

Our methodology and accounting policies related to the allowance for credit losses are presented in “Critical Accounting Policies
and Estimates” in this MD&A and in Note 2, “Summary of Significant Accounting Policies and New Accounting Pronouncements”
in our 2012 Form 10-K. See “Credit Quality” in this MD&A for additional discussion on the allowance for credit losses associated
with our various loan portfolios.
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Other Revenues The following table summarizes the components of other revenues.

Increase (Decrease)

Three Months Ended September 30, 2013 2012 Amount %
(dollars are in millions)
Credit card fEES ..o 1 3 18 8 (A7) (94.4%
Other fees and COMMUISSIONS .....cc.evueruiriirerterierienieet ettt ne 181 177 4 23
TTUSE TNCOMIC. ...ttt ettt ettt ettt et e et et e saeenaesneenbeeneeneeas 29 22 7 31.8
TTAAING FEVEIUE. ...cvvevieeiietieieeeterteeete st etesteesesteessessaesseesseseessesseessesseessesssessesssensens 117 113 4 3.5
Other Securities GaINS, NET..........ccoiuiiiuiiiiiiieieecece e 35 50 (15)  (30.0)
HSBC affiliate income:
Fees and COMMISSIONS ..........c.coiiiiiiiiiiiiiiciicc e 32 42 (10)  (23.8)
Other affiliate iNCOME...........ccoiiiiiiiiiiiii e 9 21 (12)  (57.1)
Total HSBC affiliate InCOME..........cooveuiiiiiiiiiiiiiiiiiciccccceecece 41 63 (22) (349
Residential mortgage banking reVenue .........ccecvevvereeriieienieeieneeeeseesiesee e snenneas 18 4 14 *
Gain on instruments designated at fair value and related derivatives..................... 6) (187) 181 96.8
Gain on sale of branches ..o — 103 (103) (100.0)%
Other income:
Valuation of loans held for sale............ccocoooviiiiiiiniii, 1 (12) 13 *
INSUTAIICE ... 4 11 (7) (63.6)
Earnings from equity inVeStMENtS........c.cccveeverierierieieieeieseeie st eeene e 1 — 1 *
MiSCellaneous IMCOME ........coocucuiuiirieieiiiririeiee st 10 45 (35) (77.8)
Total other INCOME........c.cooiiiiiiiiiiiiiii e 16 44 (28)  (63.6)
TOtal OTNET TEVEIMUES ....eeeiiiieeeiieiee ettt e et e e s e enaae e e e s e ennaaeeeeas 432 $ 407 $ 25 6.1 %
Increase (Decrease)
Nine Months Ended September 30, 2013 2012 Amount %
(dollars are in millions)
Credit Card fEES .....cuviieeeeeie ettt ettt ettt eareeereeeane e 35 % 70 $ (35) (50.0)%
Other fees and COMMUISSIONS ......iicvierveeiiieiiierieerieeteesreereesteesreesebeesseessseenseessseenns 527 573 (46) (8.0)
TTUSE INCOIMIC. c..c.eneiieiteiteiteetet ettt ettt ettt sttt st ne e ne 92 72 20 27.8
TTAAING FEVEIUE. .. evvivieirietietieteerteeetesteete st ebesteesseeseesseesseseessesseessesseessesssessesssessens 388 395 @) (1.8)
Other SECUTIties ZaINS, NEL ......eeeeieieieriieieeet ettt neeas 189 145 44 30.3
HSBC affiliate income:
Fees and COMMUISSIONS .......ccvieieriieieiieiesie ettt et eae e ese e esesreessesseesseeseensens 118 124 (6) (4.8)
Other affiliate INCOME.......cceeriiiiieeie ettt e 36 41 3 122
Total HSBC affiliate iNCOME........cceevvieieriieienieie ettt 154 165 an (6.7)
Residential mortgage banking reVenue .........c.ccvevveeeeriieienieeieeeeeeeeeseeseesreenesnees 73 31 42 *
Gain (loss) on instruments designated at fair value and related derivatives........... 82 (258) 340 *
Gain on sale 0f BranChes .........ccevveierieiie e — 433 (433) (100.0)%
Other income:
Valuation of loans held for sale...........ccoueevieiiieiienieeiecee e 10 (15) 25 *
INSUTAINCE ...ttt ettt ettt ettt et eae e enae s s e ensesseenseeseensensnensens 8 15 (7 (46.7)
Earnings from equity inVEStMENTS..........cocvevvevieriirieieieeieeeeie e eeeereeeenens 3 1) 4 *
MiSCEllan@OouSs INCOIME .....ccviereiieieeeeieetiesieeteesteesteeseaeeteessaeesbeessaeeseessseeseessnas 29 45 (16) (35.6)
Total Other INCOMIE.....c..coueviiiiriiriiiereeteee e 50 44 6 13.6
TOtAl OtNET TEVENUES........ecveeevieeeeeeeeeecte ettt ettt ere e e ete e ere e e eaeeeaseneesaeeneeerean $ 1,590 $ 1,670 $ (80) (4.8)%

*  Not meaningful.
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Credit card fees Credit card fees declined during both periods due to lower outstanding balances driven by the sale of a portion
of the portfolio as part of the sale of 195 retail branches in 2012, as well as a continued trend towards lower late fees due to
improved customer behavior. Also contributing to the decrease in both periods was higher costs associated with our credit card
rewards program due to higher estimated customer redemption rates.

Other fees and commissions Other fee-based income remained relatively flat during the three months ended September 30, 2013,
but declined during the nine months ended September 30, 2013. The decrease in the year-to-date period reflects lower account
service related fees primarily due to the impact of the sale of 195 retail branches as discussed above and a decline in credit facility
related fees primarily due to a decrease in syndication fees. Also impacting the nine months ended September 30, 2013 was a
decline in custodial fees due to a decrease in precious metals average inventory held under custody as well as a decline in average
metals prices. The following table summarizes the components of other fees and commissions.

Increase (Decrease)

Three Months Ended September 30, 2013 2012 Amount %
(dollars are in millions)
ALCCOUNT SETVICES ...t e e e e e e e e e e e e e e e e e e e e e e e e ee et e eeeeeeeaeeeeeeeaenanans $ 76 $ 75 1 13
Credit FACIItIES .o..eovertereiititerteret ettt 48 49 (1) (2.0)
CUSLOAIAl TRES ...ttt 12 20 (8) (40.0)
OLhEr RS ...viivieiieieeiieee ettt et e te b eseesesaaesseesnesseensens 45 33 12 36.4
Total other fees and COMIMISSIONS .......cccuvviiiuiiiiiiieeeiee et eeee e e e seaeeeeseee e $ 181 § 177 $ 4 23 %

Increase (Decrease)

Nine Months Ended September 30, 2013 2012 Amount %
(dollars are in millions)
ACCOUNE SEIVICES ...vvevvieeeeiveeeieiteeteeteeteeteeeteeteeeteetseseeseeeseesseeseessesseessesseessesseensens $ 216 $§ 234 (18) 7.7)
Credit FACIIITIES ..veuvieeretieeieeii ettt ettt ettt e st e saessee s e eseessessnessessnesseensens 152 166 (14) (8.4)
CUSOIAL RS ...t 45 56 (1)  (19.6)
OthET FEES oottt v e et e s tb e e aeesab e e baeeaaeenreas 114 117 3) (2.6)
Total other fees and COMMISSIONS ..........ccveiiviieriieriieriieteeeee e $ 527 § 573 §  (40) (8.0)%

Trust income Trust income increased during both periods due to an increase in fee income associated with our management of
fixed income assets, partially offset by reduced fee income associated with the continued decline in money market assets under
management.
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Trading revenue Trading revenue is generated by participation in the foreign exchange, rates, credit and precious metals markets.
The following table presents trading related revenue by business and includes net interest income earned on trading instruments,
as well as an allocation of the funding benefit or cost associated with the trading positions. The trading related net interest income
component is included in net interest income on the consolidated statement of income (loss). Trading revenues related to the
mortgage banking business are included in residential mortgage banking revenue.

Increase (Decrease)

Three Months Ended September 30, 2013 2012 Amount %
(dollars are in millions)

TTAdING TEVENUE. .....ovevevvieieieieteeiietetetett ettt es et be s ss b sese s s esese s s esesenesesens $ 117 § 113 $ 4 3.5 %

Net INEETESt INCOIME ...c.vevieviriiriirtirtentere ettt ettt ettt s sr e s se b seseennen 2 (10) 12 *

Trading related TEVENUE. .......ccoiiiiiiiiiiereeeeeee e e $ 119 § 103 § 16 155 %

Business: -
DETIVAtIVES ...ooooeireieiicrerieeieseseessesse e siesssse s sssessee e $ 7T s 578 14 246%
Balance sheet management ............c.coeouerienieieieiieenineneeeese e 7 3) 10 *
FOreign eXChange ...........ccoeiiiiiinenieeeee e 28 44 (16) (36.4)
Precious MEtalS.......oo.eeieeeieiieieeee et 11 11 — —
G1ODAL DANKING ...ttt ettt sttt st 1 1 — —
Oher trading .....cccoceeeriiiriniiere ettt 1 (7 8 *

Trading related TEVENUE. .......ccoiiiiiriiiiriereeeeee e $ 119 § 103 § 16 155 %

Increase (Decrease)

Nine Months Ended September 30, 2013 2012 Amount %
(dollars are in millions)

TTAAING FEVEIUE. ...cueitieiiietieieeiie ettt ettt ettt e et e et e st et e see e e e saeenaesneenseeneeeens $ 38 $ 395 §$ (7 (1.8)%

NEt INEETESE IMCOINIC «..venvveneiiieteieierteecntee ettt ettt ettt sttt eaesae e sae e ne e ne (13) 27 14 51.9

Trading related rEVENUE. .......c.oveeruieiereee et eeas $ 375 $ 368 $ 7 1.9 %

Business: -
DEIIVALIVES') .......ooooeeeeeeeee e $ 166 $ 146 $ 20 137 %
Balance sheet management ............c.cooueruerierieieieieceeec e 11 6) 17 *
FOreign eXChange .........cccceeviiiriireniniiieiciccctceeteee e 136 166 (30) (18.1)
Precious MELAlS.......ccvevieeieiicieiieiee ettt ettt st b et ete e b e eaaense e 59 52 7 13.5
Global DANKING ....cveriiriiriietieiiititeereteteetet ettt 2 3 (1) (33.3)
Other trading .......ceeeiiiiiiiie ettt st 1 7 ©6) (85.7)

Trading related rEVENUE. .........oeieruieieriiee ettt eeas $ 375 $ 368 $ 7 1.9 %

*  Not meaningful.
™ Includes derivative contracts related to credit default and cross-currency swaps, equities, interest rates and structured credit products.

Trading revenue during the three and nine months ended September 30, 2013 reflects higher revenue from derivatives products
and balance sheet management activities and in the year-to-date period, higher precious metals revenue, partially offset by lower
foreign exchange revenue.

Trading revenue related to derivatives products increased during the three and nine months ended September 30, 2013 from
increased new deal activity on interest rate related products and lower interest cost on issuance of structured notes. These increases
were partially offset by lower valuation gains from structured credit products and declines in emerging markets related derivatives
revenue, which were impacted by weakening economic conditions in Latin America.

Trading revenue related to balance sheet management activities increased during the three and nine months ended September 30,
2013 primarily due to higher revenue from economic hedge positions used to manage interest rate risk.

Foreign exchange trading revenue decreased during the three and nine months ended September 30, 2013 due to lower revenue
from a reduction in trade volumes and price volatility.
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Precious metals trading revenues remained flat during the three months ended September 30, 2013 but increased during the nine
months ended September 30, 2013 as a result of increased metals price volatility.

Other trading revenue increased during the three months ended September 30, 2013 and decreased during the nine months ended
September 30, 2013 due to valuation adjustments that were previously included in other trading that are now included in other
business lines.

Other securities gains, net We maintain various securities portfolios as part of our balance sheet diversification and risk
management strategies. In the third quarter and first nine months 0of 2013, we sold $10.0 billion and $33.3 billion, respectively, of
U.S. Treasury, mortgage-backed and other asset-backed securities as part of a continuing strategy to re-balance the securities
portfolio for risk management purposes based on the current interest rate environment and recognized gains of $68 million and
$275 million and losses of $33 million and $94 million, respectively, which is included as a component of other security gains,
net above. In the third quarter and first nine months of 2012, we sold $3.0 billion and $10.4 billion, respectively, of U.S. Treasury,
mortgage-backed and other asset-backed securities as part of a strategy to adjust portfolio risk duration as well as to reduce risk-
weighted asset levels and recognized gains of $59 million and $260 million and losses of $9 million and $115 million, respectively.

HSBC affiliate income Affiliate income decreased in both the three and nine months ended September 30, 2013 primarily due to
lower income associated with performance based activity and in the three month period, lower billings associated with internal
audit activities performed for other HSBC affiliates.

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

Increase (Decrease)

Three Months Ended September 30, 2013 2012 Amount %
(dollars are in millions)
Net INTETESE INCOMEL ....c.veveieriertietetertetetetet ettt ettt sttt ettt sae et eseeaeeaeene $ 42 48 % ©6) (12.5%
Servicing related income:
Servicing fEe INCOME.......ccuveieriieieeiieieeiee ettt st e e e e eneenes 20 21 ) (4.8)
Changes in fair value 0f MSRS dU@ 10: .....c.eoiiiiiiiiiieiiieiceeere e
Changes in valuation model inputs or assuMptions ............ccccceeeeerueercerennen. 5 ©) 10 *
CUSLOMET PAYIMEGIIES ...cveeientieiieteente it sieete sttt sete st estesbe et sbeentesbeeneessaesaeesnens 38 (15) 7 46.7
Trading — Derivative instruments used to offset changes in value of MSRs..... (6)) 7 (8) *
Total servicing related INCOME ........cc.overierieieieieeeere e 16 8 8 100.0
Originations and sales related income:
Gains on sales of residential MOTtAZES ......cveveueeieuiriiiiieereee e 9 24 (15) (62.5)
Provision for repurchase obligations............ccecceeriririnenenineneneneeeieeeeeeeaee — (28) 28 100.0
Trading and hedging aCtIVILY......c.coecerieirieireirieineeeeee et ) 4 %) *
Total originations and sales related INCOME.........ccceceveririnenininenenceicceeeiees — ®) 8 100.0
Other MOTtZAZE INCOME. .....e.eieeieiieieieiieiieiee ettt sttt eaeeaes 2 4 2) (50.0)
Total residential mortgage banking revenue included in other revenues..................... 18 4 14 *
Total residential mortgage banking related revenue............coceeeverenienenenieeeceeeeene, 60 § 52 8 15.4 %
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Increase (Decrease)

Nine Months Ended September 30, 2013 2012 Amount %
(dollars are in millions)
INEt INLETESE INCOME ...vveveeeieeieiieiieiieieee ettt ete st et e et et eseeseeseeseeseeseesessessessessessessensans $ 137 § 150 $ (13) @B7N%
Servicing related income:
SErvicing e IMCOMIC ... .eiueeiiriieiieiieieei ettt ettt ettt sb e e eae 62 68 6) (8.8)
Changes in fair value of MSRS due t0: .......coeoueriiriiiiiiiiiiinincresccceeeeee
Changes in valuation model inputs Or asSUMPLIONS .......cc.ceevvererveriererereriennens 73 (20) 93 *
CUSEOMET PAYIMEGIES ...c.eveuvientietientietieteettenteeetesteetesteetesbeenaesbeentesbeeneesbeenteeseeneeene 31) 47 16 34.0
Trading — Derivative instruments used to offset changes in value of MSRs...... 42) 33 (75) *
Total servicing related INCOME ..........ocieviiiiiiiiieeieee e 62 34 28 82.4
Originations and sales related income:
Gains on sales of residential MOItZAZES .......ccevvvervieeieriieierieieee et 41 57 (16) (28.1)
Provision for repurchase obligations...........cccceeeererieninienieeneee e 36) 81) 45 55.6
Trading and hedging aCtiVIty........c.ccoerirerininienieiccecceeeeer e Q) — %) *
Total originations and sales related INCOME...........ccceervieierieienieeeeee e — 24) 24 100.0
Other MOTtZAZE IMNCOMNIC. ....c.ueeuieiieiiertieie ettt ettt ettt sae et saeeeesaeenaesaeenaeas 11 21 (10) (47.6)
Total residential mortgage banking revenue included in other revenues..................... 73 31 42 *
Total residential mortgage banking related revenue.............cccvevevevevevieeericeeeeieenenen, $ 210 § 181 $ 29 16.0 %

*  Not meaningful.

Net interest income in both periods was lower compared with the year-ago periods as lower residential mortgage average outstanding
balances (and the associated net interest income) primarily as a result of the sale of branches to First Niagara in 2012 and continued
higher portfolio prepayments were partially offset by widening interest spreads largely the result of lower portfolio funding costs.
Consistent with our Premier strategy, additions to our residential mortgage portfolio are primarily to our Premier customers, while
sales of loans consist primarily of conforming non-premier loans sold to PHH Mortgage as discussed further below.

Total servicing related income increased in the three and nine months ended September 30, 2013 driven by improved net hedged
MSR performance partially offset by lower servicing fees driven by a lower serviced loan portfolio as a result of prepayments in
excess of new additions to the serviced portfolio. As a result of our strategic relationship with PHH Mortgage, beginning with
May 2013 applications, we no longer add new volume to our serviced portfolio as all agency eligible loans are now sold on a
servicing released basis. Changes in MSR valuations are driven by updated market based assumptions such as interest rates,
expected prepayments, primary-secondary spreads and cost of servicing. Consequently, primarily as a result of rising mortgage
rates, the MSR asset fair value increased in the three and nine months ended September 30, 2013 partially offset by losses on
instruments used to hedge changes in the fair value of the MSRs.

Originations and sales related income improved in the three and nine months ended September 30, 2013 largely due to lower loss
provisions for loan repurchase obligations associated with loans previously sold. During the three and nine months ended September
30,2013, we recorded a charge of $0 million and $36 million, respectively, due to our estimated exposure associated with repurchase
obligations on loans previously sold compared with a charge of $28 million and $81 million, respectively, in the year-ago periods.
This improvement was partially offset in both periods by lower gains on sales of residential mortgage loans.

Other mortgage income has fallen in the three and nine months ended September 30, 2013 due to a contractual fee arrangement
with PHH Mortgage wherein PHH Mortgage retains ancillary fee income.

Gain (loss) on instruments designated at fair value and related derivatives We have elected to apply fair value option accounting
to commercial leveraged acquisition finance loans, unfunded commitments, certain own fixed-rate debt issuances and all structured
notes and structured deposits issued after January 1, 2006 that contain embedded derivatives. We also use derivatives to
economically hedge the interest rate risk associated with certain financial instruments for which fair value option has been elected.
See Note 11, “Fair Value Option,” in the accompanying consolidated financial statements for additional information including a
breakout of these amounts by individual component.

Gain on sale of branches As discussed above, in May 2012 we completed the sale of 138 non-strategic retail branches to First
Niagara and recognized a pre-tax gain, net of allocated non-deductible goodwill, of $330 million. In the third quarter of 2012, we
completed the sale of the remaining 57 branches and recognized a pre-tax gain, net of allocated non-deductible goodwill, of $103
million. See Note 3, "Discontinued Operations" in our 2012 Form 10-K for additional information.
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Valuation of loans held for sale Valuation adjustments on loans held for sale improved during the three and nine months ended
September 30, 2013 due to lower average balances and reduced volatility. Valuations on loans held for sale relate primarily to
residential mortgage loans purchased from third parties and HSBC affiliates with the intent of securitization or sale. Included in
this portfolio are subprime residential mortgage loans with a fair value of $48 million and $52 million as of September 30, 2013
and December 31, 2012, respectively. Loans held for sale are recorded at the lower of their aggregate cost or fair value, with
adjustments to fair value being recorded as a valuation allowance. Valuations on residential mortgage loans held for sale that we
originate are recorded as a component of residential mortgage banking revenue in the consolidated statement of income (loss).

Other income Other income, excluding the valuation of loans held for sale as discussed above, decreased during the three and nine
months ended September 30, 2013 driven largely by lower insurance income, the establishment of a repurchase reserve of
approximately $8 million in the third quarter of 2013 relating to loans previously securitized and, in the three month period, lower
income associated with fair value hedge ineffectiveness related to securities available-for-sale. In addition, both prior year periods
include miscellaneous income relating to the retail branch sale.

Operating Expenses Lower operating expenses in both periods reflect lower compliance costs, the impact of our retail branch
divestitures, excluding the impact of the prior year pension curtailment gain, lower salaries and employee benefits, the non-
recurrence of expense related to certain regulatory matters which totaled $800 million and $1,500 million during the three and
nine months ended September 30, 2013 and, in the year-to-date period, lower expenses related to support services from affiliates
and lower other expenses. Compliance costs, while remaining a significant component of our cost base in both periods, declined
and totaled $81 million and $228 million in the three and nine months ended September 30, 2013, respectively, compared with
$92 million and $300 million in the prior year periods, as the prior year reflects investment in BSA/AML process enhancements
and infrastructure and, to a lesser extent, foreclosure remediation which did not occur at the same level in 2013. While we continue
to focus attention on cost mitigation efforts in order to continue realization of optimal cost efficiencies, we believe compliance
related costs have permanently increased to higher levels due to the remediation of regulatory consent agreements.

The following table summarizes the components of operating expenses.

Increase (Decrease)

Three Months Ended September 30, 2013 2012 Amount %
(dollars are in millions)
Salary and employee DEnefits ..........coceveereinieineinieinicrcre e $ 218 § 207 11 53 %
OCCUPANCY EXPEINSE, NET.....iuieuririieiieiieniieitenieetenteetenieereeteete et eteeeeesaeeneesseenrenaee 57 60 3) (5.0)
Support services from HSBC affiliates:
Fees paid to HSBC Finance for loan servicing and other administrative 2 5 3) (60.0)
101 0] 010 o R OOPOPOPPPPPP
Fees paid to HMUS. ..ottt 58 87 (29) (33.3)
Fees paid to HTSU ..ot 274 237 37 15.6
Fees paid to other HSBC affiliates.........coevieieiriiininiicieneeseeeeeee 44 43 1 23
Total support services from HSBC affiliates .........c.cocecererinenenencncncncnenns 378 372 6 1.6
Expense related to certain regulatory matters........cocceceeeeeeeneneneneneneneseneenes — 800 (800)  (100.0)
Other expenses:
Equipment and SOftWATE ..........coeverierieieieeeeeee e 14 11 3 27.3
IMATKEUIIEZ ...ttt 9 12 3) (25.0)
OULSIAL SETVICES ..nvevinrvirieiiieierieienteitntet ettt ettt b ettt ne 23 30 7 (23.3)
Professional fEES .......c.ccoiviririniiriieiccccee e 38 28 10 35.7
Postage, printing and office SUPPIIES ......cceevveeeiriririiireee e 1 2 (1) (50.0)
Off-balance sheet Credit TESEIVES ......coueveieieiririiieincrcreeese e 5 (7 12 *
FDIC a88€SSMENE fEE......cueuerieuirieiriiirieiniceectrieeeteeee et 24 21 3 14.3
INSUTANCE DUSINESS ....evevieieieiitiieieieeetet ettt ettt aeae — 2 (2) (100.0)
MISCEIIANEOUS ....venviiniiirieieiciintet ettt ettt 88 89 (1) (1.1)
Total Other EXPENSES.....covirtiriiriiriteieteteteeet ettt 202 188 14 7.4
Total OPETAtING EXPEIISES. ... cvervitiriertitiierieietetetete et ettt ettt sae st st sbe st seseeneeneas $ 85 $1,627 $ (772) 47.4)%
Personnel - average NMUMDET..........c.ccoioiirierieniiiiiiicciece e W 7187
EffICIENCY TALIO -ttt 92.5% 177.4%
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Increase (Decrease)

Nine Months Ended September 30, 2013 2012 Amount %
(dollars are in millions)

Salary and employee Denefits .........ccceverieriiiiniieiee e $ 717 § 733 (16) (2.2)

OCCUPANCY EXPENSE, NET.....evieuriiiiiieiieiiereieere ettt et et 173 176 3) (1.7)

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

SUPPOI L.t eeveeeteteeeteeteeteeteeseseeesesseesseessesseessenseessesseassesssensesssensesssensesssessenssensens 11 22 (11) (50.0)
Fees paid to HMUS ..ottt 164 248 (84) (33.9)
Fees paid to HTSU ....cc.ooiiiiiiiiiciccecceeteeccececse et 749 711 38 53
Fees paid to other HSBC affiliates...........cccceveevieiieiinieiieieeeeese e 140 162 (22) (13.6)
Total support services from HSBC affiliates..........ccccoeeevinieninieniiineee 1,064 1,143 (79) (6.9)
Expense related to certain regulatory matters..........coeoveveeeereeeerieeeneeieeeeee e — 1,500 (1,500)  (100.0)
Other expenses:
Equipment and SOftWare ..........cccoooieriiiiiiieee e 42 33 9 27.3
IMATKEHINE ...ttt ettt ettt sttt e st en e e et et e eneenee e e e neeneeens 27 37 (10) (27.0)
OULSIAC SEIVICES .uvveuvieeiirieniieeietietesteetesseestesteesesseessessaesseessenseessesseessesseessesses 76 77 (1 (1.3)
Professional TS ........ccueiieiiiieiiiie e 92 89 3 34
Postage, printing and office SUPPIES .......cceovereiriieiieiicieeeeee e 5 10 (5) (50.0)
Off-balance sheet Credit TESEIVES .......vvverierierieieiieie et 12) 19) 7 36.8
FDIC aSSESSMENE TRE......cccuvieiieeiiieiieiieeieeett et ettt e e seae et eseneenne 66 75 ) (12.0)
INSUTANCE DUSINESS ..veviviriierietiieteietet ettt 1 4 3) (75.0)
IMISCEILANEOUS ....ovveiieiiieiieiieiieie ettt ettt esaesseeneesseenaeens 181 209 (28) (13.4)
Total Other EXPENSES. . ...couieiiriieiieiieii ettt 478 515 (37) (7.2)
Total OPETALING EXPEIISES.....ecvrrvierirrerrirreriesietesesieieseesseseeseeseeseeseesessessessessessensenses $2,432 $4,067 § (1,635) (40.2)%
Personnel - average NUMDET..........cccvccverierieiieie sttt eeas ~6,578 8026
EfICIENCY TAIO vttt s 783%  123.2%

* Not meaningful.

Salaries and employee benefits Salaries and employee benefits expense increased during the three months ended September 30,
2013, but declined during the nine months ended September 30, 2013. While both 2013 periods benefited from the impact of the
sale of 195 non-strategic retail branches completed in 2012 and continued cost management efforts which were partially offset by
higher salaries expense relating to expansion activities associated with certain businesses, these overall improvements were more
than offset in the three month period by the non-recurrence of a pension curtailment gain recorded in the third quarter of 2012.

Occupancy expense, net Occupancy expense decreased during the three and nine months ended September 30, 2013, reflecting
the impact of the reduction in size of our retail branch network including lower maintenance and utilities costs.

Support services from HSBC affiliates includes technology and certain centralized support services, including human resources,
corporate affairs and other shared services, legal, compliance, tax and finance charged to us by HTSU. Support services from
HSBC affiliates also includes services charged to us by an HSBC affiliate located outside of the United States which provides
operational support to our businesses, including among other areas, customer service, systems, risk management, collection and
accounting functions as well as servicing fees paid to HSBC Finance for servicing nonconforming residential mortgage loans and,
prior to May 1, 2012, certain credit card receivables. Higher support services from HSBC affiliates during the three months ended
September 30, 2013 reflects higher fees paid to HTSU relating to additional staff and consulting fees associated with regulatory
requirements and compliance, partially offset by lower fees paid to HMUS largely related to lower compliance costs as the prior
year periods reflect investment in AML process enhancements and infrastructure which did not occur at the same level in 2013.
Support services from HSBC affiliates declined, however, during the nine months ended September 30, 2013 as the higher fees
paid to HTSU discussed above were more than offset by lower fees paid to HMUS as discussed above and lower fees paid to
HSBC Finance, which no longer services our credit card portfolio. Compliance costs reflected in support services from affiliates
totaled $80 million and $215 million during the three and nine months ended September 30, 2013, respectively, compared with
$68 million and $232 million in the year-ago periods.
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Expense related to certain regulatory matters Included in the three and nine months ended September 30, 2012 is an expense of
$800 million and $1,500 million, respectively, related to certain regulatory matters. See Note 20, "Litigation and Regulatory
Matters" for additional information.

Marketing expenses Lower marketing and promotional expenses in the three and nine months ended September 30, 2013 resulted
from continued optimization of marketing spend as a result of general cost saving initiatives.

Other expenses Other expenses (excluding marketing expenses) increased during the three month period ended September 30,
2013 primarily due to higher loss estimates associated with off-balance sheet credit exposures and higher professional fees associated
with regulatory reporting and capital planning activities which were partially offset by lower legal expense. While lower compared
with the prior year periods, legal expense in the third quarter of 2013 includes an expense accrual of $27 million relating to estimated
exposure associated with certain previous residential mortgage backed securities activity. Other expenses decreased during the
nine months ended September 30, 2013 as the higher loss estimates on off-balance sheet credit exposures and higher professional
fees discussed above were more than offset by lower legal expense and lower FDIC assessment fees.

Efficiency ratio Our efficiency ratio from continuing operations was 92.5 percent and 78.3 percent during the three and nine
months ended September 30, 2013, respectively, compared with 177.4 percent and 123.2 percent during the year-ago periods. Our
efficiency ratio was impacted in each period by the change in the fair value of our own debt attributable to credit spread for which
we have elected fair value option accounting. Excluding the impact of this item, our efficiency ratio for the three and nine months
ended September 30, 2013 improved to 86.6 percent and 77.0 percent, respectively, compared with 148.4 percent and 113.9 percent
in the year-ago periods due to a decrease in operating expenses partially offset by a decrease in net interest income and in other
revenues as the prior year periods include a $103 million and $330 million, respectively, pre-tax gain from the sale of certain
branches to First Niagara. While operating expenses declined in both periods driven by the impact of our retail branch divestitures,
cost mitigation efforts and the non-recurrence of an $800 million and $1,500 million expense in the three and nine months ended
September 30, 2012, respectively, related certain regulatory matters, they continue to reflect elevated levels of compliance costs.

Income taxes The following table provides an analysis of the difference between effective rates based on the total income tax
provision attributable to pretax income and the statutory U.S. Federal income tax rate:

2013 2012

(dollars are in millions)

Three Months Ended September 30, 2013

Tax expense at the U.S. federal statutory income tax rate $ 5 35.0% $ (278) (35.0)%
Increase (decrease) in rate resulting from:

State and local taxes, net of federal benefit..........c..ccooevviiviiiiiiiiiiieene, 1 6.7 14 1.8
Non-deductible expense accrual related to certain regulatory matters'” ... — — 280 353
Non-deductible goodwill related to branch sale!..............ccooovvvervrrrean, — — 33 4.2
Other non-deductible / non-taxable items™ ...............ccooorrrverrerirrriennnnn, 0] 6.7) (6) (0.8)
Items affecting prior periods(3) ................................................................... 20 133.3 (34) 4.3)
Uncertain tax positions™..............cocoovoivreeeeeriieeeeeeeeeeee e, — — 9 (1.1)
Foreign tax credits and other Credits ...........cceevvieieviieieniieienecieee e, — — — —
Impact of foreign OPEerations ..........ccceceeererererereneneneieieeeeeeee e 5 333 — —
Low income housing tax Credits.........coceouruerurririeereereerieeneeneeneennenens 21)  (140.0) (21) (2.6)
ONET .ttt 2 5.1 9 1.0

Total INCOME tAX EXPEISE. ...ceueeueerirrirtirtirtertereertesteseeeeseeeteneeneese et eseeaeseeseeanes $ 11 66.7% $ (12) (1.5)%
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2013 2012

(dollars are in millions)

Nine Months Ended September 30, 2013

Tax expense at the U.S. federal statutory income tax rate..........ccceceeverennenne. $ 186 35.0% $ (328) (35.0)%
Increase (decrease) in rate resulting from:

State and local taxes, net of federal benefit..........c.cccoeeeiiiiiieiiiiiiciies 31 5.8 23 2.5
Adjustment of tax rate used to value deferred taxes ..........ccocccevvererenencnnes — — (10) (1.1)
Non-deductible expense accrual related to certain regulatory matters'” ... — — 525 56.0
Non-deductible goodwill related to branch sale'"... — — 139 14.8
Other non-deductible / non-taxable items® ........... (14) (2.6) an (1.2)
Ttems affecting prior periods™ ...........coocoovovvieeeereeeeeeeseeeeeeeee e “) (0.8) 22 23
Uncertain tax positions™ .............ccoouerveriierieriesieee e 18 3.4 57 6.1
Impact of foreign OPETations .........ccceeeerieirirerenere e 9 1.7 — —
Low income housing tax credits...........coceveveirciniincincinceeceeeeeees (64) (12.1) (63) (6.7)
OFRET ...ttt sttt 2 0.3 3 0.4

Total INCOME tAX EXPEISE.....euveuerrirreruirririeriertintententeteretetentenreneeneeaeereeresseenes $ 164 30.7% $ 357 38.1 %

)
)
3)
@

Represents non-deductible expense relating to certain regulatory matters and non-deductible goodwill related to the branches sold to First Niagara in 2012.
For 2013, mainly relates to a change in the assessment of the deductibility of other non-deductible expenses and tax exempt income.

Relates to corrections to current and deferred tax balance sheet accounts.

Reflects changes in state uncertain tax positions which no longer meet the more likely than not requirement for recognition.

Segment Results — [IFRSs Basis

We have four distinct business segments that are utilized for management reporting and analysis purposes which are aligned with
HSBC's global businesses and business strategy. The segments, which are generally based upon customer groupings and global
businesses, are described under Item 1, “Business” in our 2012 Form 10-K. Our segment results are reported on a continuing
operations basis. There have been no changes in the basis of our segmentation or measurement of segment profit as compared with
the presentation in our 2012 Form 10-K except as noted below.

Commercial Banking has historically held investments in low income housing tax credits. The financial benefit from these
investments is obtained through lower taxes. Since business segment returns are measured on a pre-tax basis, a revenue share has
historically been in place in the form of a funding credit to provide CMB with an exact and equal offset booked to the Other
segment. Beginning in 2013, this practice has been eliminated and the low income housing tax credit investments and related
financial impact are being recorded entirely in the Other segment. We have reclassified prior period results in both the CMB and
Other segments to conform to the revised current year presentation.

We report financial information to our parent, HSBC, in accordance with International Financial Reporting Standards ("IFRSs").
As a result, our segment results are presented on an IFRSs basis (a non-U.S. GAAP financial measure) as operating results are
monitored and reviewed, trends are evaluated and decisions about allocating resources such as employees are made almost
exclusively on an IFRSs basis. However, we continue to monitor capital adequacy, establish dividend policy and report to regulatory
agencies on a U.S. GAAP basis. The significant differences between U.S. GAAP and IFRSs as they impact our results are
summarized in Note 25, “Business Segments,” in our 2012 Form 10-K.

Retail Banking and Wealth Management (“RBWM?”) Our RBWM segment provides a full range of banking and wealth products
and services through our branches and direct channels to individuals. These services include asset-driven services such as credit
and lending, liability-driven services such as deposit taking and account services and fee-driven services such as advisory and
wealth management. During the first nine months of 2013, we continued to direct resources towards the development and delivery
of premium service, client needs based wealth and banking services with particular focus on HSBC Premier, HSBC's global banking
service that offers customers a seamless international service.

Consistent with our strategy, additions to our residential mortgage portfolio are primarily to our Premier customers, while sales
of loans historically consist primarily of conforming loans sold to GSEs and beginning in May 2013, PHH Mortgage. In addition
to normal sales activity, at times we have historically sold prime adjustable and fixed rate mortgage loan portfolios to third parties
and retained the servicing rights in relation to the mortgages upon sale. Upon conversion of our mortgage processing and servicing
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operations to PHH Mortgage, we now sell our agency eligible originations beginning with May 2013 applications directly to PHH
Mortgage on a servicing released basis which will result in no new mortgage servicing rights being recognized going forward.

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

Increase (Decrease)

Three Months Ended September 30, 2013 2012 Amount %
(in millions)
NEt INLETESt INCOME ......eeeiiiiiitiriertieteete ettt et ettt ebe bbbttt et b e sbenaeneens $ 205 $§ 209 $ @ (1.9)%
Other Operating iNCOME .....c..ccueiruiririeinirintenenetetetetee ettt s s nene 81 138 (57) (41.3)
Total OPETating INCOIME.......c.eeuieiiriiiiiitieiiite sttt 286 347 61) (17.6)
Loan impairment Charges ...........couvueirieririnieinieirieerieenietieeee et 44 72 (28) (38.9)
242 275 (33) (12.0)
OPETAING EXPEIISES ... cueuvurenreneerieieeuteteetente st stestessetestenteseeseeatenteseesessesaeetesresaeseensenne 301 368 67) (18.2)
Profit (1088) BEfOTe taX ....c.eeveuieiiiiiiiriiiinieresteee e $§ (9 S$ %93 S8 34 36.6 %

Increase (Decrease)

Nine Months Ended September 30, 2013 2012 Amount %
(in millions)
Net INEETESE INCOME.......eeuiruiriertiriirierierteetertert ettt ettt ettt sttt ae e eeen $ 626 $ 653 § (27) (4.1)%
Other OpPerating INCOMNE ........coveuieiiuieeietiete ettt sttt se et ebe et et ebeseesee e nes 270 497 (227) (45.7)
Total OPeTating INCOME.......c..eviuiriiriiriirtirereetee ettt 896 1,150 (254) (22.1)
Loan impairment Charges ..........ooeevirieniiieninieieeeseee et 97 174 (77) (44.3)
799 976 177) (18.1)
OPETALING EXPEIISES . ..euvventieuieiieitenteeterttertesitentesitesteeetenteestesbeenteeseeneesbeenaesseessesssenseas 892 1,010 (118) (11.7)
Profit (1088) BEfOTe taX ....c.ceveuieuiiiiiiiriiriiieresteere et $ 9y Ss GHSs Y *

*  Not meaningful.

Our RBWM segment reported a lower loss before tax during the three month period ended September 30, 2013, while loss before
tax increased during the nine months ended September 30, 2013. Prior year periods include a gain of $59 million and $238 million,
respectively, relating to the sale of certain branches to First Niagara. Excluding the gain on the sale of these branches, loss before
tax improved $93 million and $179 million, respectively, during the three and nine months ended September 30, 2013 as compared
with the corresponding prior year periods driven primarily by lower loan impairment charges and lower operating expenses.

Net interest income was lower during the three and nine months ended September 30, 2013 driven by lower deposit levels as a
result of the branch sale to First Niagara. Partially offsetting the impact of branch sale to First Niagara in both periods were margin
improvements due to active re-pricing of the deposit base especially in the non-premier segments which reduced our funding costs.
Residential mortgage average balances were lower than the year-ago periods due to the impact of the branch sales partially offset
by an increase in residential mortgage loans to our Premier customers.

Other operating income included a gain from the completion of the sale of certain branches to First Niagara totaling $59 million
and $238 million in the three and nine months ended September 30, 2012. Excluding the gain on the sale of branches, other
operating income remained flat in the three month period but increased in the year-to-date period driven by lower provisions for
mortgage loan repurchase obligations associated with previously sold loans and improved net hedged mortgage servicing rights
results, partially offset by lower gains on sales of mortgage loans.

Loan impairment charges decreased during the three and nine months ended September 30, 2013 driven by continued improvements
in economic and credit conditions including lower delinquency levels on accounts less than 180 days contractually delinquent,
improvements in delinquency roll rates as well as lower charge-offs in the year-to-date period including significant improvements
in market value adjustments on loan collateral due to improvements in home prices which was partially offset by an incremental
loan impairment charge of $15 million during the second quarter of 2013 to reflect an update to the period of time after a loss
event a loan remains current before delinquency is observed.
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Operating expenses were lower in both periods primarily due to the sale of the 195 branches to First Niagara as well as lower
compliance and legal costs and decreases in expenses driven by several cost reduction initiatives relating to our retail branch
network, primarily optimizing staffing and administrative areas, as well as reduced marketing expenditures. Partially offsetting
these improvements was the impact of a reduction in the amount of branch costs allocated to Commercial Banking.

Commercial Banking (“CMB”) CMB's business strategy is to be the leading international trade and business bank in the U.S.
CMB strives to execute this vision and strategy in the U.S. by focusing on key markets with high concentration of internationally
minded customers. Our Commercial Banking segment serves the markets through three client groups, notably Corporate Banking,
Business Banking and Commercial Real Estate which allows us to align our resources in order to efficiently deliver suitable
products and services based on the client's needs. Whether itis through commercial centers, retail branch network, or via HSBCret,
CMB provides customers with the products and services needed to grow their businesses internationally. Our relationship managers
operate within a robust, customer focused compliance and risk culture, and collaborate across HSBC to capture a larger percentage
of a relationship. In first nine months of 2013, an increase in the number of relationship managers and product partners is enabling
us to gain a larger presence in key growth markets, including the West Coast, Southeast and Midwest.

New loan originations have resulted in a 13 percent increase in average loans outstanding to Corporate Banking customers since
September 30, 2012. The Commercial Real Estate group is focusing on selective business opportunities in markets with strong
portfolio expertise, which resulted in a 20 percent increase in average outstanding loans for this portfolio since September 30,
2012. Total average loans increased 13 percent across all CMB business lines as compared with September 30, 2012.

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

Increase (Decrease)

Three Months Ended September 30, 2013 2012 Amount %

(in millions)
NEt INEETESE IMCOIMIC.c..c.envveriieieiiteetnteat ettt ettt ettt sae st re e sre e b sne e $ 181 § 172 § 9 52 %
Other Operating INCOMIE .....c..ccveeriririeirereetenentet ettt ettt ne 77 136 (59) (43.4)
Total OPETatiNg INCOIME.......c.eeuiiuieiiiiiriietiiteetee ettt 258 308 (50) (16.2)
Loan impairment Charges ...........cceceeeeirerinienenenteieieeeeeteeereeie et 26 6 20 *

232 302 (70) (23.2)
OPEIAING EXPEIISES ...cnvenvurenreneerieueeiteteetestestestestessetessensenteneeatesteseeressesseetessesaessensenne 169 154 15 9.7
Profit DETOTE TaX ...iuveuiieiiieeieieieieete ettt $ 63 $§ 148 § (89 (57.4)%

Increase (Decrease)

Nine Months Ended September 30, 2013 2012 Amount Y%

(in millions)
NEt INETESE INCOMIC.c...eneveriiiieiirieiteteit ettt sttt ne $ 523 § 502 § 21 42 %
Other Operating INCOME ........ccueiririiirinerenteeret ettt ettt ne 219 471 (252) (53.5)
Total OPEeTating INCOIME.......c.eeiiuiriiiiiriieieierese ettt s 742 973 (231) (23.7)
Loan impairment charges (IECOVETIES) .....evveruirreruenienieieienrereiteeeeieeie et 41 3) 44 *

701 976 (275) (28.2)
OPETAING EXPEIISES....cueuveurureneeuieieeiteteeteste st stestessetesseseseese et et eseetesbesueetesbesaeseesnenee 502 487 15 3.1
Profit DEfOre taX ... .ccvieieiieieeieceeee e e $ 199 $§ 489 § (290) (59.3)%

*  Not meaningful.

Our CMB segment reported a lower profit before tax during the three and nine months ended September 30, 2013. Prior year
periods include a gain of $65 million and $278 million, respectively, relating to the sale of certain branches to First Niagara.
Excluding the gain on the sale of these branches, profitbefore tax remained lower declining $20 million and $12 million, respectively,
during the three and nine months ended September 30, 2013 as compared with the corresponding prior year periods driven by
lower business banking revenues due to the branch sale, higher loan impairment charges and higher operating expenses, partially
offset by higher net interest income and higher other operating income.

Net interest income increased during both periods due to the favorable impact of higher loan balances in expansion markets.
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Other operating income included a gain from the completion of the sale of certain branches to First Niagara totaling $65 million
and $278 million in the three and nine months ended September 30, 2012, respectively. Excluding the gain on the sale of branches,
other operating income was higher during both periods due to higher fees generated from trade services, foreign currency revenue
and credit commitments, as well as an increase in debt and leverage acquisition financing activity.

Loan impairment charges were higher during the three and nine months ended September 30, 2013 primarily due to a specific
provision associated with a single corporate banking customer relationship as well as higher provisions as a result of loan growth
in expansion markets.

Operating expenses increased during the three and nine months ended September 30, 2013 as additional expenses relating to
staffing increases in growth markets including the West Coast, Southeast and Midwest and higher technology infrastructure costs
were partially offset by a reduction in network costs due to the branch sale and a reduction in the amount of branch costs allocated
from RBWM.

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

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

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

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

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

We continue to proactively target U.S. companies with international banking requirements and foreign companies with banking
needs in the Americas. Furthermore, we have seen higher average corporate loan balances as well as growth in revenue from the
cross-sale of our products to CMB and RBWM customers consistent with our global strategy of cross-sale to other global businesses.
Global Banking and Markets segment results during the first nine months of 2013 benefited from more stable U.S. financial market
conditions, which reflected continued low interest rates and generally less volatile credit spreads and foreign exchange prices.
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The following table summarizes IFRSs results for the Global Banking and Markets segment.

Increase (Decrease)

Three Months Ended September 30, 2013 2012 Amount %

(in millions)
Net INLETESE INCOME ......ouvveveeieiieieeieieieieteee ettt ettt eseseseseesesesesessesesesessesesesennses $ 78 § 129 $ (51 (39.5)%
Other OpPerating INCOME ........ccuevetriririrerteeterertent ettt ettt et s ne 296 251 45 17.9
Total OPETating INCOME......c.eeuieiieiiiiieiietite ettt 374 380 6) (1.6)
Loan impairment charges (IECOVETIES) .....eouerrerrerrenrenienieieieieieereeieniesreetesre s seennene 3) 6 9) *

377 374 3 8
OPEIALING EXPEIISES ...cuvenvnrnreneerieieeitereetentestestestessetensenteneeseeatesteseetesuesseetesbeseeseensense 255 249 6 2.4
Profit DEfOTE TaX ...iveviieeiieiieieicieieee ettt $ 122 § 125 § 3) (2.4)%

Increase (Decrease)

Nine Months Ended September 30, 2013 2012 Amount %
(in millions)

NEt INLEIESE INCOIMIC.....cveeviireeeiieteete et eete et eete et e eteeeeete et e teeaaeeteenseereeseeseeseeseeseeras $ 312 § 439 $§ (127) (28.9)%
Other OPErating INCOMNIE .......ccverveerierierreriestestestesteeaesseesesseesseeseesesseesseessessesssenses 973 742 231 31.1
Total OPErating INCOIMIE.......ccuierieerieeieeeieecteeseeeteesreeteesteeeseesseesseenseesnseensnessseenns 1,285 1,181 104 8.8
Loan impairment charges (FECOVETICS) .....eouerverierierienieeieetieieeeeree e see e seeeneeseeas 6 2) 8 *

1,279 1,183 96 8.1
OPETALING EXPEIISES ...eeuvveeurrerireerreersreereesseessreesressseessseesseesseessseesseesssessseessseesssesssessns 735 744 ) (1.2)
Profit DEfOTe taX ....eiveieieieieie ettt $ 544 § 439 § 105 23.9 %

*  Not meaningful.

Our GBM segment reported a slightly lower profit before tax during the three months ended September 30, 2013 as lower net
interest income and higher operating expenses were mostly offset by higher other operating income and lower loan impairment
charges. Our GBM segment reported a higher profit before tax during the nine months ended September 30, 2013 driven by higher
other operating income and lower operating expenses, partially offset by lower net interest income and higher loan impairment
charges.

Net interest income decreased in both periods due to lower rates on investment balances including the impact of security sales,
partially offset by an increase due to growth in corporate loan balances. Other operating income is discussed further under the
table below.

Loan impairment charges increased during the nine months ended September 30, 2013 compared with the year-ago period reflecting
higher levels of impairment allowances for risk factors primarily associated with large loan exposures. Loan impairment charges
decreased during the three months ended September 30, 2013 compared with the year-ago period due to exposure reduction in
several lower rated credit facilities.

Operating expenses increased during the three months ended September 30, 2013 and decreased during the nine months ended
September 30, 2013 as reduced staff costs due to lower headcount and lower compliance costs associated with our AML/BSA
remediation activities in both periods were more than offset in the three month period by litigation related costs associated with
our legacy credit business.

113



HSBC USA Inc.

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

Increase (Decrease)

Three Months Ended September 30, 2013 2012 Amount %
(in millions)
Foreign exchange and metals...........ccooererieieieniiininnnneeseeeeeen $ 48 $ 78 $  (30) (38.5)%
CIEAI™Y et 15 41 (26)  (63.4)
RALES ..ttt ettt 50 20 30 *
EQUILIES ..neneieiieieeieeeet ettt ettt et et s 4 3 1 333
Other Global Markets .........cocevivererininienieieieteeeee e 23 (25) 48 *
Total Global Markets.........ccoecieiriiiiiniiireceecceteeee e 140 117 23 19.7
FINANCINE ..ottt 61 48 13 27.1
Payments and cash Management ...........ccccceeevevveeeiininineneneneseseneseeeeeeeennen 88 93 (5) (5.4)
Other tranSaction SEIVICES ......c..evuerteruirierierierieieieteitetteic sttt sttt s sse e neens 14 13 1 7.7
Total Global BanKing .........ccccevueirieirieiniiiiieie ettt 163 154 9 5.8
Balance Sheet Management™ ...............c.ccooovvuiveeeeeieeeeeeeeeeeeeee e 82 108 (26) (24.1)
ONET .ttt ettt ettt ene (11) 1 12) *
Total OPEeTating INCOME......c.evuiriiriiitiriietiterteteee ettt $ 374 § 380 $ (6) (1.6)%

Increase (Decrease)

Nine Months Ended September 30, 2013 2012 Amount %
(in millions)
Foreign exchange and metals...........ccccoevevieiiiieiiininnnneeeseeeeee $ 238 $§ 284 § (46) (16.2)%
CIEA™" ..ottt 81 51 30 58.8
RALES .ottt 115 117 2) (1.7)
EQUITIES ..ttt st st 13 11 2 18.2
Other Global Markets ........c.cocoviuiieinieinieieeneereeereee et 47 (66) 113 *
Total GIObAl MATKELS.........c.cvveuirieiiriiiiriiiriiieice ettt 494 397 97 24.4
FINANCINE ...vtiviitiiiiiiiet ettt et 165 126 39 31.0
Payments and cash Management ............cccoeeeveeerenirinieeinieeneeneeneeneeseeenes 250 263 (13) 4.9)
Other tranSaction SEIVICES ......c..evuertertirtirierieieieteteieeitete ettt sttt re st seesaenaennens 43 64 2n (32.8)
Total Global BanKing ...........ccccueiiiriiiininiiniieieicicrceeetee e 458 453 5 1.1
Balance Sheet Management™ ..............c..coooovuivmrveieoeeeeeeeeeeee e 339 336 3 9
OBRET ...ttt ettt (6) ®) @) (20.0)
Total OPeTating INCOME......c.eetruiriiriiriietiriertestetee ettt $ 1,285 $ 1,181 $ 104 8.8 %

*  Not meaningful.

M Credit includes operating income of $16 million and $82 million in the three and nine months ended September 30, 2013, respectively, compared with
operating income of $46 million and $64 million in the three and nine months ended September 30, 2012, respectively, of revenue related to structured
credit products and mortgage loans held for sale which we no longer offer.

@ Includes gains on the sale of securities of $35 million and $189 million in the three and nine months ended September 30, 2013, respectively, compared
with gains on the sale of securities of $34 million and $123 million in the three and nine months ended September 30, 2012, respectively.

Foreign exchange and metals revenue declined in both periods from a reduction in trading volumes and price volatility. Revenue
from Credit decreased in the three month period and improved in the nine month period, substantially due to the impact of valuation
adjustments on legacy structured credit exposures and mortgages held for sale. Gains on structured credit products due to changes
in fair value of $24 million and $79 million during the three and nine months ended September 30, 2013, respectively, compared
with losses of $43 million and gains of $56 million during the three and nine months ended September 30, 2012, respectively.
Included in structured credit products were exposures to monoline insurance companies that resulted in gains of $1 million and
$42 million due to fair value movements during the three and nine months ended September 30, 2013, respectively, compared
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with gains of $16 million and $6 million during the year-ago periods. Valuation losses of $1 million and gains of $6 million during
the three and nine months ended September 30, 2013, respectively, were recorded against the fair values of sub-prime residential
mortgage loans held for sale compared with valuation losses of $2 million and $6 million during the year-ago periods. Revenue
from Rates increased during the three month period and decreased in the year-to-date period, mainly from the performance of
emerging markets related products which were affected by volatile economic conditions in Latin America. Other global markets
revenue improved during both periods due to an increase from fair value adjustments on our structured note liabilities, which
reflects changes in our own credit risk.

Corporate loan growth and lower liquidity costs on unused commitments resulted in higher Financing revenue during the three
and nine months ended September 30, 2013. Other transaction services revenue declined in the year-to-date period due to the
transfer of our fund services business to an affiliate entity.

Balance Sheet Management reflected lower gains from the sale of securities during the three month period, but higher gains from
the sales of securities during the nine months ended September 30, 2013 due to sales associated with a continued re-balancing of
the portfolio for risk management purposes based on the low interest rate environment.

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

During the first nine months of 2013, we continued to dedicate resources in the wealth management market. Areas of focus are
banking and cash management, investment advice including discretionary portfolio management, investment and structured
products, residential mortgages, as well as wealth planning for trusts and estates. Also in the first nine months of 2013, our
compliance and risk framework was strengthened by the establishment of a Global Private Banking Global Standards Committee
and a revised risk appetite framework. Client deposit levels decreased $480 million or 4 percent compared with September 30,
2012 from domestic and international market customers. Total loans increased $290 million or 5 percent compared with prior year
primarily in the residential mortgage portfolio. Overall period end client assets were lower than September 2012 by $3 billion and
$2 billion lower than December 31, 2012 primarily due to reduction in highly active institutional customer balances partially offset
by higher PB wealth management and investment products.
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The following table provides additional information regarding client assets during the first nine months of 2013 and 2012:

Nine Months Ended September 30, 2013 2012
(in billions)

Client assets at beginning of the PEriod..........ccocviiiieriiiiiiiiciceee e e $ 465 $ 47.7
Net NeW MONECY (OULTIOWS) ....viviiiiiieiiieiecieie ettt ettt e e ae e esbesae e bessaebeesseseessenseensesseensenses 2.3) 4
ValUC CHANGE .....veeeiiiiieciieceece ettt s e e et e et e e ve e bt e eabeessaessse e saeesbe e baesssaensaessseeseennnas S (.1

Client assets at €nd OF PEIIOQ .......cvouiiveuiiiiiitieictieet ettt ettt ae b etene s $ 44.7 $ 48.0

The following table summarizes IFRSs results for the PB segment.

Increase (Decrease)

Three Months Ended September 30, 2013 2012 Amount %

(in millions)

Net INTEIESt INCOMIC .......eeiieiieeeiiie ettt ettt et e e e et e e et e e e e e eteeeeeaeeeeeaeens $ 46 $ 45 3 1 2.2 %
Other OpPerating INCOME .....c..cveutruiririietirienteeteste ettt ettt nee 27 26 1 3.8
Total Operating INCOME......c..ccueuiriiiriieiiercereereteeteeee ettt 73 71 2 2.8
Loan impairment charges (TECOVETIES) ..c..eoververueruenienieieteiieieieeieetesie et seeeene 3 2 1 50.0
70 69 1 1.4
OPETALING EXPEIISES ..nvenrenrentenietietieieeteeteste st stesbestes s e e tetesteatestebeebesbesaeebesbesbeseensenee 62 57 5 8.8
Profit (1088) BEfOre taX ....c..ccveieuiriiiiiiieiinirieteereeeeeeeeet e $ 8 3 12 ©) (33.3)%

Increase (Decrease)

Nine Months Ended September 30, 2013 2012 Amount %

(in millions)
NEt INETESE TMCOIMIC ...ttt nees $ 140 $§ 137 § 3 22 %
Other OPerating INCOMIE ........ccueueruiririiririereetene ettt ettt ettt st nee 85 83 2 24
Total OPETating INCOME......c..eiieuieiieiietietieie ettt ettt ettt nee 225 220 5 23
Loan impairment charges (TECOVETIES) .....coververuerienrerienieieiieieieeieeiesie et seeeene 4 3) 7 *

221 223 2) .9)
OPEIALING EXPEIISES ... cuvenrurnreneeiieieeieeteetestesteetestestestentesestesteatesteseebesbesaesbesbesaeseensenee 189 178 11 6.2
Profit (1088) BEfOTe taX .....cceeviiiiiiieiiiieee e $ 32§ 45 § (13) (28.9)%

*  Not meaningful.

Our PB segment reported lower profit before tax during the three and nine months ended September 30, 2013, primarily driven
by higher operating expenses and in the year-to-date period higher loan impairment charges, partially offset by higher net interest
income.

Net interest income was higher in both periods as improved volumes in lending, primarily in residential mortgages, were partially
offset by lower net interest from the reduction in term deposit balances.

Other operating income remained essentially flat in the three month period but increased in the year-to-date period, reflecting
higher volumes and fees on managed and structured investment products as well as higher funds fees.

Loan impairment charges remained relatively flat during the quarter but increased during the nine months ended September 30,
2013 due to a lower level of recoveries and higher provisions as a result of loan growth.

Operating expenses increased during both periods primarily due to higher compliance and regulatory costs and, in the year-to-date
period, costs associated with the closure of a foreign branch.

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

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

Increase (Decrease)

Three Months Ended September 30, 2013 2012 Amount %
(in millions)
NEt INEETESE EXPEISE......envevereviieiiieiirieneeienteteteteteteseeueseereseebesaesesaesesaese st e sneneeneneene $ 6 $ (13) $ 7 53.8 %
Gain (loss) on own fair value option debt attributable to credit spread .................. (63) (179) 116 64.8
Other operating iNCOME (L0SS) ......ceueruiriririiriiriereeeee ettt 18 15 3 20.0
Total operating iNCOME (10SS) .....c.eeuiruiririririirenieteieteeeeeeet e (51) (177) 126 71.2
Loan impairment CharZes ..........cecuveriririninieneneneetetetetee ettt — — — —
(51) (177) 126 71.2
OPETALING EXPEIISES ..nveurenrenreneetietteieeteetestestestesbeseest e e se s esteateseebeebesbesbesbeebesbeseensenee 52 844 (792) (93.8)
Profit (1088) BEfOre taX .......ccveieuiriiiieiieiiiinceeeeceeteee e $ (103) $(1,021) § 918 89.9 %

Increase (Decrease)

Nine Months Ended September 30, 2013 2012 Amount %
(in millions)
NEt INETESE BXPEIISE...c.vvervivirinirtenietetetertetertetertete sttt steeesaesesteseebestereseebeseebesaenesaenens $ GH$ @3S 3) O.N%
Gain (loss) on own fair value option debt attributable to credit spread .................. (52) (269) 217 80.7
Other operating iNCOME (L0SS) «...c.eeueeuieuiririiriiie ettt 42 35 7 20.0
Total operating inComMe (10SS) .......ceerueririririneninteeeteteteteee e (44) (265) 221 83.4
Loan impairment Chares .........cceeuieriierieiiieeieeieesre ettt s veesee e seneeve e — — — —
(44) (265) 221 83.4
OPETALING EXPEIISES .....veueenieneenienieueeueeseeteateseeatestessessensesenseneenseneeseeseaseeseaseasessessensenes 138 1,628 (1,490) (91.5)
Profit (10SS) DEfOre taX ......c.ooueuiiiiiiiieiiicieee e $ (182) $(1,893) $ 1,711 90.4 %

Profit (loss) before tax improved $918 million and $1.7 billion during the three and nine months ended September 30, 2013,
respectively, driven largely by an expense accrual related to certain regulatory matters totaling $800 million and $1.5 billion
recorded in the three and nine months ended September 30, 2012, respectively, that did not re-occur. Excluding the impact of this
item on both prior year periods, profit (loss) before tax improved $118 million and 211million during the three and nine month
periods ended September 30, 2013, respectively. The improvement in both periods was primarily due to improvements in revenue
associated with changes in fair value attributable to credit spread of our own debt for which fair value option was elected.

Reconciliation of Segment Results As previously discussed, segment results are reported on an IFRSs basis. See Note 15,
“Business Segments,” in the accompanying consolidated financial statements for a discussion of the differences between IFRSs
and U.S. GAAP. For segment reporting purposes, intersegment transactions have not been eliminated, and we generally account
for transactions between segments as if they were with third parties. Also see Note 15, “Business Segments,” in the accompanying
consolidated financial statements for a reconciliation of our IFRSs segment results to U.S. GAAP consolidated totals.

Credit Quality

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

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

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

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

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

For pools of homogeneous consumer loans which do not qualify as troubled debt restructures, probable losses are estimated using
a roll rate migration analysis that estimates the likelihood that a loan will progress through the various stages of delinquency, or
buckets, and ultimately charge-off based upon recent historical performance experience of other loans in our portfolio. This
migration analysis incorporates estimates of the period of time between a loss occurring and the confirming event of its charge-
off. This analysis considers delinquency status, loss experience and severity and takes into account whether loans have filed for
bankruptcy, have been re-aged or are subject to an external debt management plan, hardship, modification, extension or deferment.
The allowance for credit losses on consumer receivables also takes into consideration the loss severity expected based on the
underlying collateral, if any, for the loan in the event of default based on historical and recent trends which are updated monthly
based on a rolling average of several months' data using the most recently available information and is typically in the range of
25-40 percent for first lien mortgage loans and 90-100 percent for second lien home equity loans. At September 30, 2013,
approximately 1 percent of our second lien mortgages where the first lien mortgage is held or serviced by us and has a delinquency
status of 90 days or more delinquent, were less than 90 days delinquent and not considered to be a troubled debt restructure or
already recorded at fair value less costs to sell.

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

Our allowance for credit losses methodology and our accounting policies related to the allowance for credit losses are presented
in further detail under the caption “Critical Accounting Policies and Estimates” and in Note 2, “Summary of Significant Accounting
Policies and New Accounting Pronouncements,” in our 2012 Form 10-K. Our approach toward credit risk management is
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summarized under the caption “Risk Management” in our 2012 Form 10-K. There have been no material revisions to our policies
or methodologies during the first half of 2013.

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

September 30, June 30, December 31,

2013 2013 2012
(dollars are in millions)
Allowance for credit I0SSeS ..............ccooieiiiiiiriieieieee et $ 595 $ 605 § 647
Ratio of Allowance for credit losses to:
Loans:"
COMIMETCIAL ...eevtieiieeie ettt ettt et e te et e et e esteesebe e taeeabeebaeesseenseesssaenseessseenseensses 6% .6% %
Consumer:
Residential MOTtGAZES .....ccvevveveieieieieiieeeieeee ettt 1.0% 1.2% 1.4%
Home equity MOTEZAZES .....coveveuienieieiieiieieeieet ettt 3.2% 2.4% 1.9%
Credit card 1eCeIVADIES. .......ieuieeieciiecieeie ettt sre et e e be e e ae e beesaeesee e 5.3% 5.2% 6.7%
Other CONSUMET 10ANS ......eovieeieiieieeieiercee sttt esteeaesaeeaesseeseenees 2.4% 2.3% 3.3%
Total CONSUMET LOANS ....veeviieiieciieciie et ettt ettt e ebeesteesebeebeeeaeereessaeensee e 1.5% 1.6% 1.7%
1] USROS 9% 9% 1.0%
Net charge-offs"®:

COMMETCIAL....etieiieiieieeieie ettt ettt eae s te st et e esa e beess e teessenseensesseensesseensennnes * * 173.2%
COMSUIMICT ...veeeveeeiiesiieeteeetteeteeetteebeestaeesseestaeenseeseesssaeseessseesseessseenseaasseenseesssennseees 122.6% 225.0 129.9
1] USROS 234.0% 504.2% 148.1%

Nonperforming loans'":
COMMETCIAL....eteeiieiieieeiieie ettt ettt e s e e see e e e sa e beess e seessesseensesseensesseensennnes 142.9% 117.7% 63.4%
COMSUITIET ...vviveeeteeteeareeteeteeteeteeseeeteesesseessesseessesssesseesseseessateesseeseensesseensessseseesnas 24.7 26.9 28.2
1] 1 TSRS 43.7% 43.4% 38.7%

*  Not meaningful.
M Ratios exclude loans held for sale as these loans are carried at the lower of cost or fair value.
@ Quarter-to-date net charge-offs, annualized.

See Note 6, "Allowance for Credit Losses," in the accompanying consolidated financial statements for a rollforward of credit
losses by general loan categories for the three months and nine months ended September 30, 2013 and 2012.

The allowance for credit losses at September 30, 2013 decreased $10 million, or 2 percent as compared with June 30, 2013 and
decreased $52 million, or 8 percent as compared with December 31,2012. The decrease since June 30, 2013 was driven by lower
allowance levels in our consumer loan portfolio reflecting lower loss estimates in our residential mortgage loan portfolio due to
continued improvements in credit quality as discussed below, partially offset by a modest increase in the allowance for commercial
loans driven largely by an increase in the allowance driven from a specific provision associated with a single corporate banking
customer relationship and a higher allowance for certain portfolio risk factors, partially offset by improved credit quality. The
decrease from December 31, 2012 was due to lower loss estimates in both our commercial and consumer loan portfolios. Our
commercial allowance for credit losses decreased $4 million in the first nine months of 2013 due to reductions in certain loan
exposures including the charge-off of a single client relationship and continued improvements in economic conditions which led
to lower levels of non-performing loans and criticized assets. These reductions were partially offset by higher allowances for
certain portfolio risk factors associated primarily with large loan exposure and the specific provision relating to a single customer
relationship discussed above. Our consumer allowance for credit losses decreased $48 million in the first nine months of 2013,
driven primarily by lower loss estimates in our residential mortgage loan portfolio due to continued improvements in credit quality
including lower delinquency levels on accounts less than 180 days contractually delinquent and improvements in loan delinquency
roll rates. Our residential mortgage loan allowance for credit losses in all periods reflects consideration of certain risk factors
relating to trends such as recent portfolio performance as compared with average roll rates and economic uncertainty, including
housing market trends and foreclosure timeframes. Also contributing to the decrease was lower loss estimates in our credit card
portfolio due to improvements in credit quality including improved loan delinquency roll rates. Reserve levels for all consumer
loan categories however continue to be impacted by the slow pace of the economic recovery in the U.S. economy, including
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elevated unemployment rates and, as it relates to residential mortgage loans, a housing market which is in the early stages of
recovery.

The allowance for credit losses as a percentage of total loans at September 30, 2013 remained flat compared with June 30, 2013
and decreased compared with December 31, 2012 for the reasons discussed above.

The allowance for credit losses as a percentage of net charge-offs decreased as compared with June 30, 2013 due to higher dollars
of residential mortgage charge-offs as explained more fully below, as well as higher dollars of commercial loan net charge-offs,
while total allowance levels declined. The allowance for credit losses as a percentage of net charge-offs increased as compared
with December 31, 2012 largely due to lower net charge-offs in both our commercial and consumer portfolios as the decline
outpaced the decrease in the allowance.

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

% of % of % of
Loans to Loans to Loans to
Total Total Total
Amount Loans® Amount Loans" Amount Loans"
September 30, 2013 June 30, 2013 December 31, 2012
(dollars are in millions)
CommErcial® .........co.ooveieeeeeeeeeeeeee e $ 313 71.6% $ 299 709% $ 317 69.8%
Consumer:
Residential MOTtgages ........cooveruerierieeieniieierieee e 158 23.2 196 237 210 243
Home equity MOItZages ......ccvevveeveriieieniieieneieiesieeeeseeeaesenenaesenes 66 3.1 52 33 45 3.7
Credit card reCeIVADIES .....cooeeeeeeeeeeeeeeeeeeeeeeeeeee e 45 13 45 13 55 1.3
Other CONSUMET ......vviivieiiieiieeiee ettt ettt eere e eve e aae e 13 8 13 8 20 0.9
Total CONSUMET ........vveeieiieeetie e e 282 28.4 306 29.1 330 30.2

TOtAL . $ 595 100.0% $ 605 100.0% $ 647 100.0%

(]
2

Excluding loans held for sale.

See Note 6, "Allowance for Credit Losses" for components of the commercial allowance for credit losses.

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

Reserves for Off-Balance Sheet Credit Risk We also maintain a separate reserve for credit risk associated with certain off-balance
sheet exposures, including letters of credit, unused commitments to extend credit and financial guarantees. This reserve, included
in other liabilities, was $68 million, $63 million and $139 million at September 30, 2013, June 30, 2013 and December 31, 2012,
respectively. The related provision is recorded as a component of other expense within operating expenses. The increase in off-
balance sheet reserves at September 30, 2013 as compared with June 30, 2013 reflects new customer activity and higher estimated
exposures on certain facilities, while the decrease since December 31,2012 largely reflects the impact of an upgrade to an individual
monoline which resulted in an improvement to our expectation of cash flows from an off-balance sheet liquidity facility and the
consolidation of a previously unconsolidated commercial paper VIE in the second quarter of 2013 which resulted in the
reclassification of $61 million of this reserve to held-to-maturity investment securities on our balance sheet. Off-balance sheet
exposures are summarized under the caption “Off-Balance Sheet Arrangements, Credit Derivatives and Other Contractual
Obligations” in this MD&A.
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Delinquency The following table summarizes dollars of two-months-and-over contractual delinquency and two-months-and-over
contractual delinquency as a percent of total loans and loans held for sale (“delinquency ratio™):

September 30, June 30, December 31,
2013 2013 2012

(dollars are in millions)

Delinquent loans:

COMIMETCIAL. ...ttt ettt et ettt ee et s te st ete s ete et eesesessesessereseresna $ 153 § 197 § 339
Consumer:
Residential MOrtgages') ...........coo.ovevviveeeeeeeeeeeee e 1,221 1,170 1,233
HOME eqUIty MOTEZAZES ....veveiieieieeieiieeieieit ettt ettt sttt eee e e eee e 75 77 75
Total residential MOTtZAZEs™ ...........coovveiveeeeeeeeeeeeeeeee e 1,296 1,247 1,308
Credit card 1eCeIVADIES ......cveecvieiiieieeeie ettt a e eeae s 18 15 21
OthET CONSUIMIET ....uvieieniieiietieieeteete et eteetesteetesteesaesseessesseenseeseessenssenseeseesessaessennses 28 26 30
TOtAl CONSUMET ......vieeiieirieciieeteecte ettt et e e et e st e e beesabeebeesaaeesseessseenseesssaesseenssean 1,342 1,288 1,359
TOTAL .ttt ettt ettt ettt ettt ettt ettt as et et ettt e st e b etesaete et ets et eeseressebeesere e ereaeas $ 1,495 $ 1485 § 1,698
Delinquency ratio:
COMIMETCIAL ..ottt ettt et st e et e e sbesseense st eenseeseenseeneanseeneenseennas 32% 42% 76%
Consumer:
Residential MOTtZAZES ......c.evverieieieieieiieteceter sttt 7.70 7.26 7.78
Home equity MOTtZAZES .....ccvevveeeieieiieiieieiteiee ettt 3.61 3.55 3.23
Total residential MOTtGAZEs™ ............cooooveeveveeeeeeeeeeeeeeeeeeeeeeee e 7.23 6.82 7.20
Credit card 1€CeIVADIES .....ccveeiieiiieieecie ettt n 2.10 1.75 2.58
(0851 70701 11111 USRS 4.65 4.08 4.25
TOtAl CONSUMET .....uvieeieeiieciie et ecite et eete et et e et e sebeebeesebeeaeessbeebeessseenseesssaensnennsean 6.92 6.51 6.92
1] 1 USRS 2.21% 2.21% 2.64%

M At September 30, 2013, June 30, 2013 and December 31, 2012, residential mortgage loan delinquency includes $1.1 billion, $1.1 billion and $1.0 billion,
respectively, of loans that are carried at the lower of amortized cost or fair value of the collateral less costs to sell, including $29 million, $33 million and
$39 million, respectively, relating to loans held for sale.

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

September 30, June 30, December 31,
2013 2013 2012

(dollars are in millions)

Dollars of delinquent loans:

INEETESE-ONLY L0ANS ...ttt ettt nans $ 66 $ 68 $ 87
ARM LOINS ..ottt ettt stttk a ettt 315 338 356
Delinquency ratio:

INLETESt-ONLY 1OANS .. .viviiiieiieteieee ettt et b e sse e eseesebeneeneenen 1.79% 1.78% 2.18%
ARM LOINS ..ottt ettt stttk a ettt 2.97 3.19 3.43

Compared with June 30, 2013, our two-months-and-over contractual delinquency ratio remained flat as higher consumer loan
delinquency was offset by lower delinquency in our commercial loan portfolio. Our consumer loan two-month-and-over contractual
delinquency ratio at September 30, 2013 increased 41 basis points from June 30, 2013 largely due to higher levels of late-stage
residential mortgage loan delinquency while credit card delinquency declined. Residential mortgage loan delinquency levels
continue to be impacted by an elongated foreclosure process which has resulted in loans which would otherwise have been
foreclosed and transferred to REO remaining in loan account and, consequently, in delinquency. Overall consumer loan delinquency
levels also continue to be impacted by elevated unemployment levels and, as it relates to residential mortgages, a housing market
which is slowly recovering. Compared with June 30, 2013, our commercial two-months-and-over contractual delinquency ratio
decreased 10 basis points due to continued improvements in the credit quality of the portfolio and higher outstanding loan balances.

Compared with December 31, 2012, our two-months-and-over contractual delinquency ratio decreased 43 basis points as we
experienced lower delinquency levels in both our commercial and consumer loan portfolios. Our commercial loan two-months-
and-over contractual delinquency ratio decreased 44 basis points compared with December 31, 2012 due to higher outstanding
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loan balances as well as improved credit quality including reductions in certain exposures and the resolution of certain matured
loans which were in the process of refinancing or pay down at year-end. Compared with December 31, 2012, our consumer loan
two-months-and-over contractual delinquency ratio remained flat as lower residential mortgage delinquency was offset by a decline
in outstanding loan balances. The lower levels of residential mortgage loan delinquency reflect lower dollars of delinquency on
accounts less than 180 days contractually delinquent due to improvements in credit quality, including improved delinquency roll
rates, partially offset by higher late stage delinquency. Credit card delinquency also improved due to continued improvements in
economic conditions.

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

September 30,
2013

June 30, September 30,

2013

2012

(dollars are in millions)

Net Charge-off Dollars:

Commercial:
Construction and other real €State............ccevveerveiireiiriierieeieeee et $ 2 ® 3 6
Business and corporate banking...........cccceeceerereieniiiiienieeieneeieneeee e 4 8 6
GlODAl DANKING.......ccvieeiiiieieciieieeiecteee ettt ettt ettt sbesre b teensesseenns — — —
Other COMMETCIAL.......cciieiiiiiieiiece ettt eesaeenes — 4) —
Total COMMEICIAL.......eeiiieiieeiieiie ettt eereesebeeseeeeaees 6 4) 12
Consumer:
Residential MOTEZAZES .....eccvervieiieiieiieieie ettt e e eneesneennes 37 10 21
Home equity MOItGAZES. .. ...eevveiieeieiieieieetesieete e ete e ete e esseeseeseseeesseesaesseeneas 14 11 18
Total residential MOTTZAZES......ccveevieriieieiierierie ettt te et e sreebe e esseereesseseeenns 51 21 39
Credit card receivables. ........oo.ieiiiieiiiiiee et 10 12
(0331 70331 1111 1<) USROS 1 3 3
TOtAl CONSUMET .....uviieiiiirieciieetieeite ettt et et e et e st e e beesebeebeesaseebeeesseenseessseesseesasens 58 34 54
TOLAL .ttt $ 64 30 $ 66
Net Charge-off Ratio:.............cccooovviiiiiiiiii s -
Commercial:
Construction and other 1eal €StALe..........cccveerueeriierieeie e .09% (:38)% .30%
Business and corporate banking............cecceeeeriiiiniiienieee e A2 26 .20
GlObAl DANKING....cververiietiieietectetetetet ettt ettt st — — —
Other COMMETCIAL......ccueiiieieeiieiecieiee ettt ettt eeeenes — (.52) —
Total COMMETICIAL........ccvieieiieieeiieie ettt te e te b e eeeesseereeseesaesseennas .05 (.04) 12
Consumer:
Residential MOTEZAZES .....eeuvervieiiriieiieiiee ettt 93 25 .56
Home equity MOTtZaZES. .. ...eoueeiieeieiieiieie ettt 2.63 2.00 2.93
Total residential MOTtZAZES . .....ccveevieierieieeieie ettt 1.13 47 .89
Credit card receivables. ... ..c..ooiiirieieiiiiiecee ettt 2.79 4.90 5.98
Other CONSUIMET ...c..etiiiiitirteteteet ettt sttt ettt eb bbb 0.71 2.05 1.91
TOtAl COMSUIMET ...ttt ettt ettt sae e 1.19 .70 1.14
TOLAL ettt ettt et n e n et aeeae b e .38% 19 % 45%

Our net charge-off ratio as a percentage of average loans increased 19 basis points for the quarter ended September 30, 2013
compared with the quarter ended June 30, 2013, due primarily to higher levels of commercial loan charge-offs as the prior quarter
reflected net recoveries as well as higher residential mortgage loan charge-offs. The increase in residential mortgage loan charge-
offs in the current quarter primarily reflects the charge-off of $17 million of corporate advances on loans which had been largely

reserved for.

Compared with the year-ago quarter, our charge off ratio decreased 7 basis points, as the higher charge-offs in our residential
mortgage loan portfolio discussed above were more than offset by the impact of lower commercial loan charge-offs and the impact

of higher average commercial loan receivable balances due to loan growth.
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Nonperforming Assets Nonperforming assets consisted of the following:

September 30, June 30, December 31,
2013 2013 2012
(dollars are in millions)
Nonaccrual loans:
Commercial:
Real Estate:
Construction and [and LOANS...........c..oovieeiiiiiiiciieeic et $ 44 $ 47 % 104
Other 1Al ©STALE .....eovviiieiiee e e et 103 132 281
Business and corporate banking ............ceceriroeniiienieienee e 47 44 47
GlObAl DANKING. ....covteiiiiiriiriiriirtinterteeetet ettt sttt ebe s 14 18 18
Other COMMETCIAL ........oooviiiiiiiieiieceeece et e 2 5 13
Total COMMETICIAL.........cccviiiiiiiiicie et et eeve e e 210 246 463
Consumer:
Residential MOTEEAZES ....c.vevveeiiriieiieiieie et 1,020 1,013 1,038
Home equity MOTtZAZES ...ccveeiierieiieiieie ettt 85 89 86
Total residential Mortgages™® ..........coooviomeooeeeeeeeeee e, 1,105 1,102 1,124
OBNETS .ttt ettt et e bt et e et e e e tae et e e s tbeeabe e taeebeeeteeebeeaaeeareas — 5 5
Total CONSUMET LOANS ........cviiiiiiiiieieie et e e eaeee s 1,105 1,107 1,129
Nonaccrual loans held for sale ..........ccoooiiiiiiiiiiiiiceececeeeeeee e 45 50 37
Total nonaceruing loans................ccceeiiiiiieiieiit e e 1,360 1,403 1,629
Accruing loans contractually past due 90 days or more:
Commercial:
Real Estate:
Construction and [and LOANS...........c..ccveeiiiiiiieciieeie et e $ — 3 —  $ —
Other 1Al ESTALE .....ccuviivieeeiieciieeee ettt ettt e eteeete e eteeeereeeaeeens — 1 8
Business and corporate banking .........c.cceceviroeniiieninieneeeeeee — 6 28
Other COMMETCIAL .......c..oiiiiiieeie et 9 1 1
Total COMMETCIAL........c..oiiieieeeeee e 9 8 37
Consumer:
Credit card 1eCeiVabIes .......c..cceiiiieiiieiiiecieeee et 13 11 15
OtNET COMSUIMIET ......veiiuiieerieeeieeiee ettt e ettt e etteeeteeeteeeteeeteeeaeeetaeeeaeeesesereesaeeenrens 24 21 28
Total CONSUMET LOANS ........cviiieiiiieeiee e et 37 32 43
Total accruing loans contractually past due 90 days or more.......................... 46 40 80
Total nonperforming loans...................ccccoeiiiiiiiiiiice e 1,406 1,443 1,709
Other real estate OWNEd.......c.ccciiiiiiiiiieiiecie et e ve e ens 40 48 80
Total NoNPerforming assets.............c.occveviirieiiiiieni et S 1,446 $ 1,491 $ 1,789
Allowance for credit losses as a percent of nonperforming loans™: -
COMMEICIAL .....oiiiiiiiiciie e ettt e et et eeae e e eaee e eaeeean 142.92% 117.72% 63.40%
(070) 11111 1 1<) oS U ST R 24.69 26.87 28.16

M At September 30, 2013, June 30, 2013 and December 31, 2012, residential mortgage loan nonaccrual balances include $1.1 billion, $1.1 billion and $1.0

billion, respectively, of loans that are carried at the lower of amortized cost or fair value less cost to sell.

)

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

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

3)

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

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

Nonaccrual loans at September 30, 2013 decreased as compared with June 30, 2013 and December 31, 2012 due largely to lower
levels of commercial non-accrual loans. Commercial non-accrual loans decreased due to payoffs, charge-offs and customer
upgrades out of default outpacing new defaults. Our consumer nonaccrual loans remained relatively flat compared with June 30,
2013 and decreased modestly compared with December 31, 2012. The decrease from December 31, 2012 was driven by lower
nonaccrual residential mortgage loans. Residential mortgage loan nonaccrual levels however continue to be impacted by an
elongated foreclosure process as previously discussed. Accruing loans past due 90 days or more increased modestly since June
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30, 2013 due to higher levels of credit card and other consumer receivables but decreased compared with December 31, 2012
driven by lower commercial loan balances due to the resolution of certain loans which were refinanced in early 2013 at market
rates.

Our policies and practices for problem loan management and placing loans on nonaccrual status are summarized in Note 2,
“Summary of Significant Accounting Policies and New Accounting Pronouncements,” in our 2012 Form 10-K.

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

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

September 30, June 30, December 31,
2013 2013 2012

(in millions)

Impaired commercial loans:

Balance at end of PEriod..........ocveuiiviviiiiiiiiieiieeieeeteete ettt $ 602 $ 615 $ 697
Amount With IMPaIrMENt TESETVE .......cecveeriierieeiiieiieereeereeieeereesteesveesseessseessressseenses 175 282 250
IMPAITTENTE TESEIVE ....veeiitieeietieieetieeeeece et ete st ete st et e st e e steete et e eneeeneeseeneenseeneenseeneas 58 38 96

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

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

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

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

The following table summarizes criticized loans.

September 30, June 30, December 31,
2013 2013 2012

(in millions)

Special mention:

COMMETCIAL JOANS ..ottt ettt eae et sas s $ 1,295 §$ 909 $ 1,125
Substandard:

COMMETCIAL LOANS .....viivieeiieiiecie ettt ettt e eve e b e ebeeseaeereesseeesbeessneennas 823 818 916

CONSUMET LOANS.......coouviiieeiie et ee e et e et e eeaeeeeeneeeeeaeeeenaeeeesaneeennes 1,028 1,005 1,031

Total SUDSTANAATA ........oiiieiiiiiie ettt ee e et eeesaaeeeeaes 1,851 1,823 1,947
Doubtful:

ComMMETCIAL J0ANS .....eeiiiiieiiieiieiieeeie ettt ettt sbeeseebeesaenseees 52 36 117
TOMAL ..ttt ettt et ettt bbbt e b e te et e erb e beereeeaeeraeereenreeaaas $ 3,198 $ 2,768 $ 3,189
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The overall increases in criticized loans since June 30, 2013 resulted primarily due the addition of 6 special mention commercial
loans in the third quarter of 2013 as a result of a regulatory shared national credit review.

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

Our loan portfolio includes the following types of loans:

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

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

The following table summarizes the balances of interest-only and ARM loans in our loan portfolios, including certain loans held
for sale, at September 30, 2013 and December 31, 2012, respectively. Each category is not mutually exclusive and loans may
appear in more than one category below.

September 30, December 31,

2013 2012
(in billions)
Interest-only residential mortgage loans $ 37 $ 4.0
ARM 0BS5S ..o 10.6 10.4

(M ARM loan balances above exclude $16 million and $19 million of subprime residential mortgage loans held for sale at September 30, 2013 and December 31,
2012, respectively. In 2013 and 2014, approximately $61 million and $284 million, respectively, of the ARM loans will experience their first interest rate
reset.

The following table summarizes the concentrations of first and second liens within the outstanding residential mortgage loan
portfolio. Amounts in the table exclude residential mortgage loans held for sale of $130 million and $472 million at September
30,2013 and December 31, 2012, respectively.

September 30, December 31,
2013 2012

(in millions)

Closed end:

Firstlien ........ccccevveeee. . $ 15,720 $ 15,371

Second lien 146 186
Revolving:

SECOMNA TIEM ...ttt ettt e b et b et e s et e e sae et e saeeaeenean 1,941 2,138
TORAL ..o e s e e eeeeees $ 17,807 $ 17,695
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Geographic Concentrations The following table reflects regional exposure at September 30, 2013 for certain loan portfolios .

Commercial
Construction and Residential Credit
Other Real Mortgage Card
Estate Loans Loans Receivables
INEW YOIK StAte.....cooouviiiieieieiieeeeeeee et 39.1% 33.8% 56.6%
North Central United States.......ccoovvviieiiieiiiieeeeiiieeeeeeeeeeee e 4.5 6.0 3.7
North Eastern United States, excluding New York State...........ccccvevennnne. 10.5 9.4 12.3
Southern United StAtes .....cc.vvviiiiiiiiiiieeieceeee e 23.1 15.3 13.8
Western United States.........coovieivviiiieiiiieeeeeeeee et 22.8 35.5 11.3
ONETS .t e et e e e e et ae e e e e senaareeesseeaaaeeeesennnees — — 2.3
0] 7: ) TR 100.0% 100.0% 100.0%

Exposures to Certain Countries in the Eurozone There have been no significant changes to our exposures to the countries of
Greece, Ireland, Italy, Portugal and Spain from the amounts disclosed in our 2012 Form 10-K under caption “Credit Quality”.

Credit Risks Associated with Derivative Contracts There have been no significant changes to our credit risk associated with
derivative contracts from the amounts disclosed in our 2012 Form 10-K under caption “Credit Quality”. See Credit Risk
Management section of "Risk Management" in this MD&A for further information on credit risks associated with derivative
contracts.

Liquidity and Capital Resources

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

During the first nine months of 2013, marketplace liquidity continued to remain available for most sources of funding except
mortgage securitization. However credit spreads continue to be impacted by concerns regarding government spending and the
budget deficit as well as beginning in the second quarter of 2013, concern that the Federal Reserve would begin to slow its
quantitative easing program later this year ifthe economy continues to strengthen. These concerns subsided to a degree in September
when the Federal Reserve announced its bond buying program would continue at current levels. The combination of these factors
has caused long-term interest rates to rise in 2013. The prolonged period of low interest rates also continues to put pressure on
spreads earned on our deposit base.

On June 27,2013, HSBC and HBUS submitted an initial resolution plan jointly to the FRB and the FDIC as required under Dodd-
Frank and a rule issued by those bank regulators relating to the resolution of bank holding companies with assets of $50 billion
or more and a FDIC rule relating to the resolution of insured depository institutions with assets of $50 billion or more.

Interest Bearing Deposits with Banks totaled $29.9 billion and $13.3 billion at September 30, 2013 and December 31, 2012,
respectively, which includes $27.3 billion and 10.7 billion, respectively, held with the Federal Reserve Bank. Balances will fluctuate
from year to year depending upon our liquidity position at the time and our strategy for deploying such liquidity.

Securities Purchased under Agreements to Resell totaled $2.2 billion and $3.1 billion at September 30, 2013 and December 31,
2012, respectively. Balances will fluctuate from year to year depending upon our liquidity position at the time and our strategy
for deploying such liquidity.

Short-Term Borrowings totaled $19.5 billion and $14.9 billion at September 30, 2013 and December 31, 2012, respectively. See
“Balance Sheet Review” in this MD&A for further analysis and discussion on short-term borrowing trends.

Deposits totaled $112.9 billion and $117.7 billion at September 30, 2013 and December 31, 2012, respectively. See “Balance
Sheet Review” in this MD&A for further analysis and discussion on deposit trends.
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Long-Term Debt increased to $22.2 billion at September 30, 2013 from $21.7 billion at December 31, 2012. The following table
presents the maturities of long-term debt at September 30, 2013, including secured financings and conduit facility renewals.

(in millions)

0 USRS $ 216
20T ettt ettt ettt ettt bttt e bt et e b e e aeteer b e tten b e taenbeesten b e et e e beeR e e heeRteeaeenaeeheenbe st enbeestenbeesaenseeseenreenes 3,817
20 LSttt ettt ettt te et e ate e teateetbeate e beateeabeett e beeat e bt eateeteerteareerbeateenteateenbeetseabeetseteersereenes 4,211
SRR 1,449
2007 ettt ettt ettt bt e beeta e bt e st e b e eRae bt er b e tten b e st en s e et s enbeett e beeR e e heeRteeaeenbeeReenbeestenbeestenbeeseenseeseenreenes 1,865
N 0TS (=221 L RPN 10,593
TOTAL ...ttt ettt e b e e e b e et e e tb e e beeeate e teeetbeebeeatbeebeeatbe e bt eetbeebeeerbeebeestbeebeentseebeeeareenres $ 22,151

The following table summarizes issuances and retirements of long-term debt during the nine months ended September 30, 2013
and 2012:

Nine Months Ended September 30, 2013 2012

(in millions)
LONG-tEIM AEDE ISSUC.......eeuieeieiieiiitiitieteeie ettt ettt ettt sttt eebesbe st e b et esaesseseeseeseeseeseeseesessessesensensansas $ 4,630 $§ 5354
Long-term debt TEHIEA .......eocvieiieiieiieie ettt ettt e st e aessaessessaesseessesseessaeseensessaensenns (3,941) (1,936)
Net 10nZ-term debE ISSUE .....vviviiieiieiieieteiee ettt s et b et betese s s ebeseseesesesnsenas $ 689 § 3418

Under our shelf registration statement on file with the Securities and Exchange Commission, we may issue debt securities or
preferred stock. The shelf has no dollar limit, but the amount of debt outstanding is limited by the authority granted by the Board
of Directors. At September 30, 2013, we were authorized to issue up to $21 billion, of which $8.2 billion was available. HSBC
Bank USA also has a $40 billion Global Bank Note Program of which $15.9 billion was available at September 30, 2013.

As a member of the New York Federal Home Loan Bank (“FHLB”), we have a secured borrowing facility which is collateralized
by real estate loans and investment securities. At September 30,2013 and December 31,2012, long-term debt included $1.0 billion
under this facility. The facility also allows access to further borrowings of up to $5.5 billion based upon the amount pledged as
collateral with the FHLB.

Preferred Equity See Note 20, “Preferred Stock,” in our 2012 Form 10-K for information regarding all outstanding preferred
share issues.

Common Equity During the first nine months of 2013, we did not receive any cash capital contributions from HNAI. During the
first nine months of 2013, we did not make any capital contributions to our subsidiary, HSBC Bank USA.

Selected Capital Ratios Capital amounts and ratios are calculated in accordance with current banking regulations. In managing
capital, we develop targets for Tier 1 capital to risk weighted assets, Tier | common equity to risk weighted assets, Total capital
to risk weighted assets and Tier 1 capital to average assets (this latter ratio, also known as the "leverage ratio"). Our targets may
change from time to time to accommodate changes in the operating environment, regulatory requirements or other considerations
such as those listed above. The following table summarizes selected capital ratios:

September 30, December 31,

2013 2012
Tier 1 capital to risk WeIZhted aSSES .....ccviviirierieiieiieieieetete ettt beseeebe e sseesaeseens 11.66% 13.61%
Tier 1 common equity to risk Weighted aSSELS........ceouirieriiriiiiiiei et 9.98 11.63
Total capital to risk Weighted aSSELS.......ccveriirieriiiieieeee e 16.30 19.52
Tier 1 capital to average assets (IEVErage ratio).......cceeverieeierieeieriieiesieeeeseeeeseessesssessesssensesssessenns 8.40 7.70
Total eqUILY 0 tOTAl ASSELS....cc.eeiiriietieiere ettt ettt ettt s e e sttt e e e e e eae 9.28 9.32

HSBC USA manages capital in accordance with the HSBC Group policy. The HNAH Internal Capital Adequacy Assessment
Process (“ICAAP”’) works in conjunction with the HSBC Group's ICAAP. HNAH's ICAAP evaluates regulatory capital adequacy,
economic capital adequacy and capital adequacy under various stress scenarios. Our initial approach is to meet our capital needs
for these stress scenarios locally through activities which reduce risk. To the extent that local alternatives are insufficient or
unavailable, we will rely on capital support from our parent in accordance with HSBC's capital management policy. HSBC has
indicated that they are fully committed and have the capacity to provide capital as needed to run operations, maintain sufficient
regulatory capital ratios and fund certain tax planning strategies.
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In June 2012, the U.S. regulators issued three joint Notices of Proposed Rulemaking ("NPRs") which would both implement many
of the capital provisions of Basel III for U.S. banking institutions and substantially revise the U.S. banking regulators' Basel I risk-
based guidelines to make them more risk sensitive. In July 2013, the U.S. banking regulators adopted a final rule which consolidates
the three NPRs released in June 2012 and implements the Basel I1] regulatory capital reforms from the Basel Committee on Banking
Supervision, and certain changes required by Dodd-Frank. The final rule establishes an integrated regulatory capital framework
to improve the quality and quantity of regulatory capital and introduces the "Standardized Approach" for risk weighted assets,
which will replace the Basel I risk-based guidance for determining risk-weighted assets as of January 1, 2015. For the largest
banking organizations, such as HSBC USA, the final rule is largely unchanged from the three NPRs and will take effect from
January 1, 2014, but with a number of the provisions being phased in through to 2019. The final rule is also largely consistent with
regard to the Standardized Approach, although it did not adopt modifications from the Basel I standards to the calculation of risk-
weighting for mortgages as proposed.

With regard to the elements of capital, the final rule will require HSBC USA to phase trust preferred securities issued prior to May
19, 2010 out of Tier 1 Capital by January 1, 2016, with 50% of these capital instruments includable in Tier 1 Capital in 2014 and
25% includable in 2015. The trust preferred securities excluded from Tier 1 Capital may be included fully in Tier 2 Capital during
those two years, but must be phased out of Tier 2 Capital by January 1, 2022. As previously noted (see “Liquidity and Capital
Resources-Long-Term Debt” in our 2012 Form 10-K), we exercised our option to call and redeem the trust preferred securities
issued by HSBC USA Capital Trust VII. We continue to consider options for redeeming other trust preferred securities issued
which total $550 million at September 30, 2013.

In connection with the final rule, the regulatory agencies provided certain information with regard to the appropriate subordination
standard for Tier 2 qualifying subordinated debt. This information represents a modification of current guidance on the subordination
standards to qualify for Tier 2 regulatory capital treatment at the bank holding company level. Under the final rule, any
nonconforming Tier 2 subordinated debt issued prior to May 19, 2010 will be required to be phased out by January 1, 2016, and
issuances after May 19, 2010 will be required to be excluded from capital as of January 1,2014. We intend to review any clarifying
guidance from the regulatory agencies and assess the impact, if any, on our currently outstanding Tier 2 qualifying subordinated
debt of approximately $1.2 billion. Also under the final rule, Tier 1 capital is expected to include only noncumulative perpetual
preferred stock, in addition to common stock and the final rule removes the limitation on the amount of Tier 2 capital that may be
recognized relative to Tier 1 capital.

As previously disclosed, Advanced Approaches banking organizations such as HSBC North America and HSBC Bank USA
participate in a “parallel run” wherein they must report both their Basel I (and in 2015, their Standardized Approach) risk-based
ratios as well as their Advanced Approaches ratios to their primary federal regulator, and publicly disclose only their Basel I (or
in 2015, their Standardized Approach) ratios. Upon receiving approval to exit parallel run, Advanced Approaches banking
organizations would then publicly disclose both their risk-based and Advanced Approaches capital ratios. Although we began a
parallel run period in January 2010, it is unclear as to when approval from the appropriate regulators will be received to exit parallel
run.

The final rule has only recently been issued, is not yet in effect, and has not yet been the subject of regulatory guidance or
interpretation. We continue to review the final rule and its impact on our regulatory capital.

In August 2012, U.S. regulators published a final rule (known in the industry as Basel 2.5), that would change the U.S. regulatory
market risk capital rules to better capture positions for which the market risk capital rules are appropriate, reduce procyclicality,
enhance the sensitivity to risks that are not adequately captured under current methodologies and increase transparency through
enhanced disclosures. This final rule became effective January 1, 2013 and is reflected in our September 30, 2013 Basel I risk-
weighted asset levels. In July 2013, the U.S. banking regulators proposed changes to the Basel 2.5 rule that would conform to
changes in the final capital rules. We are currently reviewing the proposed changes to assess the impact on our regulatory capital.

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

In October 2012, the Federal Reserve Board published a final rule setting out the stress testing requirements for bank holding
companies with $50 billion or more in total consolidated assets. HSBC North America becomes subject to the rule from October
2013 and will be required to comply with the Federal Reserve Board's Comprehensive Capital Analysis and Review ("CCAR")
program for its capital plan submission in January 2014. HSBC Bank USA is also subject to stress testing requirements under
OCC rules finalized in October 2012.
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We and HSBC Bank USA are required to meet minimum capital requirements by our principal regulators. Risk-based capital
amounts and ratios are presented in Note 16, “Retained Earnings and Regulatory Capital Requirements,” in the accompanying
consolidated financial statements.

2013 Funding Strategy Our current estimate for funding needs and sources for 2013 are summarized in the following table.

Actual Estimated
January 1 October 1
through through Estimated
September 30, December 31,  Full Year
2013 2013 2013

(in billions)
Funding needs:

NEt 10N GLOWEN.....eeiiiiii et $ 78 3% 10
Long-term debt maturities — 5
Total funding NEEdS .....c..couevieriiiiiiieieiee ettt $ 12 3 3 8 15
Funding sources: -
Liquidation of short-term iNVeSMENTS ..........cccveeeuierieerienieeieeeie et sve e eeee e $ 7 9 2 3
Long-term debt ISSUANCE ........cccceuiruiririririeniintinterteseetese ettt ettt 5 1 6
Total fUNAING SOUICES ....c.veverieiiriiiiriiiiieieiet ettt ettt naenes $ 12 3 383 15

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

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

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

HSBC Bank USA is subject to significant restrictions imposed by federal law on extensions of credit to, and certain other “covered
transactions” with, HSBC USA and other affiliates. Covered transactions include loans and other extensions of credit, investments
and asset purchases, and certain other transactions involving the transfer of value from a subsidiary bank to an affiliate or for the
benefit of an affiliate. Pursuant to amendments included in Dodd-Frank, a bank's credit exposure to an affiliate as a result of a
derivative, securities lending or repurchase agreement is also subject to these restrictions. Once regulations are issued (originally
forecasted for July 2012) to implement these amendments, we may be required to change the method by which we calculate credit
exposure. A bank's transactions with its non-bank affiliates are also required to be on arm's length terms.

For further discussion relating to our sources of liquidity and contingency funding plan, see the caption “Risk Management” in
this MD&A.
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Off-Balance Sheet Arrangements, Credit Derivatives and Other Contractual Obligations

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

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

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

Balance at September 30, 2013

Over One Balance at
One Year through Over Five December 31,
or Less Five Years Years Total 2012
(in billions)

Standby letters of credit, net of participations'”..............cc........ $ 55 8§ 28 § — 3 83 § 8.4
Commercial letters of credit .........ccccoeeevieeeiieiiieeeeeeeee e 5 1 — 0.6 1.0
Credit derivatives™ .............cocoviivoeeeeeoeeeeeeeeeeeeeeee e 61.8 123.4 12.8 198.0 2375
Other commitments to extend credit:

COMMETCIAL ...oooiiiiiiiiiiiiieee e 16.4 48.4 3.4 68.2 57.7

CONSUITIET ...vvveeiieiiriieeeeceitieeeeeeeeteeeeeeeectareeeeeesraeeeeeesianreeeeeennnnes 6.7 — — 6.7 7.0
TOtAL..oeeeeeeeeeeeee e $ 909 $ 1747 $ 162 $ 2818 §$ 311.6

M Includes $862 million and $808 million issued for the benefit of HSBC affiliates at September 30, 2013 and December 31, 2012, respectively.
@ Includes $38.6 billion and $44.2 billion issued for the benefit of HSBC affiliates at September 30, 2013 and December 31, 2012, respectively.

Other Commitments to Extend Credit Other commitments to extend credit include arrangements whereby we are contractually
obligated to extend credit in the form of loans, participations in loans, lease financing receivables, or similar transactions. Consumer
commitments are comprised of certain unused MasterCard/Visa credit card lines and commitments to extend credit secured by
residential properties. We have the right to change or terminate any terms or conditions of a customer’s credit card or home equity
line of credit account, for cause, upon notification to the customer. Commercial commitments comprise primarily those related to
secured and unsecured loans and lines of credit and certain asset purchase commitments. In connection with our commercial
lending activities, we provide liquidity support to a number of multi-seller and single-seller asset backed commercial paper conduits
(“ABCP conduits”) sponsored by affiliates and third parties. See Note 17, “Variable Interest Entities,” in the accompanying
consolidated financial statements for additional information regarding these ABCP conduits and our variable interests in them.

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

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

The following tables present information on our liquidity facilities with ABCP conduits at September 30, 2013. The maximum
exposure to loss presented in the first table represents the maximum contractual amount of loans and asset purchases we could be
required to make under the liquidity agreements. This amount does not reflect the funding limits discussed above and also assumes
that we suffer a total loss on all amounts advanced and all assets purchased from the ABCP conduits. As such, we believe that this
measure significantly overstates our expected loss exposure.

Conduit Assets” Conduit Funding®
Maximum ‘Weighted ‘Weighted
Exposure Total Average Life Commercial Average Life
Conduit Type to Loss Assets (Months) Paper (Days)
(dollars are in millions)
HSBC affiliate sponsored (multi-seller)..........ccccocevvenencnnenne. $ 1917 $ 1256 13§ 1,256 14
Third-party sponsored:
SINGLE-SEIIET ... 299 4,256 37 4,036 60
TOMAL. ..o, $ 2216 $ 5512 $ 5292

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

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

1)

Average Average Credit Quality
Asset Class Asset Mix AAA AA+/AA A A—- BB/BB-
Multi-seller conduits
Debt securities backed by:
Auto loans and 1€ases .........ccceecvererieriieciesieie e 27% 53% —% —% —% —%
Trade receivables........coveveviieieniieienieieeeeee e 38 — 100 32 — —
Credit card receivables 11 — — 68 — —
Equipment 10ans...........ccccocevenenenenenieiincecnenenn 24 47 — — — —
100% 100% 100% 100% —% —%

M Credit quality is based on Standard and Poor’s ratings at September 30, 2013 except for loans and trade receivables held by single-seller conduits, which
are based on our internal ratings. For the single-seller conduits, external ratings are not available; however, our internal credit ratings were developed using
similar methodologies and rating scales equivalent to the external credit ratings.

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

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

The preceding tables do not include information on liquidity facilities that we previously provided to certain Canadian multi-seller
ABCP conduits that have been subject to restructuring agreements as part of the Montreal Accord. As part of the enhanced collateral
pool established for the restructuring, we have provided a $307 million Margin Funding Facility to a new Master Asset Vehicle,
which expires in July 2017 and is currently undrawn.

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

Fair value measurement accounting principles require a reporting entity to take into consideration its own credit risk in determining
the fair value of financial liabilities. The incorporation of our own credit risk accounted for a decrease of $24 million and increase
of $74 million in the fair value of financial liabilities during the three and nine months ended September 30, 2013, respectively,
compared with a decrease of $218 million and $331 million during the prior year periods.

Net income volatility arising from changes in either interest rate or credit components of the mark-to-market on debt designated
at fair value and related derivatives affects the comparability of reported results between periods. Accordingly, the gain (loss) on
debt designated at fair value and related derivatives during the nine months ended September 30, 2013 should not be considered
indicative of the results for any future period.

Control Over Valuation Process and Procedures We have established a control framework which is designed to ensure that fair
values are either determined or validated by a function independent of the risk-taker. See Note 19, “Fair Value Measurements” for
further details on our valuation control framework.

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

. whether the asset or liability is transacted in an active market with a quoted market price;
. the level of bid-ask spreads;

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

. whether only a few transactions are observed over a significant period of time;

. whether the pricing quotations vary substantially among independent pricing services;

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

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

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

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

Level 2 derivative instruments are generally valued based on discounted future cash flows or an option pricing model adjusted for
counterparty credit risk and market liquidity. The fair value of certain structured derivative products is determined using valuation
techniques based on inputs derived from observable benchmark index tranches traded in the OTC market. Appropriate control
processes and procedures have been applied to ensure that the derived inputs are applied to value only those instruments that share

133



HSBC USA Inc.

similar risks to the relevant benchmark indices and therefore demonstrate a similar response to market factors. In addition, a
validation process has been established, which includes participation in peer group consensus pricing surveys, to ensure that
valuation inputs incorporate market participants' risk expectations and risk premium.

Level 3 inputs are unobservable estimates that management expects market participants would use to determine the fair value of
the asset or liability. That is, Level 3 inputs incorporate market participants' assumptions about risk and the risk premium required
by market participants in order to bear that risk. We develop Level 3 inputs based on the best information available in the
circumstances. As of September 30, 2013 and December 31, 2012, our Level 3 instruments included the following: collateralized
debt obligations (“CDOs”) for which there is a lack of pricing transparency due to market illiquidity, certain structured deposits
as well as certain structured credit and structured equity derivatives where significant inputs (e.g., volatility or default correlations)
are not observable, credit default swaps with certain monoline insurers where the deterioration in the creditworthiness of the
counterparty has resulted in significant adjustments to fair value, U.S. subprime mortgage loans and subprime related asset-backed
securities, mortgage servicing rights, and derivatives referenced to illiquid assets of less desirable credit quality. See Note 19, "Fair
Value Measurements" in the accompanying consolidated financial statements for additional information on Level 3 inputs.

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

Transfers Between Level 1 and Level 2 Measurements During the nine months ended September 30, 2013 and 2012, there were
no transfers between Level 1 and Level 2 measurements.

Level 3 Measurements The following table provides information about Level 3 assets/liabilities in relation to total assets/liabilities
measured at fair value as of September 30, 2013 and December 31, 2012.

September 30, December 31,

2013 2012

(dollars are in millions)
LeVel 3 aSSetS ) ... $ 3324 § 4701
Total assets measured at fair VAIUE .........o.oo. oot 148,180 185,040
LeVel 3 HHADIIITIES ....cveruiitietirieriete ettt ettt ettt ebe e st sae st nbe e 3,848 3,854
Total liabilities measured at fair VAIUE™" ..........oo oot 96,470 111,607
Level 3 assets as a percent of total assets measured at fair value ...........coccoeeeevireiinienineeeee 2.2% 2.5%
Level 3 liabilities as a percent of total liabilities measured at fair value ...........coccoeveeeiereecieneeieenene 4.0% 3.5%

O]
2

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

Includes $3.2 billion of recurring Level 3 assets and $132 million of non-recurring Level 3 assets at September 30, 2013. Includes $4.5 billion of recurring
Level 3 assets and $222 million of non-recurring Level 3 assets at December 31, 2012.

) Includes $147.6 billion of assets measured on a recurring basis and $616 million of assets measured on a non-recurring basis at September 30, 2013. Includes

$184.1 billion of assets measured on a recurring basis and $968 million of assets measured on a non-recurring basis at December 31, 2012.

Significant Changes in Fair Value for Level 3 Assets and Liabilities

Derivative Assets and Counterparty Credit Risk We have entered into credit default swaps with monoline insurers to hedge our
credit exposure in certain asset-backed securities and synthetic CDOs. We made $42 million positive and $6 million positive credit
risk adjustments to the fair value of our credit default swap contracts during the nine months ended September 30, 2013 and 2012,
respectively, which is reflected in trading revenue. We have recorded a cumulative credit adjustment reserve of $76 million and
$136 million against our monoline exposure at September 30, 2013 and December 31, 2012, respectively. The fair value of our
monoline exposure net of cumulative credit adjustment reserves equaled $279 million and $534 million at September 30, 2013
and December 31, 2012, respectively. The decrease since December 31, 2012 reflects both reductions in our outstanding positions
and improvements in exposure estimates.

Loans As of September 30,2013 and December 31,2012, we have classified $48 million and $52 million, respectively, of mortgage
whole loans held for sale as a non-recurring Level 3 financial asset. These mortgage loans are accounted for on a lower of amortized
cost or fair value basis. Based on our assessment, we recorded loss of $2 million and gain of $5 million during the three and nine
months ended September 30, 2013, respectively, compared with a loss of $9 million and $12 million during the three and nine
months ended September 30, 2012, respectively. The changes in fair value are recorded as other revenues in the consolidated
statement of income (loss).

Significant Additions to and Transfers Into (Out of) Level 3 Measurements During the nine months ended September 30, 2013,
we transferred $46 million of credit derivatives from Level 2 to Level 3 as result of including specific fair value adjustments related
to certain credit default swaps. During the three and nine months ended September 30, 2013, we transferred $79 million and $366
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million, respectively, of deposits in domestic offices and $24 million and $161 million, respectively, of long-term debt, which we
have elected to carry at fair value, from Level 3 to Level 2 as a result of the embedded derivative no longer being unobservable
as the derivative option is closer to maturity and there is more observability in short term volatility. Additionally, during the three
and nine months ended September 30, 2013, we transferred $110 million and $265 million, respectively, of deposits in domestic
offices, which we have elected to carry at fair value, from Level 2 to Level 3 as aresult of a change in the observability of underlying
instruments that resulted in the embedded derivative being unobservable.

During the three and nine months ended September 30, 2012, we transferred $370 million of credit derivatives from Level 3 to
Level 2 as a result of a qualitative analysis of the foreign exchange and credit correlation attributes of our model used for certain
credit default swaps. In addition, the three and nine months ended September 30, 2012, we transferred $132 million and $607
million, respectively, of deposits in domestic offices, which we have elected to carry at fair value, from Level 3 to Level 2 as a
result of the embedded derivative no longer being unobservable as the derivative option is closer in maturity and there is more
observability in short term volatility.

See Note 19, “Fair Value Measurements,” in the accompanying consolidated financial statements for information on additions to
and transfers into (out of) Level 3 measurements during the three and nine months ended September 30, 2013 and 2012 as well
as for further details including the classification hierarchy associated with assets and liabilities measured at fair value.

Assets Underlying Asset-backed Securities The following tables summarize the types of assets underlying our asset-backed
securities as well as certain collateralized debt obligations held as of September 30, 2013:

Asset-backed securities:

Commercial
Mortgages Alt-A Subprime
Priorto  2006to  Priorto 2006to  Priorto 2006 to
Year of Issuance: Total 2006 Present 2006 Present 2006 Present
(in millions)
Rating of securities:"
Collateral type:
AAA Commercial mortgages .............cococeevevevereuerennn. $ 135§ 51 % 84 § —  $ — 3 — —
Residential mortgages............cccoceeeveveereveeenennnn $ 94 — — 90 — 4 —
Total AAA. 229 51 84 90 — 4 —
AA Residential mortgages............cccooveveveeeveverennnenn. 2 — — 2 — — —
Total AA ..o 2 — — 2 — — —
A Residential mortgages...............cccccevevevevernennee. 76 — — 12 — 64 —
Home equity 10ans ..........cccooeeeevenneneiecnenee 100 — — — 100 — —
Total Ao 176 — — 12 100 64 —
BBB Residential mortgages..............cocoeeveveeennennne. 9 — — 9 — — —
Other ...t 103 — — 103 — — —
Total BBB............ . 112 — — 112 — — —
CCcC Home equity 1oans ..............ccccoooevevevererererennnne. 130 — — — 130 — —
Residential mortgages............cccceevevveeerecveeenennnn 4 — — — — — 4
Total CCC...iiiieeeieeeeee s 134 — — — 130 — 4
Unrated Residential mortgages 1 — — 1 — — —

Collateralized debt obligations and student loan asset-backed securities:

Total A or Higher BBB
(in millions)
Rating of securities:" Collateral type:
Collateralized debt obligations.............ccccereeernnen. 245 _ 245
Student LOAnS .....veveeeveeeiieee et eeeeeeee e 74 74 _
$ 319§ 74 245
Total asset-backed securities...........ccoceverurreenennen. $ 974

M We utilize Standard & Poor's ("S&P") as the primary source of credit ratings in the tables above. If S&P ratings are not available, ratings by Moody's and Fitch
are used, in that order. Ratings for collateralized debt obligations represent the ratings associated with the underlying collateral.
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Effect of Changes in Significant Unobservable Inputs The fair value of certain financial instruments is measured using valuation
techniques that incorporate pricing assumptions not supported by, derived from or corroborated by observable market data. The
resultant fair value measurements are dependent on unobservable input parameters which can be selected from a range of estimates
and may be interdependent. Changes in one or more of the significant unobservable input parameters may change the fair value
measurements of these financial instruments. For the purpose of preparing the financial statements, the final valuation inputs
selected are based on management's best judgment that reflect the assumptions market participants would use in pricing similar
assets or liabilities.

The unobservable input parameters selected are subject to the internal valuation control processes and procedures. When we
perform a test of all the significant input parameters to the extreme values within the range at the same time, it could result in an
increase of the overall fair value measurement of approximately $44 million or a decrease of the overall fair value measurement
of approximately $54 million as of September 30, 2013. The effect of changes in significant unobservable input parameters are
primarily driven by mortgage servicing rights, certain asset-backed securities including CDOs, and the uncertainty in determining
the fair value of credit derivatives executed against monoline insurers.

Risk Management

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

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

. Liquidity risk is the potential that an institution will be unable to meet its obligations as they become due or fund its
customers because of inadequate cash flow or the inability to liquidate assets or obtain funding itself;

. Interest rate risk is the potential impairment of net interest income due to mismatched pricing between assets and
liabilities as well as losses in value due to rate movements;

. Market risk is the risk that movements in market risk factors, including foreign exchange rates and commodity prices,
interest rates, credit spreads and equity prices, will reduce HSBC USA’s income or the value of its portfolios;

. Operational risk is the risk of loss resulting from inadequate or failed internal processes, people, or systems, or from
external events (including legal risk but excluding strategic and reputational risk);

. Compliance risk is the risk that we fail to observe the letter and spirit of all relevant laws, codes, rules, regulations,
regulatory requirements and standards of good market practice, and incur fines and penalties and suffer damage to
our business as a consequence;

. Fiduciary risk is the risk of breaching fiduciary duties where we act in a fiduciary capacity as trustee, investment
manager or as mandated by law or regulation.

. Reputational risk is the risk arising from a failure to safeguard our reputation by maintaining the highest standards
of conduct at all times and by being aware of issues, activities and associations that might pose a threat to the reputation
of HSBC locally, regionally or internationally;

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

. Security and Fraud risk is the risk to the business from terrorism, crime, incidents/disasters, and groups hostile to
HSBC interests;
. Model risk is the risk of incorrect implementation or inappropriate application of models. Model risk occurs when

a model does not properly capture risk(s) or perform functions as designed; and

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

See “Risk Management” in MD&A in our 2012 Form 10-K for a more complete discussion of the objectives of our risk management
system as well as our risk management policies and practices. Our risk management process involves the use of various simulation
models. We believe that the assumptions used in these models are reasonable, but actual events may unfold differently than what
is assumed in the models. Consequently, model results may be considered reasonable estimates, with the understanding that actual
results may vary significantly from model projections.
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Credit Risk Management Credit risk is the potential that a borrower or counterparty will default on a credit obligation, as well
as the impact on the value of credit instruments due to changes in the probability of borrower default. Credit risk includes risk
associated with cross-border exposures. There have been no material changes to our approach towards operational risk since
December 31, 2012. See "Risk Management" in MD&A in our 2012 Form 10-K for a more complete discussion of our approach
to credit risk.

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

. loan portfolios;

. investment portfolios;

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

. treasury instruments, such as interest rate swaps which, if more valuable today than when originally contracted, may

represent an exposure to the counterparty to the contract.

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

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

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

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

e current market events or trends;

*  country risk;

*  maturity and liquidity of contracts;

«  credit worthiness of the counterparties in the transaction;

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

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

and, therefore, allow for reductions of risk-weighted assets when netting requirements have been met. As a result, risk-weighted
amounts for regulatory capital purposes are a portion of the original gross exposures.

The risk exposure calculated in accordance with the risk-based capital guidelines potentially overstates actual credit exposure
because the risk-based capital guidelines ignore collateral that may have been received from counterparties to secure exposures;
and the risk-based capital guidelines compute exposures over the life of derivative contracts. However, many contracts contain
provisions that allow us to close out the transaction if the counterparty fails to post required collateral. In addition, many contracts
give us the right to break the transactions earlier than the final maturity date. As a result, these contracts have potential future
exposures that are often much smaller than the future exposures derived from the risk-based capital guidelines.
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September 30, December 31,
2013 2012

(in millions)

Risk associated with derivative contracts:

Total CTedit TISK EXPOSUIE. ... .eetietietietiett ettt ettt ettt ettt et ea et eate s bt et e sbeemeesbeenaesbeeneeaneans $ 38,975 § 41,248
Less: collateral held against EXPOSUIE ........ccueveieieieiiirientirieste sttt ettt ettt sbe e sae 4,921 7,530
INEt Credit TISK EXPOSUIE ......eieeieiiieieie ettt ettt ettt et bt et s bt et s bt et eeeenbeeaeenbeenes $ 34,054 $ 33,718

Liquidity Risk Management There have been no material changes to our approach towards liquidity risk management since
December 31, 2012. See “Risk Management” in MD&A in our 2012 Form 10-K for a more complete discussion of our approach
to liquidity risk. Although our overall approach to liquidity management has not changed, we continue to enhance our
implementation of that approach to reflect best practices. The past few years have suggested that in a market crisis, traditional
sources of crisis liquidity such as secured lending and deposits with other banks may not be available. Similarly, the current
regulatory initiatives are suggesting banks need to retain a portfolio of extremely high quality liquid assets. Consistent with these
items, we are expanding our portfolio of high quality sovereign and sovereign guaranteed securities.

We continuously monitor the impact of market events on our liquidity positions. In general terms, the strains due to the recent
credit crisis have been concentrated in the wholesale market as opposed to the retail market (the latter being the market from which
we source core demand and time deposit accounts). Financial institutions with less reliance on the wholesale markets were in many
respects less affected by those conditions. Our limited dependence upon the wholesale markets for funding has been a significant
competitive advantage through the most recent period of financial market turmoil.

Our liquidity management approach includes increased deposits and potential sales (e.g. residential mortgage loans) in liquidity
contingency plans. As previously discussed, HSBC Finance completed the wind-down of its commercial paper program in 2012
and now relies on its affiliates, including HSBC USA to satisfy its funding needs outside of cash generated from its loan sales and
operations.

Our ability to regularly attract wholesale funds at a competitive cost is enhanced by strong ratings from the major credit ratings
agencies. The following table reflects the long and short-term debt ratings we and HSBC Bank USA maintained at September 30,
2013:

Moody’s S&P Fitch pBRs?”
HSBC USA Inc.:
Short-term bOrrowings .........ccccevevvecveveneeenenrineneneneseseneenen P-1 A-1 F1+ R-1 (middle)
Long-term/senior debt...........cccecveeierieeierieiienieeienie e sieeveeens A2 A+ AA- AA (low)
HSBC Bank USA:
Short-term DOITOWINGS .....ccvevvveiereieieriieiesieie et eeeeieeeeeeees P-1 A-1+ F1+ R-1 (middle)
Long-term/senior debt..........cccecereeienieniiieniiieneneeeee Al AA- AA- AA (low)

(1) Dominion Bond Rating Service.

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

As of September 30, 2013, there were no pending actions in terms of changes to ratings on the debt of HSBC USA or HSBC Bank
USA from any of the rating agencies.

In January 2013, the Bank for International Settlements, Basel Committee on Banking Supervision (the "Basel Committee"), issued
revised Basel III liquidity rules and HSBC North America is in the process of evaluating the Basel III framework for liquidity risk
management. The framework consists of two liquidity metrics: the liquidity coverage ratio ("LCR"), designed to be a short-term
measure to ensure banks have sufficient high-quality liquid assets to survive a significant stress scenario lasting 30 days and the
net stable funding ratio ("NSFR"), which is a longer term measure with a 12-month time horizon to ensure a sustainable maturity
structure of assets and liabilities.

In October 2013, the Federal Reserve Board, the OCC and the FDIC issued for public comment a rule to introduce a quantitative
liquidity requirement in the United States, applicable to certain large banking institutions, including HSBC North America. The
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LCR proposed by the Federal Reserve Board is generally consistent with the Basel Committee guidelines, but is more stringent
in several areas including the range of assets that will qualify as high-quality liquid assets and the assumed rate of outflows of
certain kinds of funding. Under the proposal, U.S. institutions would begin the LCR transition period on January 1, 2015 and
would be required to be fully compliant by January 1, 2017, as opposed to the Basel Committee's requirement to be fully compliant
by January 1, 2019. The Federal Reserve Board's Proposed rule does not address the NSFR requirement, which is currently in an
international observation period. Based on the results of the observation period, the Basel Committee and U.S. Banking regulators
may make further changes and the U.S. regulators are expected to issue a proposed rulemaking implementing the NSFR in advance
of its scheduled global implementation in 2018.

It is anticipated that HSBC North America and HSBC Bank USA will meet these requirements prior to their formal introduction.
The actual impact will be dependent on the specific regulations issued by the U.S. regulators to implement these standards. HSBC
USA and HSBC Bank USA may need to change their liquidity profile to support our 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.

Interest Rate Risk Management Various techniques are utilized to quantify and monitor risks associated with the repricing
characteristics of our assets, liabilities and derivative contracts. Our approach to managing interest rate risk is summarized in
MD&A in our 2012 Form 10-K under the caption “Risk Management”. There have been no material changes to our approach
towards interest rate risk management since December 31, 2012.

Present value of a basis point is the change in value of the balance sheet for a one basis point upward movement in all interest
rates. The following table reflects the PVBP position at September 30, 2013 and December 31, 2012.

September 30, December 31,
2013 2012
(in millions)
Institutional PVBP movement It ............oooviiiiiiiiiieieee e S 80 $ 8.0
PVBP position at period €Nd ...........ceeieiirienieiieie ettt etesteeae e ae e ensessaensessaesensnens 4.6 1.7

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

September 30, 2013 December 31, 2012

Amount % Amount %

(dollars are in millions)

Projected change in net interest income (reflects projected rate movements on

January 1):
Change resulting from a gradual 100 basis point increase in the yield curve........ $ 63 3 $ 107 5
Change resulting from a gradual 100 basis point decrease in the yield curve ...... (106) 5) (155) ®)
Change resulting from a gradual 200 basis point increase in the yield curve........ 92 4 128 6
Change resulting from a gradual 200 basis point decrease in the yield curve ...... (182) ) (210) (10)

Other significant scenarios monitored (reflects projected rate movements on

January 1):
Change resulting from an immediate 100 basis point increase in the yield curve 100 5 182 9
Change resulting from an immediate 100 basis point decrease in the yield curve (168) ®) (200) (10)
Change resulting from an immediate 200 basis point increase in the yield curve 174 8 158 8
Change resulting from an immediate 200 basis point decrease in the yield curve (299) (14) (234) (12)

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

Capital Risk/Sensitivity of Other Comprehensive Income Large movements of interest rates could directly affect some reported
capital balances and ratios. The mark-to-market valuation of available-for-sale securities is credited on a tax effective basis to
accumulated other comprehensive income. Although this valuation mark is currently excluded from Tier 1 and Tier 2 capital ratios,
it is included in two important accounting based capital ratios: the tangible common equity to tangible assets and the tangible
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common equity to risk weighted assets. Under the final rule adopting the Basel I1I regulatory capital reforms, the valuation mark
will no longer be excluded from Tier 1 and Tier 1 capital ratios and the impact of this change for HSBC USA will be assessed
along with the other Basel Il changes being introduced. As of September 30, 2013, we had an available-for-sale securities portfolio
ofapproximately $48.1 billion with a positive mark-to-market of $347 million included in tangible common equity of $13.5 billion.
An increase of 25 basis points in interest rates of all maturities would lower the mark-to-market by approximately $268 million
to a net gain of $79 million with the following results on our tangible capital ratios. As of December 31,2012, we had an available-
for-sale securities portfolio of approximately $67.7 billion with a positive mark-to-market of $1.7 billion included in tangible
common equity of $13.2 billion. An increase of 25 basis points in interest rates of all maturities would lower the mark-to-market
by approximately $238 million to a net gain of $1.4 billion with the following results on our tangible capital ratios.

September 30, 2013 December 31, 2012
Actual Proforma'” Actual Proforma'
Tangible common equity to tangible assets ........cc.cecvvererererenenenenennnn 7.29% 7.22% 6.79% 6.72%
Tangible common equity to risk weighted assets..........cccceeeeeenieieneenennne. 10.75 10.62 12.39 12.26

™ Proforma percentages reflect a 25 basis point increase in interest rates.

Market Risk Management We have incorporated the qualitative and quantitative requirements of Basel 2.5, including stressed
VAR, Incremental Risk Charge and Comprehensive Risk Measure into our process and received regulatory approval to initiate
these enhancements effective January 1, 2013. See “Risk Management” in MD&A in our 2012 Form 10-K for a more complete
discussion of our approach to market risk. There have been no material changes to our approach towards market risk management
since December 31, 2012.

Value at Risk VAR analysis is a technique that estimates the potential losses that could occur on risk positions as a result of
movements in market rates and prices over a specified time horizon and to a given level of confidence. VAR calculations are
performed for all material trading activities and as a tool for managing risk inherent in non-trading activities. VAR is calculated
daily for a one-day holding period to a 99 percent confidence level.

Trading Activities Our management of market risk is based on a policy of restricting individual operations to trading within an
authorized list of permissible instruments, enforcing new product approval procedures and restricting trading in the more complex
derivative products to offices with appropriate levels of product expertise and robust control systems. Market making trading is
undertaken within Global Banking and Markets.

In addition, at both portfolio and position levels, market risk in trading portfolios is monitored and managed using a complementary
set of techniques, including VAR and a variety of interest rate risk monitoring techniques as discussed above. These techniques
quantify the impact on capital of defined market movements.

Trading portfolios reside primarily within the Markets unit of the Global Banking and Markets business segment, which include
warehoused residential mortgage loans purchased with the intent of selling them, and within the mortgage banking subsidiary
included within the RBWM business segment. Portfolios include foreign exchange, interest rate swaps and credit derivatives,
precious metals (i.e. gold, silver, platinum), equities and money market instruments including “repos” and securities. Trading
occurs as a result of customer facilitation, proprietary position taking and economic hedging. In this context, economic hedging
may include forward contracts to sell residential mortgages and derivative contracts which, while economically viable, may not
satisfy the hedge accounting requirements.

The trading portfolios have defined limits pertaining to items such as permissible investments, risk exposures, loss review, balance
sheet size and product concentrations. “Loss review” refers to the maximum amount of loss that may be incurred before senior
management intervention is required.

The following table summarizes trading VAR for the nine months ended September 30, 2013:

Nine Months Ended September 30, 2013

September 30, December 31,
2013 Minimum Maximum Average 2012
(in millions)
Total trading.........ccoevevveeveereieieeeeeeeeee e $ 8 § 6 $ 19 $ 9
Foreign exchange...........cccceveveeinincnincncncncncncne, 5 4 12 7
Interest rate directional and credit spread.................... 8 8 10 9

The following table summarizes the frequency distribution of daily market risk-related revenues for trading activities during the
nine months ended September 30, 2013. Market risk-related trading revenues include realized and unrealized gains (losses) related
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to trading activities, but exclude the related net interest income. Analysis of the gain (loss) data for the nine months ended September
30, 2013 shows that the largest daily gain was $8 million and the largest daily loss was $14 million.

Below $(5) $0 $5 Over
Ranges of daily trading revenue earned from market risk-related activities $(5) to $0 to $5 to $10 $10

(dollars are in millions)

Number of trading days market risk-related revenue was within
the Stated FANZE.......eovverieieeieieeeee e 3 90 90 6 —

VAR — Non-trading Activities Interest rate risk in non-trading portfolios arises principally from mismatches between the future
yield on assets and their funding cost as a result of interest rate changes. Analysis of this risk is complicated by having to make
assumptions on embedded optionality within certain product areas such as the incidence of mortgage repayments, and from
behavioral assumptions regarding the economic duration of liabilities which are contractually repayable on demand such as current
accounts. The prospective change in future net interest income from non-trading portfolios will be reflected in the current realizable
value of these positions if they were to be sold or closed prior to maturity. In order to manage this risk optimally, market risk in
non-trading portfolios is transferred to Global Markets or to separate books managed under the supervision of the local ALCO.
Once market risk has been consolidated in Global Markets or ALCO-managed books, the net exposure is typically managed through
the use of interest rate swaps within agreed upon limits.

Non-trading VAR also includes the impact of asset market volatility on the current investment portfolio of financial investments
including assets held on an available for sale (AFS) and held to maturity (HTM) basis. The main holdings of AFS securities are
held by Balance Sheet Management within GB&M. These positions which are originated in order to manage structural interest
rate and liquidity risk are treated as non-trading risk for the purpose of market risk management. The main holdings of AFS assets
include U.S. Treasuries and Government backed GNMA securities.

The following table summarizes non-trading VAR for the nine months ended September 30,2013, assuming a 99 percent confidence
level for a two-year observation period and a one-day “holding period.”

Nine Months Ended September 30, 2013

September 30, December 31,
2013 Minimum Maximum Average 2012
(in millions)
Total Accrual VAR ....ccovviiiiiiieeeeee e $ 98 $ 78 S 145 $ 100 $ 92

Trading Activities MSRs — Trading occurs in mortgage banking operations as a result of an economic hedging program intended
to offset changes in the value of mortgage servicing rights. Economic hedging may include, for example, forward contracts to sell
residential mortgages and derivative instruments used to protect the value of MSRs.

MSRs are assets that represent the present value of net servicing income (servicing fees, ancillary income, escrow and deposit
float, net of servicing costs). MSRs are separately recognized upon the sale of the underlying loans or at the time that servicing
rights are purchased. MSRs are subject to interest rate risk, in that their value will decline as a result of actual and expected
acceleration of prepayment of the underlying loans in a falling interest rate environment.

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

The following table reflects the modeling techniques, primarily rate shock analyses, used to monitor certain interest rate scenarios
for their impact on the economic value of net hedged MSRs.
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September 30, December 31,
2013 2012

(in millions)

Projected change in net market value of hedged MSRs portfolio (reflects projected rate
movements on April 1 and January 1):

Value of hedged MSRS POItIOLIO. ...c..c.erieuiriiiriiirieiiee e $ 224§ 168
Change resulting from an immediate 50 basis point decrease in the yield curve:
Change limit (N0 WOISE than) ........ccceiriririiriiieieicieteeeee ettt 20) (20)
Calculated change in net market Value.........ccocoiveiniciniiniinieceeeceeeeeee e a 4

Change resulting from an immediate 50 basis point increase in the yield curve:
Change limit (N0 WOISE than) ..........cceiviriiriiiiciicrceece et ®) 8
Calculated change in net market value.............cccooooiiiiiiiiccce (0)) 8
Change resulting from an immediate 100 basis point increase in the yield curve:
Change [imit (N0 WOISE than) .......cccceiririririiieieicietetee ettt (12) (12)
Calculated change in net market Value.........ccooceveinieineiniinieeeceeeeee e ?2) 28

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

The following table summarized the frequency distribution of the weekly economic value of the MSR asset during the nine months
ended September 30, 2013. This includes the change in the market value of the MSR asset net of changes in the market value of
the underlying hedging positions used to hedge the asset. The changes in economic value are adjusted for changes in MSR valuation
assumptions that were made during the course of the year.

Below $Q2) $0 $2 Over
Ranges of mortgage economic value from market risk-related activities $Q2) to $0 to $2 to $4 $4

(dollars are in millions)

Number of trading weeks market risk-related revenue was within
the Stated FANEE.......ccvveeeieieeieieeiee ettt 3 9 25 4 —

Operational Risk There have been no material changes to our approach toward operational risk since December 31, 2012.
Compliance Risk There have been no material changes to our approach toward compliance risk since December 31, 2012.
Fiduciary Risk There have been no material changes to our approach toward fiduciary risk since December 31, 2012.
Reputational Risk There have been no material changes to our approach toward reputational risk since December 31, 2012.
Strategic Risk There have been no material changes to our approach toward strategic risk since December 31, 2012.

Security and Fraud Risk There have been no material changes to our approach toward security and fraud risk since December
31,2012.

Model Risk There have been no material changes to our approach toward model risk since December 31, 2012.

Pension Risk There have been no material changes to our approach toward pension risk since December 31, 2012.
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CONSOLIDATED AVERAGE BALANCES AND INTEREST RATES

The following tables summarize the quarter-to-date and year-to-date average daily balances of the principal components of assets,
liabilities and shareholders' equity together with their respective interest amounts and rates earned or paid, presented on a taxable
equivalent basis. Net interest margin is calculated by dividing annualized net interest income by the average interest earning assets
from which interest income is earned. The calculation of net interest margin includes interest expense of $50 million for the nine
months ended September 30, 2012, respectively, which has been allocated to our discontinued operations. This allocation of interest
expense to our discontinued operations was in accordance with our existing internal transfer pricing policies as external interest
expense is unaffected by these transactions.

Three Months Ended September 30, 2013 2012

Average Average
Balance Interest Rate® Balance Interest Rate®

(dollars are in millions)

Assets
Interest bearing deposits with banks ...........ccccceeeeevirvenennen. $ 24,182 $ 16 26% $ 18,768 $ 13 .29%
Federal funds sold and securities purchased under resale
AGTECINICIIES ....eveeeetieterteeteetestestetenteeeneeseeneeneeseebeeaeeaeeeesaeasens 2,007 3 .61 9,758 10 40
TTading ASSELS ...cc.evverueriiriiriererteteieetetee et 9,734 34 1.39 11,901 27 91
SECUITLIES ...veuiiiieiieiiriere sttt 52,064 213 1.62 63,536 257 1.61
Loans:
ComMMETCIAL.....ouiiiiiiiiiiiieietee e 46,152 275 2.36 40,414 270 2.65
Consumer:
Residential mortgages ........cccoveeveereeneiienenienienieniees 15,990 138 3.41 15,578 151 3.86
HELOCSs and home equity mortgages ...........ccccceeuveneen 2,127 17 3.20 2,468 20 3.30
Credit cards .....c..oovevveveienieiiieceee e 861 17 7.96 866 22 9.98
Other CONSUMET .......cecvieieriieiieieeeeeeie et sie e eens 625 7 4.73 703 9 5.22
Total CONSUMET.......ocueriiiiieieicicicicecee e 19,603 179 3.63 19,615 202 4.10
TOtal 10ANS......covieeieiieieieeeeeee e 65,755 454 2.74 60,029 472 3.13
(01731 RSP RRTRN 3,197 10 1.18 3,102 11 1.24
Total earning assets 156,939 $ 730 1.84% 167,094 § 790 1.88%
Allowance for credit 10SSEs .......ccceveerverierenieniieieieeeeeee (614) (625)
Cash and due from banks .........cccccevevieiiniinininininnenenne 1,062 1,455
OFhET @SSELS v.vviiiiieeiiieeeeiiee et eeeare e e eearaeeeeens 20,278 23,498
Assets of discontinued operations...........ceccecevercrenereneennen — 339
TOtAL ASSELS..........cc.ooeeeeeeeeeeeeeeeee e $ 177,665 $ 191,761
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Three Months Ended September 30, 2013 2012
Average Average
Balance Interest Rate" Balance Interest Rate”)
(dollars are in millions)
Liabilities and Shareholders’ Equity
Deposits in domestic offices:
Savings deposits $ 42577 § 16 14% $ 47,186 $ 35 29%
Other time depoSits ......covevververieieieieccieereneeese e 19,722 30 .60 15,479 40 1.06
Deposits in foreign offices:
Foreign banks deposits........ccccoueveeeerienenenenencnineneneene 7,391 1 .06 7,962 .08
Other interest bearing deposits..........ccoceerereeneriienenieenenns 5,850 1 .09 14,670 4 .10
Deposits held for sale.......c.ccoeevevieneieiiininineneenerceeen — — — 637 1 .61
Total interest bearing deposits.........ccceveerereenerceneneenennen. 75,540 48 25 85,934 82 38
Short-term bBOITOWINGS ......co.evververierieieieieieeeceenene e 19,506 11 22 13,797 9 27
Long-term debt..........cocevivienenienieiiiiieieicieeeene e 21,183 159 2,97 20,322 170 335
Total interest bearing deposits and debt 116,229 218 120,053 261
Tax HabilItieS.....coouvvviieiieiieieeeeeeeeeee e 498 15 12.05 497 14 10.49
Total interest bearing liabilities 116,727 233 79 120,550 275 91
Net interest income/Interest rate spread $ 497 1.05% § 515 97%
Noninterest bearing deposits .........cceeceeererererenenerenenenne 30,646 - 33,995 -
Other Habilities ........ccoviririeneniicieccccc e 12,976 18,011
Liabilities of discontinued operations ..........cc.ceccecerererennene — 974
Total shareholders’ equity.......ccccoceeveneeninieniiceceeee, 17,316 18,231
Total liabilities and shareholders’ equity............................ $ 177,665 $ 191,761
Net interest margin on average earning assets ..........c.......... - 1.26% 1.22%
Net interest income to average total assets 1.11% 1.07%
Nine Months Ended September 30, 2013 2012
Average Average
Balance Interest Rate” Balance Interest Rate®
(dollars are in millions)
Assets
Interest bearing deposits with banks ...........ccccceeeeririennne. $ 21,603 $ 42 26% $ 22244 § 47 28%
Federal funds sold and securities purchased under resale
AZICEMENTS ...uviiiiiiiiiiiiic e 1,927 7 .49 7,794 35 .60
Trading assets 10,567 85 1.07 12,025 86 .96
SECUIILIES ...evveniieiieieeiiriericeteete ettt e 57,396 676 1.58 59,406 851 1.92
Loans:
CommMETCial......coceoiveririniinenicicceereee e 44,974 843 2.51 37,834 767 2.71
Consumer:
Residential mOrtgages........ecveeeverreenieeiierieeseeieeeeans 15,927 424 3.55 15,454 449 3.88
HELOCs and home equity mortgages ..............ceevenvees 2,200 53 3.26 2,953 75 3.39
Credit Cards ......ccoveveveeiieerieciieeeeeee e 816 52 8.53 1,037 64 808
Other CONSUMET .........cooviiiieiie e 641 24 4.95 821 36 5.90
Total CONSUMET.......cccvieiiieeieeiie ettt 19,584 553 3.78 20,265 624 411
TOtal 10ANS.......cecvieieiieieeieie e 64,558 1,396 2.89 58,099 1,391 3.20
OheT .ot 3,089 31 1.34 3,553 32 1.22
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Nine Months Ended September 30, 2013 2012
Average Average
Balance Interest Rate” Balance Interest Rate
(dollars are in millions)

Total arning aSSetS ........c.eevverueerieeienieeieneeeenee et eeeseeeneas 159,140 $ 2,237 1.88% 163,121 $ 2,442 2.00%
Allowance for credit LoSSES .......coecerveereereireeneineeniennas (607) (652)
Cash and due from banks ........ccccueveviveiivieiiiiiiieeeeeeieeeeeee 1,107 1,548
OthEr @SSELS .oovvevieeieiieieciieie ettt ettt te e sae e sbeeaesseeaeas 22,410 25,232
Assets of discontinued operations...........cccceceereeeereeereennenne — 9,101
TOTAL ASSELS ... $ 182,050 $ 198,350
Liabilities and Shareholders’ Equity
Deposits in domestic offices:

Savings deposits........cceevererirerenienienrenieeereteeeeee e $ 43,690 $ 52 16% $ 53413 $ 147 37%

Other time depPoSItS ...c..evvevvererieieieeeeieeeee e 20,235 85 57 15,157 104 92
Deposits in foreign offices:

Foreign banks deposits.........ccoevererieieieinienenencncecnee 7,420 .07 8,519 5 .08

Other interest bearing deposits..........cceoeveerereerereeriennenns 6,452 .09 14,763 12 11
Deposits held for sale.................. — 1 — 8,463 16 25
Total interest bearing deposits.... 717,797 147 25 100,315 284 38
Short-term borrowings ............... 17,475 28 22 14,784 24 22
Long-term debt..........cocevivereninienieniieieieieeeeececeeseeae 21,748 492 3.02 19,393 511 3.52
Total interest bearing deposits and debt............cccccecevenenene 117,020 667 134,492 819
Tax Habilities ........cocoiiiiiiiiiiicccec e 496 40  10.87 459 27 7.77
Total interest bearing liabilities.........cccccevereeireniencnencnnns 117,516 707 .80 134,951 846 .84
Net interest income/Interest rate spread $ 1,530 1.08% $ 1,596 1.16%
Noninterest bearing deposits ........c.cecevvereeieinereeenenenenne 0870 26,624
Other labilities.........ceoeiieririeee e 16,026 17,236
Liabilities of discontinued operations ..........cc.cecceceeererennene — 971
Total shareholders’ equity........ccceveeririenirienieereeeeee, 17,638 18,568
Total liabilities and shareholders’ equity............................ m $ 198,350
Net interest margin on average earning assets ..................... - 1.29% 1.31%
Net interest income to average total assets............cccvevennenne. 1.12% 1.07%

M Rates are calculated on amounts that have not been rounded to the nearest million.

The total weighted average rate earned on earning assets is interest and fee earnings divided by daily average amounts of total
interest earning assets, including the daily average amount on nonperforming loans. Loan interest for the three and nine months
ended September 30, 2013 included fees of $37 million and $80 million, respectively compared with fees of $21 million and $54
million during the three and nine months ended September 30, 2012, respectively.
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Item 3. Quantitative and Qualitative Disclosures about Market Risk

Information required by this Item is included within Item 2. Management’s Discussion and Analysis of Financial Condition and
Results of Operations in the Risk Management section under the captions “Interest Rate Risk Management” and “Market Risk
Management” 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 USA in the reports we file or submit under the Securities
Exchange Act of 1934, as amended (the “Exchange Act”), is recorded, processed, summarized and reported on a timely basis. Our
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 this report. Based upon that evaluation, the Chief
Executive Officer and Chief Financial Officer concluded that our disclosure controls and procedures were effective as of the end
of the period covered by this report so as to alert them in a timely 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 change in our internal control over financial reporting
that occurred during the quarter ended September 30, 2013 that has materially affected, or is reasonably likely to materially affect,
our internal control over financial reporting.

PART IT

Item 1. Legal Proceedings.

See “Litigation and Regulatory Matters” in Note 20, “Litigation and Regulatory Matters,” in the accompanying consolidated
financial statements beginning on page 79 for our legal proceedings disclosure, which is incorporated 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
Rights Act 0f 2012 added a new subsection (r) to section 13 of the Securities Exchange Act, requiring each issuer registered with
the SEC to disclose in its annual or quarterly reports whether it or any of its affiliates have knowingly engaged in specified activities
or transactions with persons or entities targeted by U.S. sanctions programs relating to Iran, terrorism, or the proliferation of
weapons of mass destruction, even if those activities are not prohibited by U.S. law and are conducted outside the U.S. by non-
U.S. affiliates in compliance with local laws and regulations.

In order to comply with this 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 USA Inc. (“HUSI”) did not engage
in any activities or transactions requiring disclosure pursuant to Section 13(r) other than those activities related to frozen accounts
and transactions permitted under relevant U.S. sanction programs described under “Frozen Accounts and Transactions” below.
The following activities conducted by our affiliates are disclosed in response to Section 13(r):

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

HSBC has 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 seck repayments from the company under the existing loans in accordance with the original maturity
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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 third quarter of 2013.

Bank Melli and Bank Saderat acted as sub-participants in three of the aforementioned loans. In the third 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. This loan was supported by the U.K. Export Credit Agency and is administered
under license from the relevant European Government. No repayments were made under this loan in the third quarter of 2013.

HSBC also maintains sub-participations in five loans provided by other international banks to Bank Tejarat and Bank Mellat with
guarantees from the Government of Iran. These sub-participations were supported by the Export Credit Agencies of Italy, The
Netherlands, France, and Spain. The repayments due under the sub-participations were not received during the third 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 third quarter of 2013, which includes interest and
fees, was approximately $415,000. Estimated net profit for HSBC during the third quarter of 2013 was approximately $269,000.
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 guarantees to a number of its non-
Iranian customers in Europe and the Middle East for various business activities in Iran. In a number of cases, HSBC issued counter
indemnities in support of guarantees issued by Iranian banks as the Iranian beneficiaries of the guarantees required that they be
backed directly by Iranian banks. The Iranian banks to which HSBC provided counter indemnities included Bank Tejarat, Bank
Melli, and the Bank of Industry and Mine.

HSBC has worked with relevant regulatory authorities to obtain licenses where required and ensure compliance with laws and
regulations while seeking to cancel the guarantees and counter indemnities. One was canceled during the third quarter of 2013.

There was no measurable gross revenue or net profit generated by this activity in the third quarter of 2013. 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 official clearing systems in the
U.A.E., Bahrain, Oman, Lebanon, Qatar, and Turkey. HSBC has a presence in these countries and, as such, participates in the
clearing systems. The Iranian banks participating in the clearing systems vary by location and include Bank Saderat, Bank Melli,
Future Bank, and Bank Mellat. HSBC has implemented automated and manual controls in order to preclude settling check
transactions with these institutions. There was no measurable gross revenue or net profit generated by this activity in the third
quarter of 2013.

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

e HSBC maintains a frozen account in the U.K. for an Iranian-owned, FSA-regulated financial institution. In April 2007,
the U.K. government issued a license to allow HSBC to handle certain transactions (operational payments and settlement
of pre-sanction transactions) for this institution. There was some licensed activity in the third quarter of 2013.

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

* In 2010, HSBC closed its representative office in Iran. HSBC maintains a local account with a U.S.-sanctioned Iranian
bank in Tehran in order to facilitate residual activity related to the closure.During the third quarter of 2013, HSBC used
this account to pay tax equivalent to approximately $20,000 to Iran's Social Security Organization. HSBC has been
authorized by the U.S. Government (and by relevant non-U.S. regulators) to make these types of payments in connection
with the liquidation and deregistration of the representative office in Tehran, and anticipates making the last of such
payments by early 2014.

Estimated gross revenue to HSBC for the third quarter of 2013 for all [ranian bank-related activity described in this section, which
includes fees and/or commissions, was $41,880. HSBC does not allocate direct costs to fees and commissions and therefore has
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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.

2013 Activity related to U.S. Executive Order 13224 HSBC maintained a frozen personal account for an individual sanctioned
under Executive Order 13224, and by the U.K. and the U.N. Security Council. Activity on this account in the third 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
third quarter of 2013.

HSBC previously reported that it was closing the U.K. account of an individual sanctioned under Executive Order 13224. That
individual had been sanctioned by the U.K. and U.N. Security Council, but was delisted in 2012. The account was closed during
the second quarter, and the account balance was returned to the individual. There was no measurable gross revenue or net profit
generated to HSBC in the second or third quarters of 2013.

HSBC holds a frozen account for an individual who was designed under Executive Order 13224 during the second quarter.
Subsequent to designation and prior to the freezing of the account in the second quarter, there were several transactions. Estimated
gross revenue in the second quarter of 2013 was approximately $250. There has been no activity in the third quarter and no
measurable gross revenue or net profit generated.

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. The account was closed in the third quarter of 2013, and
the funds were moved into unclaimed balances. There was no measurable gross revenue or net profits generated to HSBC in the
third quarter of 2013.

Frozen accounts and transactions HSBC and HSBC Bank USA (a subsidiary of HUSI) maintain several accounts that are frozen
under relevant sanctions programs and on which no activity, other than the posting of nominal amounts of interest, took place
during the third quarter of 2013. In the third quarter of 2013, HSBC and HSBC Bank USA also froze payments where required
under relevant sanctions programs. There was no gross revenue or net profit to HSBC.
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Item 6. Exhibits.

Exhibits included in this Report:

12 Computation of Ratio of Earnings to Fixed Charges and Earnings 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.""

101L.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 be not be deemed “filed” for purposes of Section 11 and 12 of the Securities Act of 1933, as amended, and Section 18 of the Securities Exchange Act of 1934,
as amended, or otherwise subject to liability under those sections.

Pursuant to Rule 405 of Regulation S-T, includes the following financial information included in HSBC USA Inc.'s Quarterly Report on Form 10-Q for the quarter ended June
30, 2013, formatted in eXentsible Business Reporting Language (“XBRL”) interactive data files: (i) the Consolidated Statement of Income for the three and nine months ended
September 30, 2013 and 2012, (ii) the Consolidated Statement of Comprehensive Income for the three and nine months ended September 30, 2013 and 2012, (iii) the Consolidated
Balance Sheet as of September 30, 2013 and December 31. 2012, (iv) the Consolidated Statement of Changes in Shareholders' Equity for the nine months ended September 30,
2013 and 2012, (v) the Consolidated Statement of Cash Flows for the nine months ended September 30, 2013 and 2012, and (vi) the Notes to Consolidated Financial Statements.
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Index

Assets:
by business segment 49
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fair value measurements 63
nonperforming 21, 27, 28, 124
trading 12,96
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Asset-backed securities 13, 65, 77, 135
Balance sheet:
consolidated 5
consolidated average balances 143
review 93
Basel 2.5 129
Basel IIT 129
Basis of reporting 92
Business:
consolidated performance review 89
Capital:
2013 funding strategy 130
common equity movements 128
consolidated statement of changes 7
regulatory capital 51
selected capital ratios 51, 90, 128, 140
Cash flow (consolidated) 8

Cautionary statement regarding forward-looking statements 88

Collateral — pledged assets 58
Collateralized debt obligations 77, 135

Commercial banking segment results (IFRSs) 49, 111

Compliance risk 136, 142
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Credit card fees 101
Credit quality 117
Credit risk:

adjustment 60

component of fair value option 40

concentration 28, 126

exposure 137

management 137

related contingent features 38

related arrangements 60
Current environment 88
Deferred tax assets 108
Deposits 97, 99, 127
Derivatives:

cash flow hedges 36

fair value hedges 35
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trading and other 37
Discontinued operations 11
Equity:

consolidated statement of changes 7

ratios 51, 90, 128, 140

Equity securities available-for-sale 13
Estimates and assumptions 10
Eurozone exposures 127
Executive overview 88
Fair value measurements:
assets and liabilities recorded at fair value on a recurring basis 64
assets and liabilities recorded at fair value on a non-recurring basis 74
control over valuation process 133
financial instruments 63
hierarchy 61, 133
transfers into/out of level one and two 67
transfers into/out of level two and three 67
valuation techniques 75
Fiduciary risk 136, 142
Financial assets:
designated at fair value 40
reclassification under IFRSs 49, 92
Financial highlights metrics 89
Financial liabilities:
designated at fair value 40
fair value of financial liabilities 63
Forward looking statements 88
Funding 130
Gain on instruments designated at fair value and related derivatives 41
Gains (losses) from securities 17, 104
Global Banking and Markets 49, 112
Geographic concentration of receivables 127
Goodwill 33
Guarantee arrangements 54
Impairment:
available-for-sale securities 13
credit losses 29, 99, 117
nonperforming loans 124
impaired loans 21, 125
Income (loss) from financial instruments designated at fair value, net 40
Income tax expenses 108
Intangible assets 31
Interest rate risk 136, 139
Internal control 146
Key performance indicators 89, 90
Legal proceedings 146
Leveraged finance transactions 40
Liabilities:
commitments, lines of credit 131
deposits 97, 99, 127
financial liabilities designated at fair value 40
trading 12, 96
long-term debt 64, 97, 128
short-term borrowings 64, 97, 127
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Liquidity and capital resources 127
Liquidity risk 136, 138
Litigation and regulatory matters 79
Loans:
by category 19, 94
by charge-off (net) 29, 123
by delinquency 28, 121
criticized assets 26, 125
geographic concentration 127
held for sale 30
impaired 21, 125
nonperforming 21, 27, 28, 124
overall review 93
purchases from HSBC Finance 32
risk concentration 28
troubled debt restructures 21, 125
Loan impairment charges — see Provision for credit losses
Loan-to-deposits ratio 90
Market risk 136, 140
Market turmoil:
exposures 137
impact on liquidity risk 127
Monoline insurers 17, 134
Mortgage lending products 19, 94
Mortgage servicing rights 31
Net interest income 98
New accounting pronouncements 87
Off balance sheet arrangements 131
Operating expenses 106
Operational risk 136, 142
Other revenue 101
Other segment results (IFRSs) 116
Pension and other postretirement benefits 43
Performance, developments and trends 89
Pledged assets 58
Private banking segment results (IFRSs) 115
Profit (loss) before tax:
by segment — IFRSs 49
consolidated 3
Provision for credit losses 99
Ratios:
capital 51, 128, 140
charge-off (net) 89
credit loss reserve related 119
delinquency 121
earnings to fixed charges — Exhibit 12
efficiency 89, 106, 107, 108

Reconciliation of U.S. GAAP results to IFRSs 92
Refreshed loan-to-value 95
Regulation 51, 86, 129
Related party transactions 44
Reputational risk 136, 142
Results of operations 88, 98
Retail banking and wealth management segment results (IFRSs) 109
Risk elements in the loan portfolio 27
Risk management:
credit 136, 138
compliance 136, 142
fiduciary 136, 142
interest rate 136, 139
liquidity 136, 138
market 136, 140
operational 136, 142
reputational 136, 142
strategic 136, 142
Securities:
fair value 13
impairment 16
maturity analysis 18
Segment results - IFRSs basis:
retail banking and wealth management 49, 109
commercial banking 49, 111
global banking and markets 49, 112
private banking 49, 115
other 49, 116
overall summary 49, 109
Selected financial data 90
Sensitivity:
projected net interest income 139
Statement of changes in shareholders’ equity 7
Statement of changes in comprehensive income (loss) 4
Statement of income (loss) 3
Strategic risk 136, 142
Stress testing 127, 129
Table of contents 2
Tax expense 108
Trading:
assets 12, 96
derivatives 12, 96
liabilities 12, 96
portfolios 12
Trading revenue (net) 103
Troubled debt restructures 21, 125
Value at risk 140
Variable interest entities 51
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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: November 4, 2013

HSBC USA Inc.
(Registrant)

/s/ JOHN T. MCGINNIS

John T. McGinnis

Senior Executive Vice President and
Chief Financial Officer
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Exhibit Index

12

31

32

101.INS

101.SCH
101.CAL
101.DEF
101.LAB
101.PRE

Computation of Ratio of Earnings to Fixed Charges and Earnings to Combined Fixed Charges and Preferred Stock
Dividends.

Certification of Chief Executive Officer and Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley
Act 0f 2002.

Ceniﬁcation(lc;f Chief Executive Officer and Chief Financial Officer pursuant to Section 906 of the Sarbanes-Oxley
Act 0f 2002.

XBRL Instance Document®

XBRL Taxonomy Extension Schema Document®

XBRL Taxonomy Extension Calculation Linkbase Document®

XBRL Taxonomy Extension Definition Linkbase Document®

XBRL Taxonomy Extension Label Linkbase Document®

XBRL Taxonomy Extension Presentation Linkbase Document®

This exhibit shall be not be deemed “filed” for purposes of Section 11 and 12 of the Securities Act of 1933, as amended, and Section 18 of the Securities Exchange Act of 1934,

as amended, or otherwise subject to liability under those sections.

2. Pursuant to Rule 405 of Regulation S-T, includes the following financial information included in HSBC USA Inc.'s Quarterly Report on Form 10-Q for the quarter ended June
30, 2013, formatted in eXentsible Business Reporting Language (“XBRL”) interactive data files: (i) the Consolidated Statement of Income for the three and nine months ended
September 30, 2013 and 2012, (ii) the Consolidated Statement of Comprehensive Income for the three and nine months ended September 30, 2013 and 2012, (iii) the Consolidated
Balance Sheet as of September 30, 2013 and December 31. 2012, (iv) the Consolidated Statement of Changes in Shareholders' Equity for the nine months ended September 30,
2013 and 2012, (v) the Consolidated Statement of Cash Flows for the nine months ended September 30, 2013 and 2012, and (vi) the Notes to Consolidated Financial Statements.
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HSBC USA INC.
COMPUTATION OF RATIO OF EARNINGS TO FIXED CHARGES AND
EARNINGS TO COMBINED FIXED CHARGES AND PREFERRED STOCK DIVIDENDS

Nine Months Ended
September 30,

2013 2012

(dollars are in millions)

Ratios excluding interest on deposits:

Income (10ss) from CONtINUING OPETATIONS .....cveevirveeieieiereieieieetesteeeeteeseesseessesseessesseessesseessesseessessees $ 367 $§ (1,295
TNCOME tAX EXPEIISE . ... oueeeneiieiiieeiieetee ettt ettt ettt ettt et e s bt st e bt st e e sbeesabeesbtesateenbeeeabeenee s 164 357
Less: Undistributed eqUIty CaMings........ccveevereeriereerieeeesieeeesseesesseessesseessesseessesssessesssessesssessesssensenns — —

Fixed charges:

Interest on:

BOTTOWEd fUNAS ..ottt s s 28 24
LONGEITN AEDE.....c..etiriiitiitiitiete ettt ettt b e st een 492 502
ORNETS .ttt ettt s s r e ettt ettt eb et sae et be b e nen 40 27
One third of rents, net of income from SUDIEASES ...........ccvveviieiiiiiiieiiieiie et 26 22
Total fixed charges, excluding interest on dePoOSItS.......coeevererierierierienieieieieeeeeeeceee e 586 575
Earnings from continuing operations before taxes and fixed charges, net of undistributed equity
CATTHIIIZS ...ttt ee e ettt e e e e sttt e e et e et e e e e a et e e e e ans e et e e e seamae e e e e s nsmne e e e e e annneeeeesnnraneeeeennnneeeeseannneeees 1,117 (363)
Ratio of earnings to fiXed Chares ........cccccevveireiriiiniiiceec et 1.91 (.63)
Total preferred stock dividend factor™..............coovvuervoeiveeeeieeeeee e $ 78 § 78
Fixed charges, including the preferred stock dividend factor..........c.ccoeoveeieieiinininiininiicceeene $ 664 $ 653

Ratio of earnings from continuing operations to combined fixed charges and preferred stock
QIVIAEIIAS ...ttt ettt ettt b s 1.68 (.56)

Ratios including interest on deposits:

Total fixed charges, excluding interest on depPoSItS.......c.ceevevuerieriirierierieiieieieieeeeeeeee e $ 586 $ 575
Add: TNLErest 0N AEPOSILS ....euveureuiiiieiieiieiieieeiteteet ettt ettt ettt ettt et ebe bbbt besbe e nen 147 243
Total fixed charges, including interest 0n dePOSILS........c.ceeveererierierierierieiieieieieieeee e $ 733 $ 818
Earnings from continuing operations before taxes and fixed charges, net of undistributed -
CQUILY CAITIINES ...ttt ettt ettt s et b ettt e et et b et e bt e bt e b et e bt st e bt s b e bt st ebesbe st e b et e be e ebenene $ 1,117 §$ (363)
Add: TNLErest 0N AEPOSILS ....euveurenieiieiieiieiieieeiiet ettt ettt ettt et be bbbt st besbe e nen 147 243
TOTAL ...t $ 1,264 $ (120)
Ratio of earnings to fIXed CharZEs .......c..couevieiriiiiiiiiiree et 17 W
Fixed charges, including the preferred stock dividend factor..........ccccoecveeveeieinininiinininciiecnenene S 664 $ 653
Add: TNLErest 0N AEPOSILS ....euveueenieiieiieiieieeieetiet ettt ettt ettt be et be st b bbb sbe e aen 147 243
Fixed charges, including the preferred stock dividend factor and interest on deposits ............c..c..... $ 811 § 896

Ratio of earnings from continuing operations to combined fixed charges and preferred stock
L& B 74T 153 T LRSS 1.56 (.13)

(1) Preferred stock dividends 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, Irene M. Dorner, President, Chief Executive Officer and Chairman of the Board of HSBC USA Inc., certify that:
1. T have reviewed this quarterly report on Form 10-Q of HSBC USA Inc.;

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

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

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined
in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

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

b) designed such internal control over financial reporting, or caused such internal control over financial reporting to
be designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the
preparation of financial statements for external purposes in accordance with generally accepted accounting principles;

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

d) disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during
the registrant’s most recent fiscal quarter that has materially affected, or is reasonably likely to materially affect, the registrant’s
internal control over financial reporting; and

5. The registrant’s other certifying officer and I 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) all significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial
information; and

b) any fraud, whether or not material, that involves management or other employees who have a significant role in
the registrant’s internal control over financial reporting.

Date: November 4, 2013

/s/ IRENE M. DORNER
Irene M. Dorner

President, Chief Executive
Officer and Chairman of the Board



Certification of Chief Financial Officer
I, John T. McGinnis, Senior Executive Vice President and Chief Financial Officer of HSBC USA Inc., certify that:
1. I have reviewed this quarterly report on Form 10-Q of HSBC USA Inc.;

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

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

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined
in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

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

b) designed such internal control over financial reporting, or caused such internal control over financial reporting to
be designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the
preparation of financial statements for external purposes in accordance with generally accepted accounting principles;

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

d) disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during
the registrant’s most recent fiscal quarter that has materially affected, or is reasonably likely to materially affect, the registrant’s
internal control over financial reporting; and

5. The registrant’s other certifying officer and I 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) all significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial
information; and

b) any fraud, whether or not material, that involves management or other employees who have a significant role in

the registrant’s internal control over financial reporting.

Date: November 4, 2013

/s/ JOHN T. MCGINNIS

John T. McGinnis

Senior Executive Vice President and
Chief Financial Officer




EXHIBIT 32

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

Certification Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002

The certification set forth below is being submitted in connection with the HSBC USA Inc. (the “Company”) quarterly report on
Form 10-Q for the period ending September 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, Irene M. Dorner, President, Chief Executive Officer and Chairman of the Board of the Company, certify that:
1. the Report fully complies with the requirements of Section 13(a) or 15(d) of the Exchange Act; and

2. the information contained in the Report fairly presents, in all material respects, the financial condition and results
of operations of HSBC USA Inc.

Date: November 4, 2013

/s/ IRENE M. DORNER
Irene M. Dorner

President, Chief Executive
Officer and Chairman of the Board



Certification pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002

The certification set forth below is being submitted in connection with the HSBC USA Inc. (the “Company”) quarterly report on
Form 10-Q for the period ending September 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, John T. McGinnis, Senior Executive Vice President and Chief Financial Officer of the Company, certify that:
1. the Report fully complies with the requirements of Section 13(a) or 15(d) of the Exchange Act; and
2. the information contained in the Report fairly presents, in all material respects, the financial condition and results

of operations of HSBC USA Inc.

Date: November 4, 2013

/s/ JOHN T. MCGINNIS

John T. McGinnis

Senior 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 USA Inc. for purposes of Section 18 of the
Securities Exchange Act of 1934, as amended.

Signed originals of these written statements required by Section 906 of the Sarbanes-Oxley Act of 2002 have been provided to
HSBC USA Inc. and will be retained by HSBC USA Inc. and furnished to the Securities and Exchange Commission or its staff
upon request.
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