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HSBC Finance Corporation

PART I
Item 1. Business.

Organization History and Acquisition by HSBC

HSBC Finance Corporation is a corporation organized under the laws of the State of Delaware and is an indirect wholly owned
subsidiary of HSBC North America Holdings Inc. (“HSBC North America’), which is an indirect wholly owned subsidiary of
HSBC Holdingsplc (*HSBC” and together withitssubsidiariesand affiliates, "HSBC Group"). HSBC Finance Corporation, which
tracesits origin to 1878, operated as a consumer finance company under the name Household Finance Corporation for most of its
history. Its principal businessis to act as a holding company for its subsidiaries. In this Form 10-K, HSBC Finance Corporation
and its subsidiaries are referred to as “we,” “us’ or “our.”

HSBC North America Operations

HSBC North Americais the holding company for HSBC's operations in the United States. The principal subsidiaries of HSBC
North America at December 31, 2013 were HSBC Finance Corporation, HSBC USA Inc. (“HSBC USA"), aU.S. bank holding
company, HSBC Markets (USA) Inc. ("HMUS"), a holding company for certain global banking and markets subsidiaries, and
HSBC Technology & Services(USA) Inc. (“HTSU"), aprovider of informati ontechnol ogy and centralized operational and support
services including human resources, tax, finance, compliance, legal, corporate affairs and other services shared among the
subsidiaries of HSBC North Americaand the HSBC Group. HSBC USA'sprincipal U.S. banking subsidiary isHSBC Bank USA,
National Association (together with its subsidiaries, “HSBC Bank USA™). Under the oversight of HSBC North America, HSBC
Finance Corporation workswith its affiliatesto maximize opportunities and efficienciesin HSBC'soperationsin the United States.
These affiliates do so by providing each other with, among other things, alternative sources of liquidity to fund operations and
expertise in specialized corporate functions and services. This has historically been demonstrated by apooling of resourceswithin
HTSU to provide shared, allocated support functionsto all HSBC North Americasubsidiaries. In addition, clients of HSBC Bank
USA and other affiliates are investorsin HSBC Finance Corporation’s debt and preferred securities. HSBC Securities (USA) Inc.
("HSI"), aregistered broker dealer and asubsidiary of HMUS, historically led or participated as underwriter of domestic issuances
of HSBC Finance Corporation’s term debt and asset-backed securities. While HSBC Finance Corporation has not received
advantaged pricing, underwriting fees and commissions paid to HSI historically have benefited the HSBC Group.

HSBC Finance Corporation Operations

HSBC Finance Corporation's subsidiaries historically provided |ending productsto consumersin the United States. HSBC Finance
Corporation has historically been the principal fund raising vehicle for the operations of its subsidiaries. Our lending products
included real estate secured, personal non-credit card and auto finance receivables, aswell as credit card and private label credit
card and tax refund anticipation loans and related products, all of which we no longer originate. Since the completion of the sale
of our Insurance operations on March 29, 2013, all of our remaining operations are in run-off. Because our segment results are
reported on a continuing operations basis, we have one reportable segment: Consumer.

Asdiscussed more fully under “ Discontinued Operations’ below and in Note 3, “ Discontinued Operations,” in the accompanying
consolidated financial statements, our Insurance, Card and Retail Services, Auto Finance, Taxpayer Financial Services and
Commercial businesses are reported as discontinued operations and are not included in our segment presentation.

With the compl etion of the sales of our Card and Retail Servicesbusinessin May 2012 and our Insurance businessin March 2013,
our corporate and treasury activities solely support our Consumer segment. As a result, beginning in 2013 we now report these
activities within the Consumer Segment and no longer report an "All Other" caption within segment reporting.

We report financia information to our parent, HSBC, in accordance with International Financial Reporting Standards (“I1FRSS’).
As aresult, our segment results are presented on an IFRSs basis (a non-U.S. GAAP financial measure) as operating results are
monitored and reviewed, trends are evaluated and decisions about allocating resources are made almost exclusively on an IFRSs
basis. However, we continue to monitor capital adequacy, establish dividend policy and report to regulatory agencieson a U.S.
GAAP basis. For additional financial information relating to our business and reportable segment as well as a summary of the
significant differences between U.S. GAAP and IFRSs as they impact our results, see Note 18, “Business Segments,” in the
accompanying consolidated financial statements.
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Continuing Operations

Consumer Our Consumer segment consists of our run-off Consumer L ending and Mortgage Services businesses. The Consumer
segment provided real estate secured and personal hon-credit card loans with both revolving and closed-end terms and with fixed
or variable interest rates. While these businesses are operating in run-off mode, they have not been reported as discontinued
operations because we continue to generate cash flow from the ongoing collections of the receivables, including interest and fees.

In late February 2009, we decided to discontinue al originations by our Consumer Lending business. Under the HFC™ and
Beneficia ™ brands and the HSBC Credit Centers, our Consumer Lending business offered secured and unsecured loan products,
such asfirst and second lien closed-end mortgage | oans, open-end home equity loans and personal non-credit card |oans through
branch offices and direct mail. The bulk of the mortgage lending products originated in the branch network were for refinancing
and debt consolidation rather than home purchases. We continue to service the remaining portfolio as it runs off while helping
qualifying customersin need of assistance with appropriate |oan modifications and other account management programs.

Prior tothefirst quarter of 2007 when we ceased new purchase activity, our Mortgage Services business purchased non-conforming
first and second lien real estate secured loans from a network of unaffiliated third party lenders (i.e. correspondents) based on our
underwriting standards. Our Mortgage Services business included the operations of Decision One Mortgage Company, LLC
(“Decision One"), which historically originated mortgage loans sourced by independent mortgage brokers and sold such loans to
secondary market purchasers, including Mortgage Services. As a result of the deterioration in the subprime mortgage lending
industry, in September 2007 we announced that Decision One originations would cease. We continue to service the remaining
Mortgage Services portfolio asit runs off.

Asdescribed more fully in Note 7, "Receivables Held for Sale," in the accompanying consolidated financia statements, we have
been engaged in an on-going eval uation of our bal ance sheet taking into consideration our liquidity, capital and funding requirements
aswell ascapital requirementsof HSBC. Aspart of thison-going evaluation, we adopted aformal programto initiate sale activities
for real estate secured receivablesin our held for investment portfolio when areceivable meeting pre-determined criteriaiswritten
downtothelower of amortized cost or fair value of the collateral less cost to sell in accordancewith our existing charge-off policies
(generally 180 days past due).

During 2013, we sold real estate secured receivables in multiple transactions to a third-party investor with an aggregate unpaid
principal balance of $5,685 million (aggregate carrying value of $3,127 million) at the time of sale, which included $4,561 million
(aggregate carrying value of $2,493 million) that was sold during thefourth quarter of 2013. Aggregate cash consideration received
for these real estate secured receivables totaled $3,131 million.

We expect that remaining real estate secured receivables held for sale at December 31, 2013 will be sold in multiple transactions
generally over the next 15 months, or, if the foreclosure process is completed prior to sale, the underlying properties acquired in
satisfaction of the receivables will be classified as real estate owned (“REO”) and sold.

On April 1, 2013, we also sold our personal non-credit card receivable portfolio with an aggregate unpaid principal balance of
$3,760 million (aggregate carrying value of $2,947 million) at March 31, 2013 to trusts for which affiliates of Springleaf Finance,
Inc. ("Springleaf"), Newcastle Investment Corp. and Blackstone Tactical OpportunitiesAdvisorsL.L.C. arethe sole beneficiaries
(collectively, the "Purchasers") for cash consideration of $2,964 million. Additionally, on September 1, 2013, we sold a loan
servicing facility and rel ated assetslocated in L ondon, Kentucky to Springleaf and transferred to the Purchasers over 200 employees
who had performed servicing activitiesfor our personal non-credit card and other receivables. See Note 7, “ Receivables Held for
Sale,” in the accompanying consolidated financia statements for additional information.

At December 31, 2013, our Consumer Lending and Mortgage Servicing businesses had real estate secured receivables, including
receivables held for sale, with a carrying value of $28,631 million, of which $2,047 million are classified as held for sae.
Approximately 90 percent of our total real estate secured receivables are fixed rate |oans and 89 percent arein afirst lien position.

Discontinued Operations

Insurance OnMarch 29, 2013, wesold our interest in substantially all of our insurancesubsidiariesto Enstar Group Ltd. ("Enstar").
See the “2013 Events” section of Item 7, “Management's Discussion and Analysis of Financial Condition and Results of
Operations” (“MD&A™) and Note 3, “ Discontinued Operations,” in theaccompanying consolidated financial statementsfor further
details of this sale.

Card and Retail Services On May 1, 2012, HSBC, through its wholly-owned subsidiaries HSBC Finance Corporation, HSBC
USA and other wholly-owned &ffiliates, sold its Card and Retail Services businessto Capital One Financial Corporation (* Capital
One”). In addition to receivables, the sale included real estate and certain other assets and liabilities which were sold at book value
or, inthe case of real estate, appraised value. Under the terms of the agreement, interestsin facilitiesin Chesapeake, Virginia; Las
Vegas, Nevada; Mettawa, Illinois; Volo, Illinois; Hanover, Maryland; Salinas, California; Sioux Falls, South Dakota and Tigard,
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Oregon were sold or transferred to Capital One, although we entered into site-sharing arrangements for certain of these locations
for aperiod of time. The majority of the employeesin our Card and Retail Services business transferred to Capital One.

Other Wesold our autofinanceservicing operations, including all rel ated assetsandin 2010 and di scontinued tax refund anticipation
loansin 2011. Both are reported in discontinued operations.

Funding

Our primary sources of funding in 2013 were proceeds from sales of pools of real estate secured receivables and our personal non-
credit card receivable portfolio, proceeds from the sale of our | nsurance operations, cash generated from operationsincluding loan
payments and pay-offs, REO sales proceeds and loans from HSBC &ffiliates. During the second quarter of 2012, we ceased new
commercia paper issuances and completed the wind-down of our commercial paper program prior to December 31, 2012. During
2011, the shelf registration statement under which we have historically issued long-term debt expired and we chose not to file a
new shelf registration statement. We currently do not expect third-party long-term debt to be asource of funding for usin thefuture
giventherun-off nature of our business. HSBC North Americacontinuesto review thecomposition of itscapital structurefollowing
the adoption by the U.S. banking regulators of the final rules implementing the Basel 111 regulatory capital and liquidity reforms
fromthe Basel Committee on Banking Supervision, whichwereeffectiveasof January 1, 2014. We anticipate replacing instruments
whosetreatmentislessfavorableunder thenew ruleswith Basel |11 compliant instruments. Any required funding hasbeenintegrated
into the overall HSBC North America funding plans and will be sourced through HSBC USA, or through direct support from
HSBC or its affiliates.

A detailed description of our sources of funding of our operationsis set forth in the “Liquidity and Capital Resources’ section of
the MD&A.

We use the cash generated by these funding sources to fund our operations, service our debt obligations and pay dividends to our
preferred stockholders.

Employees and Customers

At December 31, 2013, we had approximately 2,200 employees. In March 2013, we transferred over 200 employees to Enstar in
connection with the compl etion of the sale of our Insurance business. Additionally, on September 1, 2013 we transferred over 200
employeesto Springleaf, Newcastle Investment Corp. and Blackstone Tactical OpportunitiesAdvisorsL.L.C. with the completion
of the sale of aloan servicing facility.

At December 31, 2013, we had approximately 358,000 accounts related to customers with outstanding receivable balances. We
have significant concentrations of consumer receivables (including receivables held for sale) for continuing operations customers
in California($2,697 million), New York ($1,980 million), Pennsylvania ($1,758 million), Ohio ($1,727 million), Florida ($1,544
million) and Virginia ($1,470 million).

Regulation and Competition

Regulation

Consumer Regulation We operatein ahighly regulated environment. In addition to the establishment of the Consumer Financial
Protection Bureau (the" CFPB™) and the other consumer related provisions of the "Dodd-Frank Wall Street Reform and Consumer
Protection Act" (the "Dodd-Frank Act" or "Dodd-Frank™) described below, our business is subject to laws relating to consumer
protection including, without limitation, fair lending, fair debt collection practices, use of credit reports, privacy matters, and
disclosure of credit terms and correction of billing errors. Local, state and national regulatory and enforcement agencies continue
efforts to address perceived problems within the mortgage lending industry through broad or targeted legidlative or regulatory
initiatives aimed at lenders’ operationsin consumer lending markets. There continuesto be asignificant amount of legidative and
regulatory activity, nationally, locally and at the state level, designed to limit certain lending practices while mandating certain
servicing activities. We are also subject to certain regulations and legislation that limit operations in certain jurisdictions. For
example, limitations may be placed on the amount of interest or fees that may be charged on aloan, the types of actions that may
be taken to collect or foreclose upon delinquent loans or the information about a customer that may be shared. For consumer loans
still being serviced by HSBC Finance Corporation, certain consumer finance subsidiaries and affiliated entities assisting with this
servicing are generally licensed by state regulatory bodies in the jurisdictions in which they operate. Such licenses have limited
terms but are renewable, and are revocable for cause. Failure to comply with these laws and regulations may limit the ability of
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our licensed entities to collect or enforce loan agreements made with consumers and may cause these subsidiariesto be liable for
damages and penalties.

Due to the turmoil in the mortgage lending markets, there has also been a significant amount of federal and state legidlative and
regulatory focuson thisindustry. Thereisincreased regul atory oversight over residential mortgage lenders, including through state
and federal examinations and periodic inquiries from state Attorneys General for information. Several regulators, legislators and
other governmental bodies have promoted particular views of appropriate or “model” |loan modification programs, suitable loan
products and foreclosure and loss mitigation practices. We have devel oped amodification program that empl oys procedures which
we believe are most responsive to our customers needs and we continue to enhance and refine it as we deem appropriate. We also
evaluate the results of our customer assistance efforts. We continue to be active in various home preservation initiatives through
participation at local events sponsored by public officials, community leaders and consumer advocates.

In April 2011, HSBC Finance Corporation and our indirect parent, HSBC North America, entered into a consent cease and desist
order with the Federal Reserve Board (the “ Federal Reserve”) (the “ Federal Reserve Servicing Consent Order”), and our affiliate,
HSBC Bank USA, entered into asimilar consent order with the Office of the Comptroller of the Currency ("OCC") (this consent
order together with the Federal Reserve Servicing Consent Order, the “ Servicing Consent Orders’) following completion of a
broad horizontal review of industry foreclosure practices. The Federal Reserve Servicing Consent Order requires us to take
prescribed actions to address the foreclosure practice deficiencies described in the consent order. We continue to work with our
regulators to align our processes with the requirements of the Servicing Consent Orders and implement operational changes as
required. The Servicing Consent Orders required an independent review of foreclosures (“the Independent Forecl osure Review™)
pending or completed between January 2009 and December 2010 to determineif any borrower was financialy injured as aresult
of an error in the foreclosure process. On February 28, 2013, HSBC Finance Corporation and our indirect parent, HSBC North
America, entered into an agreement with the Federal Reserve, and our affiliate, HSBC Bank USA, entered into an agreement with
the OCC, pursuant to which the Independent Foreclosure Review ceased and HSBC North America made a cash payment of $96
million into afund used to make payments to borrowers that were in active foreclosure during 2009 and 2010 and, in addition, is
providing other assistance (e.g. loan modifications) to help eligible borrowers. As aresult, in 2012, we recorded expenses of $85
million which reflects the portion of HSBC North America's total expense of $104 million that we believeis alocable to us. As
of December 31, 2013, Rust Consulting, Inc., the paying agent, has issued almost al checks to eligible borrowers. See Note 22,
“Litigation and Regulatory Matters,” in the accompanying consolidated financial statements for further discussion.

Banking Institutions HSBC North America is required to meet consolidated regulatory capital and liquidity requirements,
including new or modified regul atory guidance, in accordance with current regulatory timelines. Wewill continueto support HSBC
North America's compliance with U.S. regulatory requirements, therefore the results of broader regulatory change could impact
the availability of funding for us.

In October 2013, the U.S. banking regulators published a final rule in the Federal Register implementing the Basel 111 capital
framework inthe U.S. (the“Basel 111 Final Rul€”). TheBasel |11 Final Rule phasesin acomplete replacement to the Basel | general
risk-based capital rules, builds on the Advanced Approach of Basdl |1, incorporates certain changes to the market risk capital rules
known as Basdl 2.5, and implements certain other requirements of the Dodd-Frank Act. HSBC North America, as a banking
organi zation subject to the Advanced Approach, became subject to the Basel 111 Final Rule as of January 1, 2014. Several of the
provisions of the Basel 111 Final Rule will be phased in through 2019. Further increases in regulatory capital may be required in
response to HSBC North America's implementation of the Basel |11 Final Rule.

In 2009, the Basel Committee proposed two minimum liquidity metrics for limiting risk: the liquidity coverage ratio (“LCR”"),
designed to be a short-term measure to ensure banks have sufficient high-quality liquid assetsto cover net stressed cash outflows
over the next 30 days, and the net stable funding ratio (“NSFR"), which is alonger term measure with a 12-month time horizon
to ensure a sustainable maturity structure of assets and liabilities. The ratios are subject to an observation period and are expected
to become established standards, subject to phase-in periods, by 2015 and 2018, respectively.

In October 2013, the Federal Reserve, the OCC and the Federal Deposit Insurance Corporation ("FDIC") issued for public comment
aruleto implement the LCR inthe United States, applicableto certain large banking institutions, including HSBC North America.
The LCR proposal is generally consistent with the Basel Committee guidelines, but is more stringent in several areas including
the range of assets that will qualify as high-quality liquid assets and the assumed rate of outflows of certain kinds of funding.
Under the proposal, U.S. institutions would begin the LCR transition period on January 1, 2015 and would be required to be fully
compliant by January 1, 2017, as opposed to the Basel Committee's requirement to be fully compliant by January 1, 2019. The
LCR proposal does not address the NSFR requirement, which is currently in an international observation period. Based on the
results of the observation period, the Basel Committee and U.S. banking regulators may make further changesto the LCR and the
NSFR. U.S. regulators are expected to issue a proposed rulemaking implementing the NSFR in advance of its scheduled global
implementation in 2018.
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It is anticipated that HSBC North America will meet these liquidity requirements prior to their formal introduction. The actual
impact will be dependent on the specific final regulations issued by the U.S. regulators to implement these standards. We may
need to change our liquidity profile to support compliance with any future final rules. We are unable at this time, however, to
determine the extent of changes we will need to make to our liquidity position, if any.

In December 2012, the Federal Reserve proposed an enhanced framework for the supervision of the U.S. operations of non-U.S.
banks, such as HSBC. The proposal would require certain large non-U.S. banks with significant operations in the United States
to establish a single intermediate holding company to hold al of their U.S. bank and non-bank subsidiaries. The intermediate
holding company would be subject to various prudential standards. HSBC currently operates in the United States through such
an intermediate holding company structure (i.e., HSBC North America), and we do not expect the Federal Reserve's proposal to
have a significant impact on our U.S. operations.

HSBC Finance Corporation will continueto support HSBC North America'scompliancewith U.S. regulatory capital requirements,
including participationin HSBC North America's Comprehensive Capital Analysisand Review ("CCAR") stresstesting and capital
plan submission to the Federal Reserve and its implementation of the Basel 111 Final Rule. HSBC North America and HSBC
Finance Corporation al so continueto support HSBC'simplementation of the Basel |11 framework, asadopted by the UK Prudential
Regulation Authority. We supply data regarding credit risk, operational risk and market risk to support HSBC's regulatory capital
and risk weighted asset calculations.

Deposit insurance for our credit card subsidiary, HSBC Bank Nevada, N.A. ("HSBC Bank Nevada), terminated on June 30, 2013.
On August 15, 2013, we merged HSBC Bank Nevada with and into HSBC Finance Corporation. HSBC Bank Nevada's national
bank charter was terminated effective that day.

Asaresult of our acquisition by HSBC, HSBC Finance Corporation and its subsidiaries became subject to supervision, regulation
and examination by the Board of Governors of the Federal Reserve. HSBC isabank hol ding company under the U.S. Bank Holding
Company Act of 1956, as amended (the “BHCA") as aresult of its ownership of HSBC Bank USA. On January 1, 2004, HSBC
created aNorth American organization structureto hold all of its North America operations, including HSBC Finance Corporation
and its subsidiaries. HSBC North Americais also a bank holding company under the BHCA, by virtue of its ownership of HSBC
Bank USA. HSBC and HSBC North Americaqualified as financial holding companies pursuant to the amendments to the BHCA
effected by the Gramm-Leach-Bliley Act of 1999 (the“ GLB Act”). Under regulationsimplemented by the Federal Reserve, if any
financial holding company, or any depository institution controlled by afinancial holding company, ceasesto meet certain capital
or management standards, the Federal Reserve may impose corrective capital and/or managerial requirements on the financial
holding company and place limitations on its ability to conduct the broader financial activities permissible for financial holding
companies. Inaddition, the Federal Reserve may requiredivestiture of the holding company'sdepository institutionsor its affiliates
engaged in broader financia activitiesin reliance on the GLB Act if the deficiencies persist. The regulations also provide that if
any depository institution controlled by afinancial holding company fails to maintain a satisfactory rating under the Community
Reinvestment Act of 1977, as amended (“CRA"), the Federal Reserve must prohibit the financial holding company and its
subsidiariesfrom engaging inany additional activitiesother than those permissiblefor bank holding companiesthat arenot financial
holding companies. As reflected in the agreement entered into with the OCC on December 11, 2012 (the “GLBA Agreement”),
the OCC has determined that HSBC Bank USA is not in compliance with the requirements set forth in 12 U.S.C. § 24a(a)(2)(c)
and 12 C.F.R. § 5.39(g)(1), which provide that a national bank and each depository institution affiliate of the national bank must
be both well capitalized and well managed in order to own or control a"financial subsidiary", asubsidiary of abank that also may
engage in broader activities than subsidiaries of non-qualified banks. As a result, HSBC North America and its parent holding
companies no longer meet the qualification requirements for financial holding company status, and may not directly or indirectly
acquire control of, or hold an interest in, any new financial subsidiary, nor commence a new activity in its existing financial
subsidiary, unlessit receives prior approval from the OCC. If all of our affiliate depositary institutions are not in compliance with
these requirements within the time periods specified in the GLBA Agreement, as they may be extended, HSBC North America
could berequired either to divest HSBC Bank USA or to divest or terminate any financial activities conducted on financial holding
company status under the GLB Act. Similar consequences could result for financial subsidiaries of HSBC Bank USA that engage
in activities in reliance on expanded powers provided for in the GLB Act. The GLBA Agreement requires HSBC Bank USA to
take all steps necessary to correct the circumstances and conditions resulting in HSBC Bank USA's noncompliance with the
reguirements referred to above. HSBC Bank USA continues to take steps to satisfy the requirements of the GLBA Agreement.

HSBC North Americais supervised and examined by the Federal Reserve Bank of Chicago. We are also regularly examined and
reviewed by the Federal Reserve Bank of Chicago.

Financial Regulatory Reform OnJuly 21, 2010, the Dodd-Frank Act wassigned into law. Thislegislation isasweeping overhaul
of the U.S. financial regulatory system. The new law is comprehensive and includes many provisions specifically relevant to our
businesses and the businesses of our affiliates.
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Oversight. In order to promote financia stability in the U.S. financia system, the Dodd-Frank Act created a framework for the
enhanced prudential regulation and supervision of financial institutionsthat are deemed to be "systemically important” tothe U.S.
financial system, including U.S. bank holding companies with consolidated assets of $50 billion or more, such as HSBC North
America. Thisframework issubject to the general oversight of the Financial Stability Oversight Council ("FSOC"), aninteragency
coordinating body.The Federal Reserve has authority, in consultation with the FSOC, to take certain actions, including to preclude
mergers, restrict financial products offered, restrict, terminate or impose conditions on activities or require the sale or transfer of
assets against any systemically important bank holding company that is found to pose a grave threat to financia stability. The
FSOC is supported by the Office of Financial Research (“OFR”) which will impose data reporting requirements on financial
institutions. The cost of operating both the FSOC and OFR is paid for through an assessment on large bank holding companies,
which began in July 2012.

Increased Prudential Standards. In addition to the increased capital, liquidity and other enhanced prudential and structural
reguirements described above, large international banks, such asHSBC (generally with regard to its U.S. operations), are required
to file resolution plans describing what strategy would be followed to resolve the institution in the event of significant financial
distress. The failure to cure deficiencies in a resolution plan would enable the Federal Reserve and the FDIC, acting jointly, to
impose more stringent prudential limits or require the divestiture of assets or operations. There are also provisionsin Dodd-Frank
that relate to governance of executive compensation, including disclosures evidencing the rel ationship between compensation and
performance and areguirement that some executiveincentive compensationisforfeitablein the event of an accounting restatement.

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

Derivatives Regulation. The Dodd-Frank Act has numerous provisions addressing derivatives. Title VII of the Dodd-Frank Act
imposes a comprehensive regulation of over-the-counter (“*OTC") derivatives markets, including credit default, equity, foreign
exchanges and interest rate swaps. Many of the most significant provisions have been recently implemented or are expected to
come into effect during 2014.

Consumer Regulation. The Dodd-Frank Act created the CFPB with a broad range of powers to administer and enforce a new
federal regulatory framework of consumer financial regulation, including the authority to regulate credit, savings, payment and
other consumer financial products and services and providers of those products and services. The CFPB has the authority to issue
regulations to prevent unfair, deceptive or abusive practices in connection with consumer financial products or services and to
ensure features of any consumer financial products or services are fully, accurately and effectively disclosed to consumers. We
are subject to CFPB examination and regulation.

With respect to certain laws governing the provision of consumer financial products by national banks such as our affiliate HSBC
Bank USA, the Dodd-Frank Act codified the current judicial standard of federal preemption with respect to national banks but
added procedural stepsto befollowed by the OCC when considering preemption determinations after July 21, 2011. Furthermore,
the Dodd-Frank Act removed the ability of subsidiaries or agents of a national bank to claim federal preemption of consumer
financial laws after July 21, 2011, although the legislation did not purport to affect existing contracts. These limitations on federal
preemption may elevate our costsof compliance, whileincreasing litigation expensesasaresult of potential state Attorneys General
or plaintiff challenges and the risk of courts not giving deference to the OCC as well as increasing complexity due to the lack of
uniformity in state law. At this time, we are unable to determine the extent to which the limitations on federa preemption will
impact our businesses and those of our competitors. Asaresult of the sale of the Card and Retail Services businessto Capital One
in May 2012, it isunlikely these limitations will have a significant impact on us as we no longer have open credit card accounts.
The Dodd-Frank Act contains many other consumer-related provisions including provisions addressing mortgage reform.

Competition Asdiscussed above, al of our remaining operationsarein run-off. The competitive conditions of the marketsinwhich
we historically operated for the origination of new receivables no longer have a significant impact on our financial results, noting
that the overall reduction of lending offerings to our historical target market segment has reduced the availability of re-finance
offerings to our current customers.
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Corporate Governance and Controls

HSBC Finance Corporation maintainsawebsi te at www. us.hshc.com onwhichwemakeavail abl e, assoon asreasonably practicable
after filing with or furnishing to the Securities and Exchange Commission ("SEC"), our annual report on Form 10-K, quarterly
reports on Form 10-Q, current reports on Form 8-K, and any amendments to these reports. We have included our website address
only asaninactivetextual reference and do not intend it to be an activelink to our website. Our website also contains our Corporate
Governance Standards and committee charters for the Audit Committee, the Risk Committee and the Compliance Committee of
our Board of Directors. We have a Statement of Business Principles and Code of Ethics that expresses the principles upon which
we operate our businesses. Integrity is the foundation of all our business endeavors and is the result of continued dedication and
commitment to the highest ethical standardsin our relationshipswith each other, with other organizations and individualswho are
our customers. Our Statement of Business Principles and Code of Ethics can be found on our corporate website. We also have a
Codeof Ethicsfor Senior Financial Officersthat appliesto our finance and accounting professional sthat supplementsthe Statement
of Business Principles. That Code of Ethicsisincorporated by referencein Exhibit 14 to thisAnnual Report on Form 10-K. Printed
copies of thisinformation can be requested at no charge. Requests should be made to HSBC Finance Corporation, 26525 North
Riverwoods Boulevard, Suite 100, Mettawa, I1linois 60045, Attention: Corporate Secretary.

Certifications In addition to certifications from our Chief Executive Officer and Chief Financial Officer pursuant to Sections 302
and 906 of the Sarbanes-Oxley Act of 2002 (attached to this report on Form 10-K as Exhibits 31 and 32), we also file a written
affirmation of an authorized officer with the New York Stock Exchange (the “NY SE”) certifying that such officer is not aware of
any violation by HSBC Finance Corporation of the applicable NY SE corporate governancelisting standardsin effect asof February
24,2014,

Item 1A. Risk Factors.

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

The current uncertain market and economic conditions may continue to affect our business, results of operations and
financial condition. Our business and earnings are affected by general business, economic and market conditions in the United
Statesand abroad. Given our concentration of busi ness activitiesin the United States and dueto the nature of our historical business
asaconsumer lender to generally non-conforming and non-prime customers, we are particularly exposed to any additional turmoil
in the economy, housing downturns, high unemployment, tight credit conditions and reduced economic growth. While the U.S.
economy continued to slowly improveduring 2013, growth hasremai ned muted. General business, economic and market conditions
that could continue to affect usinclude:

e pressure on consumer confidence and reduced consumer spending from other economic and market conditions;
e dlow economic growth and the pace and magnitude of the recovery;

« fisca palicy;

e unemployment levels;

e voldtility in energy prices,

e wageincome levels and declinesin wealth;

« market value of residential real estate throughout the United States;

e inflation;

* monetary supply and monetary policy, including an exit from quantitative easing;
e fluctuations in both debt and equity capital markets;

e unexpected geopolitical events;

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

* movementsin interest rates;
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« availahility of liquidity;

e continued tight consumer credit conditions;

*  higher bankruptcy filings; and

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

In a challenging economic environment, more of our customers are likely to, or have in fact, become delinquent on their loans or
other obligations as compared with historical periods as many of our customers experience reductions in cash flow available to
service their debt. These delinquencies, in turn, have resulted in higher levels of provisions for credit |osses and charge-offs. The
problemsin the housing marketsin the United Statesin the last six years have been exacerbated by continued high unemployment
rates. If businessesremain cautiousto hire, additional losses could be significant in our consumer loan portfolios due to decreased
consumer income. While the U.S. economy continued to slowly improvein 2013, gross domestic product continued at alevel well
below the economy's potential growth rate. Concerns about the future of the U.S. economy, including the pace and magnitude of
recovery from therecent economic recession, consumer confidence, fiscal policy, volatility in energy prices, credit market volatility
including the ahility to resolve various global financial issues and trends in corporate earnings will continue to influence the
U.S. economic recovery and the capital markets. In the event economic conditions stop improving or become depressed again,
there would be a significant negative impact on delinquencies, charge-offs and lossesin all loan portfolios with a corresponding
impact on our results of operations.

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

Federal, state and other similar international measures to regulate the financial industry may significantly impact our
operations. We operate in a highly regulated environment. Changes in federal, state and local laws and regulations affecting
banking, capital, liquidity, derivatives, consumer credit, bankruptcy, privacy, consumer protection or other matters, including
changesin tax rates, could materially impact our operations and performance.

Attempts by local, state and national regulatory agencies to address perceived problems with the mortgage lending industry and,
more recently, to address additional perceived problems in the financia services industry generally through broad or targeted
legislative or regulatory initiatives aimed at lenders' operations in consumer lending markets, could affect us in substantial and
unpredictable ways, including how consumer lending accounts are serviced, limiting the fees and charges that may be applied to
accounts and how accounts may be collected or security interests enforced. Any one or more of these effects could negatively
impact our results. There is also significant focus on loss mitigation and foreclosure activity for real estate |oans. We cannot fully
anticipate the response by national regulatory agencies, state Attorneys General, or certain legislators, or if significant changesto
our operations and practices will be required as aresult.

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

The total impact of the Dodd-Frank Act cannot be fully assessed without taking into consideration how non-U.S. policymakers
and regulatorswill respond to the Dodd-Frank Act and the implementing regul ations under the legisl ation, and how the cumulative
effectsof both U.S. and non-U.S. lawsand regul ationswill affect our businesses and operations. Additional legislative or regul atory
actions in the United States, the European Union (“E.U.”) or in other countries could result in a significant loss of revenue, limit
our ability to pursue business opportunities for the sale of our portfolio or the run-off of certain products, affect the value of assets
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that we hold, impose additional costs on us, or otherwise adversely affect our businesses. Accordingly, any such new or additional
legislation or regulations could have an adverse effect on our business, results of operations or financial condition.

Regulators in the E.U. and in the United Kingdom (“U.K.”) are in the midst of proposing far-reaching programs of financial
regulatory reform. These proposals include enhanced capital, leverage, and liquidity requirements, changes in compensation
practices(including tax levies), separation of retail and whol esal e banking, therecovery and resolution of E.U. financial institutions,
amendmentsto the Marketsin Financial | nstruments Directive and the Market Abuse Directive, and measures to address systemic
risk. Furthermore, certain large global systemically important banks ("G-SIBs"), including HSBC, will be subject to capital
surcharges and other enhanced prudentia requirements. While the Financial Stability Board has identified HSBC as one of the
two G-SIBs that would be subject to a 2.5 percent surcharge, the G-SIB surcharge has not yet been formally implemented in the
U.S. or the UK.

The implementation of regulations and rules promulgated by these bodies could result in additional costs or limit or restrict the
way HSBC conducts its business in the E.U. and, in particular, in the U.K. Furthermore, the potentially far-reaching effects of
future changes in laws, rules or regulations, or in their interpretation or enforcement as a result of E.U. or U.K. legislation and
regulation are difficult to predict and could adversely affect our operations.

Thetransition to the new requirements under Basel 111 will putsignificant pressure on regulatory capital and liquidity. HSBC
North Americaisrequired to meet consolidated regul atory capital and liquidity requirements, including new or modified regul ations
and regulatory guidance, in accordance with current regulatory timelines. We will continue to support HSBC North America's
compliance with U.S. regulatory requirements, therefore the results of broader regulatory change could impact the availability of
funding for us.

In December 2010, the Basel Committee issued “Basel I11: A global regulatory framework for more resilient banks and banking
systems’ (the “Basel 11l Capital Framework”) and “International framework for liquidity risk measurement, standards and
monitoring” (the “Basel 111 Liquidity Framework™) (together, Basel 111). In October 2013, the U.S. banking regul ators published
afina rule in the Federal Register implementing the Basel |11 Capital Framework and the Dodd-Frank Act’s phase-out of trust
preferred securities from Tier 1 capital, which we refer to asthe “Basel 111 Final Rule”. The Basel |11 Final Rule establishes new
minimum capital and buffer requirements to be phased in by 2019 and also requires the deduction of certain assets from capital,
within prescribed limitations, and the inclusion of accumulated other comprehensive income in capital. The Basel 111 Final Rule
also increases capital requirements for counterparty credit risk. As of January 1, 2014, HSBC North America and HSBC Bank
USA arerequired to begin complying with the effective portions of the Basel |11 Final Rule. TheBasel |11 Final Rulewill materially
increase our regulatory capital requirements over the next several years. In addition to the Basel |11 Final Rule, there continue to
be numerous proposals or potential proposals that could significantly impact the regulatory capital standards and requirements
applicable to financial institutions such as HSBC North America. The Basel Committee has finalized a framework for domestic
systemically important banks (“ D-SIBs") which isintended to supplement the G-SIB framework by imposing a capital buffer on
certain banks that have an important impact on their domestic economies. While the Basel 111 Final Rule did not address the
adoption of a surcharge on D-SIBs, federal banking regulators noted that they are considering a capital surcharge for institutions
with $50 billion or more in total consolidated assets, or some subset of such institutions, consistent with the Basel Committee's
surcharge proposals. In addition, the Basel Committee has proposed revisions to the Basel 111 Leverage ratio (known in the U.S.
asthe“ supplementary leverageratio” or "SLR") that, if adopted as proposed, would substantially increase the denominator of the
Basel |1l Leverage ratio, primarily with regard to exposures for derivatives and securities financing transactions (“ SFTs’), and
could further increase the capital requirements applicable to HSBC North America. The Federal Reserve has also indicated it is
considering proposals relating to the use of short-term wholesale funding by financial institutions, particularly SFTs, which could
include a capital surcharge based on the ingtitution’s reliance on such funding, and/or increased capital requirements applicable
to SFT matched books. Accordingly, there continues to be significant uncertainty regarding significant portions of the capital
regime that will apply to HSBC North America.

Further increasesin regulatory capital may also be required in response to other U.S. supervisory requirementsrelating to capital.

The exact amount, however, will depend upon our prevailing risk profile and that of our North America affiliates under various
stress scenarios. Participation by HSBC North America in the Federal Reserve’'s CCAR stress test process will also require that
HSBC North America maintain sufficient capital to meet minimum regulatory ratios including a 5 percent Tier 1 common ratio
(as defined by the Federal Reserve) over a nine-quarter forward-looking planning horizon, which could aso require increased
capital to withstand the application of the stress scenarios over the planning horizon. These stress testing requirements are likely
to influence our regulatory capital and liquidity planning process, and may impose additional operational and compliance costs
on us.

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

We may incur additional costs and expenses in ensuring that we satisfy requirements relating to our mortgage foreclosure
processes and the industry-wide delay in processing foreclosures may have a significant impact upon loss severity. As
previously reported, HSBC Finance Corporation, and our indirect parent, HSBC North America, entered into the Federal Reserve
Servicing Consent Order with the Federal Reserve and our affiliate, HSBC Bank USA, entered into a similar consent order with
the OCC following completion of a broad horizontal review of industry foreclosure practices. The Federal Reserve Servicing
Consent Order requires us to take prescribed actions to address the deficiencies noted in the joint examination and described in
the consent order. We continue to work with our regulators to align our processes with the requirements of the Servicing Consent
Orders and implement operational changes as required.

The Servicing Consent Ordersrequired usto perform anindependent review of forecl osures pending or compl eted between January
2009 and December 2010 to determine if any borrower was financially injured as a result of an error in the foreclosure process.
Werefer to thisasthe Independent Forecl osure Review. On February 28, 2013, HSBC Finance Corporation and our indirect parent,
HSBC North America, entered into an agreement with the Federal Reserve, and our affiliate, HSBC Bank USA, entered into an
agreement with the OCC, pursuant to which the Independent Foreclosure Review ceased and HSBC North America made acash
payment of $96 million into afund used to make paymentsto borrowers that werein active foreclosure during 2009 and 2010 and,
in addition, is providing other assistance (e.g. loan modifications) to help eligible borrowers. As a result, in 2012, we recorded
expenses of $85 million which reflects the portion of HSBC North America's total expense of $104 million that we believe is
alocableto us. Asof December 31, 2013, Rust Consulting, Inc., the paying agent, hasissued almost all checksto eligible borrowers.
See Note 22, “Litigation and Regulatory Matters,” in the accompanying consolidated financial statements for further discussion.

While we believe compliance related costs have permanently increased to higher levels due to the remediation requirements of
the Serving Consent Orders, thissettlement will positively impact compliance expensesin future periodsasthe significant resources
working on the Independent Foreclosure Review are no longer required. In addition, the Servicing Consent Orders do not preclude
additional enforcement actions against HSBC Finance Corporation or our affiliates by bank regulatory, governmenta or law
enforcement agencies, such as the Department of Justice or state Attorneys General, which could include the impaosition of civil
money penalties and other sanctions relating to the activities that are the subject of the Servicing Consent Orders. In addition, the
settlement related to the Independent Foreclosure Review does not preclude private litigation concerning these practices.

Separate from the Servicing Consent Orders and the settlement related to the Independent Foreclosure Review discussed above,
in February 2012, the U.S. Department of Justice, the U.S. Department of Housing and Urban Development and state Attorneys
General of 49 states announced a settlement with the five largest U.S. mortgage servicers with respect to foreclosure and other
mortgage servicing practices. HSBC Finance Corporation, together with our affiliate HSBC Bank USA, have had discussionswith
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 $157 million in the fourth quarter of 2011 (which was reduced by $14 millionin
the second quarter of 2013) reflecting the portion of the HSBC North America accrual we currently believeis allocable to us. As
this matter progresses and more information becomes available, we will continue to evaluate our portion of the HSBC North
Americaliability which may resultin achangeto our current estimate. Any such settlement, however, may not completely preclude
other enforcement actions by state or federal agencies, regulators or law enforcement agencies relating to foreclosure and other
mortgage servicespractices, including, but not limited to, mattersrel ating to the securitization of mortgagesfor investors, including
the imposition of civil money penalties, criminal fines or other sanctions. In addition, these practices have in the past resulted in
private litigation and such a settlement would not preclude further private litigation concerning foreclosure and other mortgage
servicing practices.

As previously reported, beginning in late 2010, we temporarily suspended all new foreclosure proceedings and in early 2011
temporarily suspended foreclosures in process where judgment had not yet been entered while we enhanced foreclosure
documentation and processes for foreclosures and re-filed affidavits where necessary. As of December 31, 2013, we have resumed
processing suspended foreclosure activitiesin substantially all states and have referred substantially all of the backlog of loansfor
foreclosure. We have also begun initiating new foreclosure activities in substantially all states. The number of REO properties
added toinventory increased in 2013 aswe continued to work through the backlog in foreclosure activities driven by thetemporary
suspension of foreclosures as discussed above. The number of REO properties added to inventory during 2014 will be impacted
by our receivable sale program as many of the properties currently in the process of foreclosure will be sold prior to our taking
title and, to alesser extent, will be impacted by the extended foreclosure timelines.
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In addition, certain courts and state legislatures have issued new rules or statutes relating to foreclosures. Scrutiny of foreclosure
documentation hasincreased in some courts. Also, in some areas, officialsare requiring additional verification of information filed
prior to the foreclosure proceeding. The combination of these factors has led to a significant backlog of foreclosures which will
take time to resolve. If asignificant number of foreclosures come to market at the same time, due to the backlog or other delays
in processing, it could have an adverse impact upon home prices.

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

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

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

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

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

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

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

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

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

« threatening the assets of our customers, potentially impacting our customers' ability to repay loan balances and negatively
impacting their credit ratings;

e causing ustoincur remediation and other costsrelated to liability for customer or third partiesfor |osses, repairsto remedy
systems flaws, or incentives to customers and business partners to maintain and rebuild business relationships after the
attack;

e increasing our costs to respond to such threats and to enhance our processes and systems to ensure maximum security of
data; or

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

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

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

e our determining to expand our sale of residential mortgage |oans;

«  changesto our charge-off policiesor customer account management and risk management/coll ection policiesand practices;
e our ability to attract and retain key employees;

e ourincreasing investment in technology, business infrastructure and specialized personnel; or

e our outsourcing of various operations.

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

The Sarbanes-Oxley Act of 2002 requires our management to eval uate our disclosure controls and procedures and internal control
over financial reporting. Wearerequired to disclose, in our annual report on Form 10-K, the existence of any “ material weaknesses’
inour internal control. Inacompany aslarge and complex asours, lapsesor deficienciesininternal control over financial reporting
may occur from time to time and we cannot assure you that we will not find one or more material weaknesses as of the end of any
given future year.

Uncertainty inthe U.Seconomy and fluctuationsin the U.S. markets could negatively impact our business operations. Recent
concerns regarding U.S. debt and budget matters have caused uncertainty in financial markets. Although the U.S. debt limit was
increased, afailureto raise the U.S. debt limit and the downgrading of U.S. debt ratings in the future could, in addition to causing
economic and financial market disruptions, materially adversely affect our ability to obtain funding on favorable terms directly or
through our affiliates aswell as have other material adverse effects on the operations of our business and our financial resultsand
condition.

During 2013 we experienced improvements in delinquency on accounts less than 180 days contractually delinquent and
improvementsin charge-off levelsasaresult of improvementsin the U.S. economy and early stage recovery in the housing market
during 2013. While we anticipate these trends may continueinto 2014, our performancein 2014 islargely dependent upon macro-
economic conditions which include, among other things, the continued recovery of the housing market, instability in employment
levels and the pace and extent of the economic recovery, all of which are outside of our control. Accordingly, our results for the
year ended December 31, 2013 or any prior periods should not be considered indicative of the results for any future periods.

Receivables held for sale are carried at the lower of amortized cost or fair value. The estimated fair value of our receivables held
for saleis determined by devel oping an approximate range of value from amix of various sources and inputs appropriate for the
respective pools of assets. Valuation inputs include estimates of future interest rates, prepayment speeds, default and loss curves,
estimated collateral values (including expenses to be incurred to maintain the collateral) and market discount rates reflecting
management'sestimateof therateof returnthat would be required by investorsinthe current market given the specific characteristics
and inherent credit risk of the receivables held for sale. Some of the inputs are influenced by collateral value changes and
unemployment rates. Changesin inputs, including the rate of return that investors would require to purchase assets with the same
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characteristicsand of the same credit quality and fluctuationsin home price values, could significantly change the carrying amount
of the receivables held for sale and related fair value adjustment recognized in the consolidated statement of income (l0ss).
Accordingly, the lower of amortized cost or fair value adjustments recorded during 2013 should not be considered indicative of
the results for any future periods.

We determine the fair value of the fixed rate debt accounted for under fair value option through the use of a third party pricing
service. Such fair value represents the full market price (including credit and interest rate impacts) based on observable market
data for the same or similar debt instruments. Net income volatility, whether based on changes in the interest rate or credit risk
components of the mark-to-market on debt designated at fair value and the related derivatives, impacts the comparability of our
reported results between periods. Accordingly, gain (loss) on debt designated at fair value and related derivatives for 2013 should
not be considered indicative of the results for any future periods.

Federal Reserve policies can significantly affect business and economic conditions and our financial results and
condition. The Federal Reserve regulates the supply of money and credit in the United States. Its policies determinein large part
our cost of funds for investing and the return we earn on our loans and investments, both of which affect our net interest margin.
They also can materialy affect the value of financial instruments we hold, such as debt securities. Expectations that the scale of
government repurchase schemesand quantitative easing measuresmay bereduced haveresultedinmorevol atilemarketsconditions.
Its policies also can affect our borrowers, potentially increasing therisk that they may fail to repay their loans. Changesin Federal
Reserve policies are beyond our control and can be hard to predict.

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

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

* appropriately addressing potential conflicts of interest;

* legal and regulatory requirements;

e ethical issues, including alleged deceptive or unfair lending or servicing practices,
e anti-money laundering and economic sanctions programs;

e privacy issues

o fraudissues;

e datasecurity issues related to our customers or employees;

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

e sadlesand trading practices;

e  customer service;

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

e general company performance.

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

The failure to address, or the perception that we have failed to address, any of these issues appropriately could make it difficult
for us to conduct business transactions with our counterparties or give rise to increased regulatory action, which could adversely
affect our results of operations.
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Our inability to meet funding requirements due to our balance sheet attrition or credit ratings could impact
operations. Adequate liquidity is critical to our ability to operate our businesses. The pace of our balance sheet attrition has a
significant impact on our liquidity and risk management processes. Properly managing these processes is critical to mitigating
liquidity risk. Lower cash flow resulting from declining receivable balances as well as lower cash generated from balance sheet
attrition will not provide sufficient cash to fully cover maturing debt over the next three to four years. A portion of the required
funding could be generated through planned sales of certain real estate secured receivables. A portion of any funding gap could
be borrowed from one or more of our affiliates. We anticipate all future term funding will be provided by HSBC affiliates.

Our credit ratings are an important part of maintaining our liquidity. Asindicated by the major credit rating agencies, our credit
ratings are directly dependent on the continued support of HSBC. A credit rating downgrade would increase future borrowing
costs only for new debt obligations, if any. On February 6, 2014, Standard and Poor's published a request for comment regarding
proposed revisions to their treatment of Bank and Prudentially Regulated Finance Company Hybrid Capital Instruments. The
adoption of any such revisions may unfavorably impact the ratings of our Preferred Stock, Trust Preferred securities and
Subordinated Debt. As discussed in previous filings, we do not currently expect to need to raise funds from the issuance of third
party, long-term debt going forward, but instead any required funding has been integrated into HSBC North America's funding
plans and will be sourced through HSBC USA or through direct support from HSBC or its affiliates. Similarly, to the extent future
funding isto be provided by HSBC affiliates, the credit ratings of those affiliates will affect their borrowing costs and, as a resullt,
the cost of funding to us.

We may not be able to continue to wind down our real estate secured receivable portfolio at the same rate as in recent
years. Our real estate secured receivabl eportfolio held for investmentiscurrently running off. Thetimeframeinwhichthisportfolio
will liquidate is dependent upon the rate at which receivables pay off or charge-off prior to their maturity, which fluctuates for a
variety of reasons such as interest rates, availability of refinancing, home values and individual borrowers' credit profile, all of
which are outside our control. In light of the current economic conditions and mortgage industry trends described above, our loan
prepayment rates have slowed when compared with historical experience even though interest rates remain low. Additionally, our
loan modification programs, which are primarily designed to improve cash collections and avoid foreclosure as determined to be
appropriate, are contributing to the slower loan prepayment rates. While difficult to project both loan prepayment rates and default
rates, based on current experience we expect our run-off real estate secured receivable portfolio (excluding receivables held for
sale) to be lessthan $17.0 billion by the end of 2016. Attrition will not be linear during this period. Run-off is expected to be low
as charge-offs decline and the remaining real estate secured receivables stay on the balance sheet longer due to the impact of
modifications and/or the lack of refinancing alternatives as well as the impact of an elongated foreclosure process.

We intend to wind down this portfolio as quickly as practicable in a responsible and economically rational manner, considering
market pricing as well as other factors. In addition, and as discussed in prior filings, we plan to continue to sell certain real estate
secured receivables in multiple transactions generally over the next 15 months. While we made substantial progress towards
winding down this portfolio in recent years, we may not be ableto liquidate or dispose of these portfolios at the samelevel or pace
asin recent years or execute the planned sales within expected timeframes. As aresult, our ability to continue to reduce our risk-
weighted assets or reduce related expenses may be adversely affected depending on the ultimate pace or level at which these
portfolios are liquidated and sold. We may be called upon by HSBC North America or HSBC to execute certain other actions or
strategies to ensure HSBC North America and HSBC each meetsits capital requirements.

Performance of modified loans in the current economic conditions may prove less predictable and result in higher losses. In
an effort to provide assistance to our customers who are experiencing financial difficultiesin the current weak economy, in recent
years we have modified the terms of a significant number of our loans. While we have along-standing history of working with
customers experiencing financia difficulties, the number of customers that have needed and qualified for loan modifications in
recent years was significantly higher than in our prior historical experience. Under the current economic conditions, the credit
performance of these modified loans may not conform to either historical experience or our expectations. In addition, deterioration
in housing prices and unemployment could negatively impact the performance of the modified portfolio. While our credit loss
reserve process considers whether 1oans have been re-aged or are subject to modification, loss reserve estimates are influenced by
factors outside our control, such as consumer payment patterns and economic conditions, making it reasonably possible that loss
reserve estimates could change in either direction.

Asignificant rise in interest rates may significantly impact our net interest income which may adversely impact our financial
results. Both our Consumer Lending and Mortgage Services' real estate secured receivable portfolios are expected to continue to
remain on our balance sheet for extended durations. Reduced mortgage prepayment rates and higher levels of loan modifications
have had the effect of extending the projected average life of theseloan portfolios. Asaresult, both net interest income at risk and
asset portfolio valuations have increasingly become exposed to rising interest rates as the average life of our liability portfolios
has declined while the average life of our asset portfolios has extended. In the event interest rates rise significantly and we are not
successful in fully mitigating such rise or otherwise changing the average lives of our liability and asset portfolios, net interest
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income, and consequently, net income or loss, would be negatively affected. A significant risein interest rates could also result in
slower repayment rates on performing loans. As discussed in prior filings, we plan to sell certain real estate secured receivables
in multiple transactions generally over the next year. Additionally, we may be called upon by HSBC North Americaor HSBC to
execute certain other actions or strategies to ensure HSBC North America and HSBC each mestsiits capital requirements.

We may incur additional costs and expenses relating to mortgage loan sale and securitization-related activities. Prior to
June 2007, a subsidiary of HSBC Finance Corporation originated mortgage loans sourced by independent mortgage brokers and
sold such loans to secondary market purchasers to facilitate whole loan securitizations sponsored or underwritten by several of
our counterparties and their affiliates, including our affiliates, HSBC Bank USA and HSI. In connection with these loan sale
transactions, we made representationsand warranti esthat theloans sold meet certain requirements. We have been, and may continue
to be, required to repurchase loans and/or indemnify private investors for losses due to breaches of these representations and
warranties. We maintain a reserve for potential repurchase liability exposure that, in accordance with applicable accounting
principles, represents the amount of loss from this contingency that is both probable and can be reasonably estimated at thistime.
We estimate the range of reasonably possible lossesin excess of our recorded repurchase liability is between zero and $62 million
at December 31, 2013 related to claims that have been filed. Because the level of mortgage loan repurchase |osses are dependent
upon economic factors, investor demand strategies and other external risk factors such as housing market trends that may change,
the level of the liability for mortgage loan repurchase losses requires significant judgment. As our estimate of this exposure is
influenced by factors outside our control, there is uncertainty inherent in this estimate and actual losses could be significantly
higher than the amount reserved.

Participants in the U.S. mortgage securitization market have been the subject of lawsuits and governmental and regulatory
investigations and inquiries, which have been directed at groups such as sponsors, underwriters, servicers, originators or trustees
of mortgage securitizations, and at particular participants within these groups. We expect this level of focus to continue and
potentially intensify, so long asthe U.S. real estate markets continue to be distressed. As aresult, we may be subject to additional
claims, litigationand governmental and regulatory scrutiny relatedto our participation asasponsor or originatorintheU.S. mortgage
securitization market.

Significant reductions in pension assets may require additional financial contributions from us. Effective January 1, 2005,
our previously separate qualified defined benefit pension plan was combined with that of HSBC Bank USA’sinto asingle HSBC
North America qualified defined benefit plan. As of January 1, 2013, all future contributions under the Cash Baance formula
ceased, thereby eliminating future benefit accruals. At December 31, 2013, plan assets were lower than projected plan liabilities
resulting in an under-funded status. The accumul ated benefit obligation exceeded thefair value of the plan assets by approximately
$457 million. Asthese obligationsrel ate to the HSBC North Americapension plan, only aportion of thisdeficit could be considered
our responsibility. We and other HSBC North America affiliates with employees participating in this plan will be required to make
up this shortfall over a number of years as specified under the Pension Protection Act. This can be accomplished through direct
contributions, appreciation in plan assets and/or increases in interest rates resulting in lower liability valuations. See Note 16,
“Pension and Other Postretirement Benefits,” in the accompanying consolidated financial statements for further information
concerning the HSBC North America defined benefit plan.

Lawsuits and regulatory investigations and proceedings may continue and increase in the current economic and regulatory
environment. In the ordinary course of business, HSBC Finance Corporation and our affiliates are routinely named as defendants
in, or as parties to, various legal actions and proceedings relating to our current and/or former operations and are subject to
governmental and regulatory examinations, information-gathering requests, investigations and formal and informal proceedings,
asdescribed in Note 22, “ Litigation and Regul atory Matters,” certain of which may result in adverse judgments, settlements, fines,
penalties, injunctions and other relief. There is no certainty that the litigation will decrease in the near future, especially in the
event of continued high unemployment rates, a resurgent recession or additional regulatory and law enforcement investigations
and proceedings by federal and state governmental agencies. Further, in the current environment of heightened regulatory scrutiny,
particularly in the financial servicesindustry, there may be additional regulatory investigations and reviews conducted by banking
andother financial regulators, state AttorneysGeneral or stateregul atory and |l aw enforcement agenciesthat, if determined adversely,
may result in judgments, settlements, fines, penalties or other results, including additional compliance requirements, which could
materially adversely affect our business, financial condition or results of operations, or cause us serious reputational harm. See
“We may incur additional costs and expenses in ensuring that we satisfy requirements relating to our mortgage foreclosure processes
and the industry-wide delay in processing foreclosures may have a significant impact upon loss severity” above.

We establish reservesfor legal claimswhen payments associated with the claims become probable and the costs can be reasonably
estimated. We may still incur legal costs for a matter even if we have not established a reserve. In addition, the actual cost of
resolving alegal claim may be substantially higher than any amounts reserved for that matter. The ultimate resolution of a pending
legal proceeding, depending on the remedy sought and granted, could materially adversely affect our results of operations and
financial condition.
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Management projections, estimates and judgments based on historical performance may not be indicative of our future
performance. Our management is required to use certain estimates in preparing our financial statements, including accounting
estimates to determine loan 10ss reserves, reserves related to litigation, deferred tax assets and the fair market value of certain
assetsand liabilities. Certain asset and liability valuationsand, in particul ar, loan lossreserve estimates are subject to management’s
judgment and actual results are influenced by factors outside our control. Judgment remains a more significant factor in the
estimation of inherent probable lossesin our loan portfolios, including second lien loans with first lien mortgages that we do not
own or service. To the extent historical averages of the progression of loans into stages of delinquency and the amount of loss
realized upon charge-off are not predictive of future losses and management is unable to accurately evaluate the portfolio risk
factors not fully reflected in historical models, unexpected additional losses could result.

We are required to establish a valuation allowance for deferred tax assets and record a charge to income and shareholders’ equity
if we determine, based on available evidence at the time the determination is made, that it ismorelikely than not that some portion
or all of the deferred tax assets will not be realized. In evaluating the need for a valuation allowance, we estimate future taxable
income based on management approved business plans, future capital requirements and ongoing tax planning strategies, including
capital support from HSBC necessary aspart of such plansand strategies. Thiseval uation processinvolves significant management
judgment about assumptions that are subject to change from period to period. The recognition of deferred tax assets requires
management to make significant judgments about future earnings, the periods in which items will impact taxable income, future
corporate tax rates, and the application of inherently complex tax laws. The use of different estimates can result in changesin the
amounts of deferred tax items recognized, which can result in equity and earnings volatility because such changes are reported in
current period earnings. See Note 12, “Income Taxes,” in the accompanying consolidated financial statements for additional
discussion of our deferred tax assets.

Changes in accounting standards are beyond our control and may have a material impact on how we report our financial
results and condition. Our accounting policies and methods are fundamental to how we record and report our financial condition
and results of operations. From time to time, the Financial Accounting Standards Board (“FASB”), the International Accounting
Standards Board (“1ASB”), the SEC and HSBC North America's bank regulators, including the Federal Reserve, change the
financial accounting and reporting standards, or the interpretation thereof, and guidance that govern the preparation and disclosure
of external financial statements. These changes are beyond our control, can be hard to predict and could materialy impact how
we report and disclose our financial results and condition, including our segment results. For example, the FASB's financial
instruments project could, among other things, significantly change how we value our receivables portfolio, which could also
affect the level of deferred tax assets that we recognize. We could be required to apply a new or revised standard retroactively,
resulting in our restating of prior period financial statementsin material amounts. We may, in certain instances, change a business
practice in order to comply with new or revised standards.

Key employees may be difficult to retain due to contraction of the business and limits on promotional activities. Our
employeesare our most important resource and, in many areasof thefinancial servicesindustry, competition for qualified personnel
isintense. If we were unable to continue to attract and retain qualified key employees to support the various functions of our
businesses, our performance could be materially adversely affected. Our recent financial performance, reductions in variable
compensation and other benefitsand thefact that our remaining businessisinwind-down coul d rai se concernsabout key employees
future compensation and opportunities. As economic conditions continue to improve, we may faceincreased difficulty in retaining
top performers and critical skilled employees. If key personnel were to leave us and equally knowledgeable or skilled personnel
are unavailablewithin HSBC or could not be sourced in the market, our ability to manage our business and implement the strategic
initiatives currently underway may be hindered or impaired.

Item 1B. Unresolved Staff Comments.

We have no unresolved written comments from the Securities and Exchange Commission Staff that have been outstanding for
more than 180 days at December 31, 2013.

Item 2. Properties.

Our principal executive offices are located in Mettawa, I1linois. We conduct or support our operations from additional facilitiesin
Brandon and Tampa, Florida; ElImhurst, Schaumburg and Vernon Hills, I1linois; New Castle, Delaware; and Pomonaand M onterey,
Cdlifornia. In connection with the sale of our Card and Retail Services businessin May 2012, we sold or transferred facilitiesin
Mettawaand Volo, Illinois; Chesapeake, Virginia; Salinas, California; Las Vegas, Nevada; Hanover, Maryland; Sioux Falls, South
Dakota; and Tigard, Oregon to Capital One, and entered into lease or site-sharing arrangements with Capital One for certain of
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these locations for various periods of time. We also sub-leased space to Capital One at our Elmhurst, Illinois and New Castle,
Delaware sites until May 2013 and January 2013, respectively. In 2012 we exited the Hanover, Maryland; Sioux Falls, South
Dakota; and Tigard, Oregon locations and in 2013 we exited the Chesapeake, Virginia, Salinas, Californiaand Las Vegas, Nevada
locations. We also partially exited the Mettawa, Illinois location.

All corporate offices, regional processing and regional servicing center facilities are operated under |ease, other than Vernon Hills,
Illinois, which our subsidiary owns. We believe that such properties are in good condition and meet our current and reasonably
anticipated needs.

Additionally, there are facilitieslocated in Washington, DC, Northlake, Illinois and Jersey City, New Jersey leased by an affiliate,
HTSU, that support our and other affiliate operations.

Item 3. Legal Proceedings.

See Note 22, “Litigation and Regulatory Matters,” in the accompanying consolidated financial statements beginning on page 156
for our legal proceedings disclosure, which isincorporated herein by reference.

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

Not applicable.

PART II

Item 5. Market for Registrant’s Common Equity and Related Stockholder Matters.

Not applicable.
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Item 6. Selected Financial Data.

On March 29, 2013, we sold our interest in substantially all of our insurance subsidiaries in our Insurance business to Enstar. In
the first half of 2012, we collected all the remaining receivables of our Commercia business. In May 2012, HSBC, through its
wholly-owned subsidiaries HSBC Finance Corporation, HSBC USA Inc. and other wholly-owned affiliates, sold its Card and
Retail Serviceshusinessto Capital OneFinancial Corporation. In December 2010, wedetermined we could nolonger offer Taxpayer
Financial Services (“TFS’) loans in a safe and sound manner and that we would no longer offer these loans and related products
going forward. In March 2010, we sold our auto finance receivables servicing operations and certain auto finance receivables to
athird party and in August 2010, we sold the remainder of our auto finance receivable portfolio to that third party. As aresult, our
Insurance, Commercial, Card and Retail Services, TFS and Auto Finance businesses are reported as discontinued operations for
all periods presented. The following selected financial data presented below excludes the results of our discontinued operations
for all periods presented unless otherwise noted.

Year Ended December 31, 2013 2012 2011 2010 2009
(in millions)

Statement of Income (Loss):
NEt iNtEreSt INCOME. ......ccveeiecrieeceete e $ 1068 $ 1646 $ 1776 $ 2036 $ 2531
Provision for credit [0s5es™@ ............ccooovimmriviienerisesseesiinns (21) 2,224 4,418 5,346 7,904
Other revenues excluding the fair value movement on own

fair value option debt attributable to credit™....................... 952 (1,361) (476) 375 1,786
Fair value movement on own fair value option debt

attributable to credit...........oocciiicc (71) (758) 616 109 (3,334)
Operating eXpenSeS™ .........c.coovveeveereeeresseeeeessesse s 932 1,114 1,255 1,176 1,868
Income (loss) from continuing operations before income tax

DENEFIT ..o 1,038 (3,811) (3,757) (4,002 (8,789)
Income tax (expense) benefit ... (325) 1,406 1,431 1,453 2,881
Income (loss) from continuing OPerations ..........cceceererveveeenes 713 (2,405) (2,326) (2,549) (5,908)
Income (loss) from discontinued operations, net of tax........... a7 1,560 918 633 (1,542)
NELINCOME (0SY) ...vvveverieieiereeie e $ 536 $ (845) $ (1,408) $ (1916) $ (7,450)

21



HSBC Finance Corporation

As of December 31, 2013 2012 2011 2010 2009

(in millions)

Balance Sheet Data

TOtAl BSSELS.....ecceeereeceeete ettt e $ 37707 $ 44746 $ 50666 $ 64,345 $ 76,133
ReceivablesV®:
Real estate SECUred..........ccvvvevevieeciercreece e, $ 26584 $ 32939 $ 42713 $ 49336 $ 59,535
Personal non-credit card .........cccoevveeevninnnscnenene — — 5,196 7,117 10,486
(@121 SRR — — 3 3 9
Total recalVabIES.........cceeeeeeiceeee e $ 26584 $ 32939 $ 47912 $ 56456 $ 70,030
Credit 10SS1eSEVESYD ... $ 3273 $ 4607 $ 592 $ 5512 $ 7275
Receivables held for sale:
Real estate SECUred.........ceccveeieciiciceece e $ 2047 $ 3022 $ — % 4 $ 3
Personal non-credit card.........ccoovvevvvereniereeeeeeenns — 3,181 — — —
Total receivablesheld for sale......cocovceiicceevicieeceeeeee $ 2047 $ 6203 $ — 3 4 $ 3
Real estate OWNEd..........covveeeeiiireeieees s $ 323 $ 227 $ 299 $ 962 $ 592
Commercial paper and short-term borrowings.............c....... — — 4,026 3,157 4,291
DUE O affilIAEES....eeiveceecteee sttt 8,742 9,089 8,262 8,255 9,043
Long-term debt.........ooeoieii e 20,839 28,426 39,790 54,404 68,862
Preferred StOCK.........uvereeereeiecee e 1,575 1,575 1,575 1,575 575
Common shareholder’s equity®...........ccooooeeeeeeerrereeennnn. 5,086 4,530 5,351 6,145 7,804
Year Ended December 31, 2013 2012 2011 2010 2009
Selected Financial Ratios:
RELUIN ON QVErage aSSELS .....c.ccveviieerieeseresesee e 1.7% (4.9% (3.9% (35% (6.9%
Return on average common shareholder’s equity .................. 10.9 (46.2) (39.1) (37.0) (54.2)
NEL INEreSt MAGiN ......ceverereeree s 2.67 3.37 2.90 2.54 2.32
EffiCIENCY Fatio......ccccoeieeriirieisere e 47.8 (235.5) 65.5 46.7 190.0
Net charge-off ratio™ ..........oooveeeeeeeeeeeeeeeee e s 4.44 6.59 7.69 11.31 12.91
DelinQUENCY ratio™ ........o..ovveeereeeeeeeeeeeeeeeeeeeee e 14.44 16.03 17.93 15.85 15.46
Reserves as a percent of VA0
Receivables held for investment..............cccceeveeiveveeeeinennes 11.3% 134 % 120 % 105 % 11.7%
Nonaccrual receivables held for investment..................... 256.2 320.5 235.0 184.3 147.6
Common and preferred equity to total assets..........cccceeeeeennee 17.59 13.05 10.90 9.99 8.82
Tangible common equity to tangible assets™.............cc..cc...... 13.45 9.87 711 7.30 7.56

(6]

In 2013, we adopted a formal program to initiate sale activities for real estate secured receivablesin our held for investment portfolio when a receivable
meeting pre-determined criteriais written down to the lower of amortized cost or fair value of the collateral less cost to sell in accordance with our existing
charge-off policies. During 2013, the transfer of additional real estate secured receivables to held for sale resulted in an initial lower of amortized cost or
fair value adjustment of $212 million which was recorded in other revenues. Additionally, during 2013, we reversed $768 million of the lower of amortized
cost or fair value adjustment recorded during 2012 primarily due to an increase in the fair value of the real estate secured receivables held for sale during
2013. During thesecond quarter of 2012, wetransferred our entire personal non-credit card receivable portfolio aswell ascertain real estate secured receivable
portfolios to receivables held for sale. Thisresulted in an initial lower of amortized cost or fair value adjustment of $1,659 million of which $112 million
was recorded in the provision for credit losses and $1,547 million was recorded in other revenues. As aresult of the transfer of these receivablesto held for
sale, the provision for credit losses, receivables, credit loss reserves, credit 10ss reserve ratios and the delinquency ratio as of December 31, 2013 and 2012
aswell as the net charge-off ratio for the year ended December 31, 2013 and 2012 are not comparable to the historical periods. See Note 7, "Receivables
Held for Sale," in the accompanying consolidated financial statements as well as "Credit Quality" in Item 7. “Management’s Discussion and Analysis of
Financial Conditions and Results of Operations,” (“MD&A”) for additional information.

Additionally, during the fourth quarter of 2012, we extended our loss emergence period for loans collectively evaluated for impairment using aroll rate
migration analysisto 12 monthswhich resulted in anincreaseto our provision for credit |osses of approximately $350 million for theseloans. See"Executive
Overview" and "Credit Quality" in thisMD&A and Note 6, "Credit Loss Reserves," in the accompanying consolidated financial statements for additional
discussion.
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During the third quarter of 2011, we adopted hew accounting guidance related to troubled debt restructurings (“TDR Loans”) which resulted in an increase
inour provision for credit losses during the third quarter of 2011. Thetotal incremental loan loss provision recorded in the third quarter asaresult of adopting
the new accounting guidancefor TDR Loanswas $925 million. Thevariousreserveratiosfor December 31, 2011 are not comparableto the historica periods
ascomparability has been impacted by the adoption of thisnew accounting guidance. See* Executive Overview” in MD& A aswell asNote 5, “ Receivables,”
in the accompanying consolidated financial statements for additional discussion.

The receivable trend reflects the decision to transfer certain real estate secured receivablesto held for sale during 2013 and 2012 and the decision to transfer
our entire portfolio of personal non-credit card receivablesto held for sale in 2012 as discussed above. As compared with the historical periods, the overall
trend in real estate secured and personal non-credit card receivables also reflects our decision to reduce the size of our balance sheet and lower our risk
profile, including the decision in 2007 to discontinue correspondent channel acquisitions by our Mortgage Services business as well asthe decision in late
February 2009 to discontinue new customer account originations of all products in our Consumer Lending business. For further discussion of the trendsin
our real estate secured and personal non-credit card receivable portfolios, see “Receivables Review” in MD&A.

Operating expenses for the year ended December 31, 2009 included goodwill and other intangible asset impairment charges of $274 million.

We did not receive any capital contributionsin 2013 or 2012. In 2011, 2010 and 2009, we received capital contributions of $690 million, $200 million and
$2.7 hillion, respectively, from HSBC Investments (North America) Inc. to support ongoing operations and to maintain capital at levels we believe are

appropriate.

Ratio excludes credit loss reserves associated with accrued finance charges as well as receivables carried at the lower of amortized cost or fair value of the
collateral less cost to sell and the related credit |oss reserves associated with these receivables, which represent anon-U.S. GAAP financial measure. See
"Credit Quality" in this MD&A for the most comparable U.S. GAAP measure and additional information.

Tangible common equity to tangible assets is a non-U.S. GAAP financid ratio that is used by HSBC Finance Corporation management and certain rating
agencies as ameasure to evaluate capital adequacy and may differ from similarly named measures presented by other companies. See “Basis of Reporting”
in MD&A for additional discussion on the use of non-U.S. GAAP financial measures and “ Reconciliation of Non-U.S. GAAP Financial Measuresto U.S.
GAAPFinancial Measures’ in MD&A for quantitative reconciliations to the equivalent U.S. GAAP basis financial measure.
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations.

Forward-Looking Statements

Certain matters discussed throughout this Form 10-K are forward-looking statements within the meaning of the Private Securities
Litigation Reform Act of 1995. In addition, we may make or approve certain statements in future filings with the SEC, in press
releases, or oral or written presentations by representatives of HSBC Finance Corporation that are not statements of historical fact
and may aso congtitute forward-looking statements. Words such as “may”, “will”, “should”, “would”, “could”, “appears’,
“believe’, “intends’, “expects’, “estimates’, “targeted”, “plans’, “anticipates’, “goa”, and similar expressions are intended to
identify forward-looking statements but should not be considered as the only meansthrough which these statements may be made.
These matters or statementswill relate to our futurefinancial condition, economic forecast, results of operations, plans, objectives,
performance or business developments and will not involve known and unknown risks, uncertainties and other factors that may
cause our actual results, performance or achievementsto be materially different from that which was expressed or implied by such
forward-looking statements.

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

e uncertain market and economic conditions, uncertainty relating to the U.S. debt and budget matters, the potential for
futuredowngrading of U.S. debt ratings, adeclinein housing prices, high unemployment, tighter credit conditions, changes
ininterest rates, theavailability of liquidity, unexpected geopolitical events, changesin consumer confidenceand consumer
spending, and consumer perception asto the continuing availability of credit and price competition in the market segments
We Serve;

» changesin laws and regulatory requirements;

e extraordinary government actions as aresult of market turmoil;

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

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

« afailurein or abreach of our operation or security systems or infrastructure, or those of third party servicers or vendors,
»  damage to our reputation;

« theability to retain key employees;

e our ability to meet our funding requirements;

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

» changesin FASB and IASB accounting standards;

«  changesto our mortgage servicing and foreclosure practices,

« changesin bankruptcy lawsto allow for principal reductions or other modifications to mortgage |oan terms;
e ourinability to wind down our real estate secured receivable portfolio at the same rate asin recent years,

»  additional costs and expenses due to representations and warranties made in connection with |oan sale transactions that
may require usto repurchasetheloansand/or indemnify privateinvestorsfor lossesdueto breachesof theserepresentations
and warranties;

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

« additional financial contribution requirements to the HSBC North America pension plan; and

» unexpected and/or increased expenses relating to, among other things, litigation and regulatory matters.
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Forward-looking statements are based on our current views and assumptions and speak only as of the date they are made. We
undertake no obligation to update any forward-looking statement to reflect subsequent circumstances or events. For more
information about factorsthat could cause actual resultsto differ materially from those in the forward-looking statements, see ltem
1A, "Risk Factors," in this Form 10-K.

Executive Overview

Organization and Basis of Reporting HSBC Finance Corporation and its subsidiaries are indirect wholly owned subsidiaries of
HSBC North AmericaHoldings Inc. (“HSBC North America’), which isan indirect, wholly owned subsidiary of HSBC Holdings
plc (“HSBC” or "HSBC Group"). HSBC Finance Corporation and its subsidiaries may also be referred to in Management’s

Discussion and Analysis of Financial Condition and Results of Operations (“MD&A”") as“we”, “us’, or “our”.

Historically we have offered avariety of lending productsincluding real estate secured, personal non-credit card, and auto finance
receivables aswell ascredit cards, private label credit cards and tax refund anticipation loans, al of which we no longer originate.
We have also historically offered various types of insurance products. We completed the sale of our Insurance businessin March
2013.

We generate cash to fund our businesses primarily by collecting and selling receivable balances and borrowing from HSBC
affiliates. Historically, we have al so received capital contributions as necessary from HSBC which serve as an additional source
of funding. We use the cash generated by these funding sources to fund our operations, service our debt obligations and pay
dividends to our preferred stockholders.

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

Current Environment The U.S. economy continued to slowly improvethroughout 2013, however gross domestic product growth
remained bel ow the economy's potential growth rate. Consumer confidence improved during 2013 as consumers continued to feel
better about their household finances due to rising home values and subdued inflation. Nonethel ess, with continuing high gasoline
prices, theincreasein payroll taxesat the beginning of theyear and the onset of budget sequestrationin March, consumer confidence
remained volatile in 2013. While Federal budget progress was finally made in December 2013 and January 2014, domestic fiscal
uncertainties, including federal budget and debt ceiling debates, continued to affect consumer sentiment throughout most of the
year. Long-term interest rates began to rise during 2013, in part out of concern that the Federal Reserve would begin to slow its
guantitative easing programif the economy continued to strengthen. Whilethese concerns subsided to acertain extent in September
when the Federal Reserve announced its bond buying program would continue at then current levelsto support the slow growing
economy, they resurfaced again towards the end of the year due to continuing improvements in economic growth and a stronger
than expected November jobs report. That led to the Federal Reserve announcing in mid-December that it would reduce its bond
buying stimulus program beginning in January 2014. The Federal Reserve announcement was greeted favorably by Wall Street
and many othersin the financial servicesindustry as asign of validation that the U.S. economy and the job market were finally
on amore solid footing. As part of this announcement, Federal Reserve policy makers also strengthened their statement on short-
term interest rates indicating that they would remain at near zero “well past” the time the unemployment rate falls below 6.5
percent.

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

The housing market continued to strengthen in 2013 with overall home prices moving higher in many regions as demand increased
and the supply of homes for sale remained restricted. However, the sharp decline in the share of foreclosed home sales currently
being experienced, which is contributing to the increase in home sale prices, may not continue as the impact of servicers resuming
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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.

2013 Events

On March 29, 2013, we sold our interest in substantially all of our insurance subsidiaries in our Insurance operations to
Enstar Group Ltd. (“Enstar”). As aresult, we recorded a gain on sale of $21 million ($13 million after-tax). Our Insurance
operations are reported in discontinued operations. See Note 3, "Discontinued Operations," for additional information.

Our personal non-credit card receivable portfolio was transferred to held for sale during the second quarter of 2012. On
March 5, 2013, we entered into an agreement to sell our persona non-credit card receivable portfolio to trusts for which
affiliates of Springleaf Finance, Inc. ("Springleaf"), Newcastle Investment Corp. and Blackstone Tactical Opportunities
Advisors L.L.C. are the sole beneficiaries (collectively, the "Purchasers'). On March 5, 2013, we also entered into an
agreement to sell aloan servicing facility and related assets located in London, Kentucky (the "Facility") to Springleaf. On
April 1, 2013, we completed the sale of our personal non-credit card receivable portfolio with an aggregate unpaid principal
balance of $3,760 million (aggregate carrying value of $2,947 million) at March 31, 2013 and recorded a loss on sale of
$11 million during the second quarter of 2013, primarily related to transaction fees as these receivables had been carried at
the lower of amortized cost or fair value prior to sale. On September 1, 2013, we completed the sale of the Facility to
Springleaf and recognized an immaterial gain on sale of the Facility. Additionally, on September 1, 2013 the personal non-
credit card receivableswere converted onto the Purchasers' system and wetransferred to the Purchasers over 200 employees
who had performed servicing activities for these and other receivables. See Note 7, “Receivables Held for Sale,” in the
accompanying consolidated financial statements for additional information.

During 2013, we sold real estate secured receivables in multiple transactions to a third-party investor with an aggregate
unpaid principal balance of $5,685 million (aggregate carrying value of $3,127 million) at the time of sale, which included
$4,561 million (aggregate carrying value of $2,493 million) that was sold during the fourth quarter of 2013. We recorded
alossduring 2013 on these transactions as discussed morefully in Note 7, "ReceivablesHeld for Sale," in the accompanying
consolidated financial statements.

Themarket demand for first lien partially charged-off accounts has been strong throughout 2013. Asaresult of thisincreased
market demand, in June 2013, we decided we no longer have the intent to hold for investment first lien real estate secured
receivables once they have been written down to the lower of amortized cost or fair value of the collateral less cost to sell,
subject to certain exceptions, primarily receivables associated with secured financings which are not saleable. As aresult,
we adopted aformal program to initiate sale activitiesfor real estate secured receivablesin our held for investment portfolio
when areceivable meeting pre-determined criteriaiswritten down to thel ower of amortized cost or fair value of the collateral
lesscost to sell in accordancewith our existing charge-off policies(generally 180 dayspast due). During 2013, wetransferred
real estate secured receivablesto held for sale with an unpaid principal balance of approximately $3,612 million at thetime
of transfer. The net realizable value (carrying value) of these receivables prior to transfer after considering the fair value of
the property less cost to sell was approximately $2,506 million during 2013. As aresult of the transfer of these receivables
to held for sale, during 2013 we recorded alower of amortized cost or fair value adjustment of $212 million to reduce the
carrying value of the newly transferred loans, all of which was attributable to non-credit related factors (e.g. interest rates,
market liquidity and differences in overall cost of capital assumptions) and was recorded as a component of total other
revenuesin the consolidated statement of income (loss). We currently expect additional real estate secured receivables with
an aggregate carrying amount of approximately $1.0 billion could betransferred to held for sale during 2014 aswe anticipate
that during the year they will be written down to the lower of amortized cost or fair value of the collateral less cost to sell
in accordance with our existing charge-off policiesand therefore meet our criteriato be considered held for sale. We believe
credit losses related to these receivables are substantially covered by our existing credit loss reserves. However, based on
the current fair value of our existing receivables held for sale portfolio, the lower of amortized cost or fair value adjustment
for non-credit related factors on these receivables could be in the range of $110 million to $120 million. Our estimate of
both the volume of loans which will be transferred to held for sale as they become 180 days past due as well as the fair
value adjustment required for the af orementioned pool of loansisinfluenced by factors outside our control such as changes
in default rates, estimated costs to obtain properties, home prices and investors' required returns amongst others. Thereis
uncertainty inherent in these estimates making it reasonably possible that they could be significantly different as factors
impacting the estimates continually evolve.

During 2013, we reversed $768 million of the lower of amortized cost or fair value adjustment recorded during 2012
primarily due to an increase in the fair value of the real estate secured receivables held for sale largely due to improved
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conditionsin the housing industry driven by increased property values and, to alesser extent, lower required market yields
and increased investor demand for these types of receivables. Asnoted in the preceding paragraph, thesefair value estimates
are influenced by numerous factors outside of our control and these factors have been highly volatile in recent years.
Accordingly, theimproving trendinthefair valueof receivablesheld for saleduring 2013 should not beconsideredindicative
of fair value changes in future periods as deterioration in these factors would likely require increases to our valuation
allowance in future periods.

SeeNote7, “ReceivablesHeld for Sale,” in the accompanying consolidated financial statementsfor additional information.

* InAugust 2013, we completed the surrender of the national bank charter of HSBC Bank Nevada, N.A. ("HSBC Bank
Nevada') to the OCC and merged HSBC Bank Nevadainto HSBC Finance Corporation.

Business Focus At December 31, 2013, the fair value of the real estate secured receivables held for sale totaled $2,047 million.
We expect that receivables held for sale at December 31, 2013 will be sold in multiple transactions generally over the next 15
months. If the foreclosure process is completed prior to sale, the underlying properties acquired in satisfaction of the receivables
will be classified asreal estate owned (“REQO”) and sold.

Excluding receivables held for sale as discussed above, our real estate secured receivable portfolio held for investment, which
totaled $26,584 million at December 31, 2013, is currently running off. The timeframe in which this portfolio will liquidate is
dependent upon the rate at which receivables pay off or charge-off prior to their maturity, which fluctuates for avariety of reasons
such as interest rates, availability of refinancing, home values and individual borrowers' credit profile. In light of the current
economic conditions and mortgage industry trends, our loan prepayment rates have slowed when compared with historical
experience even though interest rates remain low. Additionally, our loan modification programs, which are primarily designed to
improve cash collections and avoid foreclosure as determined to be appropriate, are contributing to the slower loan prepayment
rates. While difficult to project both loan prepayment rates and default rates, based on current experience we expect our run-off
real estate secured receivable portfolio (excluding receivables held for sale) to be less than $17.0 billion by the end of 2016.
Attrition will not be linear during this period. Run-off is expected to be slow as charge-offs decline and the remaining real estate
secured receivables stay on the balance sheet longer due to the impact of modifications and/or the lack of refinancing alternatives
aswell asthe impact of a continued elongated foreclosure process.

We continue to evaluate our operations as we seek to optimize our risk profile and cost efficiencies aswell as our liquidity, capital
and funding requirements. This could result in further strategic actionsthat may include changesto our legal structure, asset levels,
or cost structurein support of HSBC'sstrategi ¢ priorities. Weal so continueto focuson cost optimization effortsto ensurerealization
of cost efficienciesin an effort to create amore sustainable cost structure. Since 2011, we have identified various opportunities to
reduce costs through organizational structure redesign, vendor spending, discretionary spending and other general efficiency
initiatives which have resulted in workforce reductions. Our focus on cost optimization is continuing and, asaresult, we may incur
restructuring charges in future periods, the amount of which will depend upon the actions that ultimately are implemented.

Performance, Developments and Trends We reported net income of $536 million during 2013 compared with anet loss of $845
million and $1,408 million during 2012 and 2011, respectively.

Income from continuing operations was $713 million during 2013 compared with a loss from continuing operations of $2,405
million and $2,326 million during 2012 and 2011, respectively. We reported income from continuing operations before taxes of
$1,038 million during 2013 compared with a loss from continuing operations before tax of $3,811 million and $3,757 million
during 2012 and 2011, respectively. Our resultsin all periodswereimpacted by the changein thefair value of own debt attributable
to credit spread for which we have elected the fair value option which distorts comparability of the underlying performance trends
of our business. The following table summarizes the impact of thisitem on our income (loss) from continuing operations before
incometax for all periods presented.

Year Ended December 31, 2013 2012 2011

(in millions)
Income (loss) from continuing operations before income tax, asreported ...........cccccoeeeenne. $ 1038 $ (3811) $ (3,757
Fair value movement on own fair value option debt attributable to credit spread.................. 71 758 (616)
Underlying income (loss) from continuing operations beforeincometax®.......................... $ 1,109 $ (3053) $ (4,373

@ Represents anon-U.S. GAAPfinancial measure.

Excluding theimpact of fair value movement on fair value option debt attributable to credit spread as presented in the table above,
underlying income from continuing operations before tax during 2013 improved $4,162 million compared with 2012. The
improvement reflectssignificantly lower provisionsfor credit |osses, higher other revenuesand lower operating expenses, partially
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offset by lower net interest income. The increase in other revenues during 2013 was driven by areversal of $768 million of the
lower of amortized cost or fair value adjustment recorded during the year ended December 31, 2012 primarily due to an increase
in the fair value of the real estate secured receivables held for sale during 2013 as well as improvements in derivative related
income (expense). As discussed above, the increase in the relative fair value of the real estate secured receivables held for saleis
largely due to improved conditions in the housing industry driven by increased property values and, to a lesser extent, lower
required market yields and increased investor demand for these types of receivables.

Excluding the impact of fair value movement on fair value option debt attributableto credit spread as presented in the table above,
our lossfrom continuing operations beforetax for 2012 improved $1,320 million compared with 2011. Theimprovement reflected
lower provisions for credit losses and lower operating expenses, partially offset by lower other revenues and lower net interest
income. Lower other revenues reflected the initial lower of amortized cost or fair value adjustment recorded on receivables
transferred to held for sale during the second quarter of 2012. This decrease was partially offset by improvement in derivative
related income (expense) which reflected the impact of a general decline in long-term interest rates on the mark-to-market on
derivatives in our non-qualifying hedge portfolio during both 2012 and 2011 which was more pronounced in 2011. While these
positions acted as economic hedges by lowering our overall interest rate risk through more closely matching both the structure
and duration of our liabilities to the structure and duration of our assets, they did not qualify as effective hedges under hedge
accounting principles.

See "Results of Operations' for a more detailed discussion of our operating trends. In addition, see "Receivables 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.

Our return on average common shareholder’s equity (“ROE") was 10.9 percent for 2013 compared with (46.2) percent for 2012
and (39.1) percent for 2011. Our return on average assets (“ROA™) was 1.7 percent for 2013 compared with (4.9) percent for 2012
and (3.9) percent for 2011. ROE and ROA in al periods were significantly impacted by the change in the fair value of own debt
attributable to credit spread for which we have el ected the fair value option. Excluding this item from the periods presented, both
ROE and ROA remained higher during 2013 as compared with 2012 due to net income during 2013. Excluding thisitem from the
periods presented, both ROE and ROA remained higher during 2012 as compared with 2011 largely dueto alower net loss during
2012.

Funding and Capital During2013and 2012, wedid not receiveany capital contributionsfromHSBC Investments(North America)
Inc. ("HINQO") whileduring 2011 wereceived capital contributionsfrom HINO totaling $690 million to support ongoing operations
and to maintain capital above the minimum levels we believe are necessary to support our operations. During 2013, we retired
$7,011 million of term debt as it matured or was redeemed. The maturing and redeemed debt cash requirements were met through
funding from cash generated from operations, including receivable sales and other balance sheet attrition, and debt issuances to
affiliates. The balance sheet and credit dynamics described above continueto have an impact on our liquidity and risk management
processes. Continued success in reducing the size of our receivable portfolios through sales of pools of real estate secured
receivables, as discussed above, will be the primary driver of our liquidity during 2014. However, lower cash flow as aresult of
declining receivable balances may not provide sufficient cash to fully repay maturing debt over the next four to five years. Aswe
continue to liquidate our receivable portfolios, HSBC's continued support will be required to properly manage our business
operationsand maintain appropriatelevelsof capital. HSBC hashistorically provided significant capital in support of our operations
and hasindicated that it isfully committed and has the capacity and willingnessto continue that support. Any required incremental
funding has been integrated into the overall HSBC North America funding plans and will be sourced through HSBC USA Inc. or
through direct support from HSBC or its affiliates.

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

We continue to be dependent on balance sheet attrition and affiliate funding to meet our funding requirements. Numerous factors,
both internal and external, may impact our funding strategy. These factors may include our efforts to restructure the risk profile
of our loan portfolio, our affiliate's debt ratings, overall economic conditions, overall capital markets volatility, the counterparty
credit limits of investors to the HSBC Group and the effectiveness of our management of credit risks inherent in our customer
base.
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Our results are also impacted by general economic conditions, including unemployment, housing market conditions, property
valuations, interest rates and legislative and regulatory changes, all of which are beyond our control. Because our businesses
historically lent to customers who had limited credit histories, modest incomes and high debt-to-income ratios or who had
experienced prior credit problems, overall our customers are more susceptible to economic slowdowns than other consumers.
When unemployment increases or home value depreciation occurs, a higher percentage of our customers default on their loans
and our charge-offsincrease. Changes in interest rates generally affect the rates that we must pay on certain borrowings. Overall
receivable yields decreased during 2013 as aresult of a significant shift in receivable mix to higher levels of lower yielding first
lien real estate secured receivables as a result of the sale of our higher yielding personal non-credit card receivable portfolio as
discussed above and continued run-off in our second lien real estate secured receivable portfolio during 2013. See “Results of
Operations” inthisMD& A for additional discussion on receivableyields. The primary risksto our performancein 2014 arelargely
dependent upon macro-economic conditions which include a housing market which isin the early stages of recovery, instability
in employment levels, the pace and extent of the economic recovery, the performance of modified loans and consumer confidence,
all of which could impact delinquencies, charge-offs, net interest income and ultimately our results of operations.

Basis of Reporting

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

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

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

International Financial Reporting Standards Because HSBC reports financial information in accordance with International
Financial Reporting Standards (“IFRSs’) and IFRSs operating results are used in measuring and rewarding performance of
empl oyees, our management also separately monitors netincome under |FRSs (anon-U.S. GAAPfinancial measure). All purchase
accounting fair value adjustments relating to our acquisition by HSBC have been “pushed down” to HSBC Finance Corporation
for both U.S. GAAP and IFRSs. The following table reconciles our net income (loss) on aU.S. GAAP basis to net income (10ss)
on an IFRSsbasis:
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Year Ended December 31, 2013 2012 2011
(in millions)

Net income (10SS) —U.S. GAAP DASIS....cccuirriririrrninnisiee sttt esesesssseseseseseses $ 536 $ (845 $ (1,408)

Adjustments, net of tax:
Lower of amortized cost or fair value adjustments on loans held for sale...........ccc.c...... (865) 756 —
L O8N IMPAITIMIENE ...ttt st et st s b e ettt b et ne et ne b e 186 361 (36)
Loss on sale of INSUraNCE DUSINESS .........ccuivieiieecicereees st (92) 90 —
Gain on sale of Card and Retail ServicesbUSINESS.........cvoviiviiccee e — 345 —
Litigation EXPENSES ....c.eiveterietirieterieie sttt sttt st et et e bt et b s bbb b b 15 (43) 56
Credit card receivables transferred to held for Sale.........ocooviciicciiicc — — (194)
Derivatives and hedge accounting (including fair value adjustments) ............ccccceeeeenene. 3) (20 (8
INEANGINIE BSSELS ...t — — 21
Loan origination COSt AEfEITAlS ......ccviiieiiiccecee e 7 9 4
Loans previously held fOr SAle.......o.oi e — — (18)
[NEEFESE FECOGNITION ...ttt bbb e e (11) (23) 1
SECUMTIES. ...ttt ettt b e e b e b bt e bkt ne e b e e 11 1 10
Present value of long term iNSUrance CONTaCES.........occeererererene e 1 1 (53)
Pension and other postretirement benefit CoSES.......oovviriirniniini e 16 20 35
OLNEN ...t E et b R enas 3 46 (34

Net income (10SS) — IFRSSDESIS.........c.oiiiiiiie e (196) 708 (1,624)

Tax (expense) benefit — IFRSS DESIS........ccviiiree e 145 (380) 1,080

Income (10ss) before tax — [FRSS DESIS.......ccciieirieiieircs e $ (341) $ 1,088 $ (2,704)

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

Lower of amortized cost or fair value adjustment on loans held for sale - For receivables transferred to held for sale subsequent
to origination, IFRSs requires these receivables to be reported separately on the balance sheet when certain criteria are met which
are generally more stringent than those under U.S. GAAP, but does not change the recognition and measurement criteria.
Accordingly for IFRSs, such |oans continue to be accounted for and impairment continues to be measured in accordance with IAS
39, “Financia Instruments: Recognition and Measurement” (“IAS 39”), with any gain or loss recorded at the time of sde.
U.S. GAAP requires loans that meet the held for sale classification requirements be transferred to a held for sale category at the
lower of amortized cost or fair value. Under U.S. GAAP, the component of the lower of amortized cost or fair value adjustment
related to credit risk at the time of transfer is recorded in the statement of income (loss) as provision for credit losses while the
component related to interest ratesand liquidity factorsisreported in the statement of income (10ss) in other revenues. Asmentioned
above, there is no similar requirement under IFRSs.

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

Under U.S. GAARP, credit loss reserves on TDR Loans are established based on the present value of expected future cash flows
discounted at the loans original effective interest rate. Under IFRSs, impairment on the residential mortgage loans for which we
have granted the borrower a concession as aresult of financial difficulty is measured based on the cash flows attributable to the
credit loss events which occurred before the reporting date. HSBC's accounting policy under IFRSsis to remove such loans from
the category of impaired loans after a defined period of re-performance, although such loans remain segregated from loans that
were not impaired in the past for the purposes of collective impairment assessment to reflect their different credit risk profile.
Under U.S. GAAP, when a loan is impaired the impairment is measured based on all expected cash flows over the remaining
expected life of the loan. Such loans remain impaired for the remainder of their lives.
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For loans collectively evaluated for impairment under U.S. GAAP, bank industry practice adopted in the fourth quarter of 2012
generally resultsin aloss emergence period for these loans using aroll rate migration analysis which resultsin 12 months of losses
in our credit lossreserves. For IFRSs, prior to the second quarter of 2013, we concluded that the estimated average period of time
from last current status to write-off for real estate secured loans collectively evaluated for impairment using aroll rate migration
analysis was 10 months. In the second quarter of 2013, we updated our review under IFRSs to reflect the period of time after a
loss event that aloan remains current before delinquency is observed. Thisreview resulted in an estimated average period of time
from aloss event occurring and its ultimate migration from current status through to delinquency and ultimately write-off for real
estate secured loans collectively evaluated for impairment using aroll rate migration analysis of 12 months.

Loss on sale of Insurance business - Under IFRSs, adisposal group held for saleis measured at its lower of cost or fair value less
costs to sell. For purposes of measuring the disposal group, assets that are excluded from the measurement provisions of IFRS 5
must be re-measured in accordance with other applicable standards before the fair value less cost to sell of the disposal group is
measured. An impairment loss is recognized for any initial or subsequent write down of the disposal group only to the extent of
the carrying amount of the assetsthat are part of the disposal group and within the scope and the measurement provisions of IFRS
5. To the extent there is an impairment loss on the disposal group as a whole, but the assets and liabilities of the disposal group
are excluded from the measurement provisions of IFRS 5, IFRSs requires the |oss to be recognized only when the disposal group
issold. Under U.S. GAAR, similar rulesexist excluding certain disposal group assetsfrom the scope of itsimpai rment measurement
provisions, however under U.S. GAAR, our policy isto immediately recognize the impairment lossin excess of the assetsthat are
part of the disposal group and within the scope and measurement provisions of the applicable guidancein U.S. GAAP.

Gain on sale of Card and Retail Services business - The differences in the gain on sale of our Card and Retail Services business
between IFRSsand U.S. GAAP primarily reflectsthe differencesinloan impairment provisioning between IFRSsand U.S. GAAP
during the time the loans were held for sale as discussed above. These differences resulted in a higher gain under IFRSs at the
time of sale.

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

Credit card receivables transferred to held for sale and included in discontinued operations for U.S. GAAP - As discussed above,
for receivables transferred to held for sale subsequent to origination, |FRSs requires these receivables to be reported separately
on the balance sheet but does not change the recognition and measurement criteria. Accordingly for IFRSs purposes, such loans
continue to be accounted for in accordance with IAS 39, with any gain or loss recorded at the time of sale. U.S. GAAP requires
loans that meet the held for sale classification requirements be transferred to aheld for sale category, and subsequently measured
at the lower of amortized cost or fair value.

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

Intangible assets - Intangible assets under |FRSs were significantly lower than those under U.S. GAAP asthe intangibles created
as a result of our acquisition by HSBC were reflected in goodwill for IFRSs. As a result, amortization of intangible assets was
lower under IFRSs. Upon the completion of the sale of our Card and Retail Services business, we no longer have any recognized
intangible assets.

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

Loans previously held for sale - Certainreceivablesthat werepreviously classified asheldfor sdleunder U.S. GAAPweretransferred
toheldfor investment during 2009 asat that timeweintended to hold thesereceivabl esfor theforeseeablefuture. Under U.S. GAAP,
these receivables were subject to lower of amortized cost or fair value adjustments while classified as held for sale and were
transferred to held for investment at thelower of amortized cost or fair value. Under | FRSs, these receivableswere always reported
within loans and the measurement criteriadid not change. Asaresult, loan impairment charges were recorded under IFRSswhich
were essentially included as a component of the lower of amortized cost or fair value adjustments under U.S. GAAP.
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Interest recognition - The calcul ation of effectiveinterest ratesunder |AS 39 requiresan estimate of changesin estimated contractual
cashflows, including feesand points paid or received between partiesto the contract that are an integral part of the effectiveinterest
rate be included. U.S. GAAP generally prohibits recognition of interest income to the extent the net investment in the loan would
increaseto an amount greater than the amount at which theborrower could settlethe obligation. Alsounder U.S. GAAP, prepayment
penalties are generally recognized when received.

Securities - Under IFRSs, securitiesinclude HSBC shares held for stock plans at fair value. These shares held for stock plans are
measured at fair value through other comprehensiveincome. If it is determined these shares have become impaired, the unrealized
lossin accumulated other comprehensiveincomeisreclassified to profit or loss. Thereisno similar requirement under U.S. GAAP.

Present value of long-term insurance contracts - Under IFRSs, the present value of an in-force (“PVIF") long-term insurance
contract is determined by discounting future cash flows expected to emerge from business currently in force using appropriate
assumptions plusamarginin ng factors such as future mortality, lapse rates and levels of expenses, and a discount rate that
reflectstherisk freerate plus amargin for operational risk. Movementsin the PVIF of long-term insurance contracts are included
in other operating income. Under U.S. GAAP, revenue is recognized over the life insurance policy term. In conjunction with the
sale of our Insurance business during 2013, we no longer have IFRSsto U.S. GAAP differencesin this area.

Pension and other postretirement benefit costs - Pension expense under U.S. GAAP is generally higher than under IFRSs as a
result of theamorti zati on of theamount by which actuarial |ossesexceedsthe higher of 10 percent of the projected benefit obligation
or fair value of plan assets (the“ corridor”). Asaresult of an amendment to the applicable |FRSs effective January 1, 2013, interest
cost and expected return on plan assets is replaced by a finance cost component comprising the net interest on the net defined
benefitliability. Thishasresultedinanincreasein pension expenseasthenetinterest doesnot reflect the benefit from the expectation
of higher returns on the riskier plan assets. In 2012, amounts include a higher pension curtailment benefit under U.S. GAAPasa
result of the decision in the third quarter to cease all future contributions under the Cash Balance formula of the HSBC North
America Pension Plan and freeze the plan effective January 1, 2013. During the fourth quarter of 2011, an amendment was made
to the benefit formula associated with services provided by certain employeesin past periods. Under IFRSs, the financial impact
of thisamendment of $31 million wasimmediately recognized in earnings. Under U.S. GAARP, the financial impact was recorded
in accumulated other comprehensiveincome and will be amortized to net periodic pension costsover the remaining life expectancy
of the participants. Additionally, during the fourth quarter of 2011, under IFRSs we recorded a curtailment gain of $52 million
related to our decision to sell our Card and Retail Services business, as previously discussed. Under U.S. GAARP, the curtailment
gain was recorded upon completion of the transaction in the second quarter of 2012. In 2010, changesto future accrualsfor legacy
participants under the HSBC North America Pension Plan were accounted for as a plan curtailment under |FRSs, which resulted
in immediate income recognition. Under U.S. GAARP, these changes were considered to be a negative plan amendment which
resulted in no immediate income recognition.

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

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

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

The significant accounting policies used in preparing our financial statements are more fully described in Note 2, “ Summary of
Significant Accounting Policies and New Accounting Pronouncements,” to the accompanying consolidated financial statements.
Certain critical accounting policies affecting the reported amounts of assets, liabilities, revenues and expenses are complex and
involvesignificant judgmentsby our management, including the use of estimatesand assumptions. Asaresult, changesin estimates,
assumptions or operational policies could significantly affect our financial position and our results of operations. We base our
accounting estimates on our experience, observable market dataand on various other assumptionsthat we believe to be appropriate
including assumptions based on unobservable inputs. To the extent we use models to assist us in measuring the fair values of
particular assetsor liabilities, we striveto use model sthat are consi stent with those used by other market participants. Actual results
may differ from these estimates due to the levels of subjectivity and judgment necessary to account for highly uncertain matters
or the susceptibility of such matters to change. The impact of estimates and assumptions on the financial condition or operating
performance may be material.

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

Credit Loss Reserves Because we lend money to others, we are exposed to the risk that borrowers may not repay amounts owed
to us when contractually due. Consequently, we maintain credit loss reserves that reflect our estimate of probable incurred |osses
in the existing portfolio. Loss reserves are set in consultation with the Finance and Risk Departments. Loss reserve estimates are
reviewed periodically and adjustments are reflected through the provision for credit losses in the period they become known. We
believe the accounting estimaterelating to the reserve for credit lossesisa* critical accounting estimate” for the following reasons:

* Changesin the provision can materially affect our financial results;
» Estimates related to this reserve require us to project future delinquency and charge-offs, which are highly uncertain; and

* Thereservefor credit lossesisinfluenced by factors outside of our control including customer payment patterns, economic
conditions such as national and local trends in housing markets, interest rates, unemployment, bankruptcy trends and the
effects of laws and regulations.

As an illustration of the effect of changes in estimates related to credit 1oss reserves, a 10 percent change in our projection of
probabl e net credit osses on receivableswould have resulted in achange of approximately $330 million in our credit lossreserves
and loss provision as of and for the year ended December 31, 2013.

We estimate probable losses for certain consumer receivables other than troubled debt restructurings using a roll rate migration
analysis that estimates the likelihood that a receivable will progress through the various stages of delinquency, or buckets, and
ultimately charge-off based upon recent performance experience of other receivables in our portfolio. This analysis considers
delinquency status, loss experience and severity and takes into account whether loans are in bankruptcy or have been subject to
customer account management actions, such asthere-age of accountsand modification arrangements. Weal so consider theexpected
loss severity 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 arolling average of several months data using the most recently available information. When
customer account management policies and practices, or changes thereto, shift loans other than troubled debt restructurings from
a“higher” delinquency bucket to a“lower” delinquency bucket, this shift will be reflected in our roll rate statistics. To the extent
that re-aged or modified accounts, other than troubled debt restructurings, have a greater propensity to roll to higher delinquency
buckets, this propensity will also be captured in the roll rates. We apply the effect of these factors on theroll ratesto receivables
in al respective delinquency buckets, thus impacting the overall reserve level. In addition to roll rate reserves, we provide loss
reserves on consumer receivables that reflect our judgment of portfolio risk factors that may not be fully reflected in theroll rates
statistics or historical trendsthat are not reflective of current inherent lossesin the loan portfolio. Portfolio risk factors considered
in establishing loss reserves on consumer receivables include product mix, the credit performance of modified loans, |oan product
features such as adjustable rate loans, economic conditions such as national and local trends in unemployment, housing markets
and interest rates, portfolio seasoning, account management policies and practices, changes in laws and regulations and other
factors, which can affect consumer payment patterns on outstanding receivables, such as natural disasters. Another portfolio risk
factor we consider isthe credit performance of certain second lien loans following more delinquent first lien loans which we own
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or service. Oncewedeterminethat such asecond lienloanislikely to progressto charge off, thel ossseverity assumed in establishing
our credit loss reserves is close to 100 percent. At both December 31, 2013 and 2012, approximately 4 percent, respectively, of
our second lien mortgages for which 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 restructuring or aready recorded at
fair value less cost to sell.

While our credit loss reserves reflect incurred losses in the entire portfolio, we specifically consider the credit quality and other
risk factorsfor each of our products. We recognize the inherent | oss characteristicsin each of our productsand, for certain products,
their vintages aswell as customer account management policies and practices and risk management/collection practices. Charge-
off policies are also considered when establishing loss reserve requirements. We also consider key ratios such as reserves as a
percentage of nonperforming loans and reserves as a percentage of receivablesin developing our loss reserve estimate. Our Credit
Risk Committee, and separately our Risk and Finance Departments, assess and approve our |0ss reserves.

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

For more information about our charge-off and customer account management policies and practices, see “Credit Quality -
Delinguency and Charge-off Policiesand Practices,” and“ Credit Quality - Customer Account Management Policiesand Practices,”
inthisMD&A.

Valuation of Financial Instruments Our control framework is designed to ensure that fair values are validated by a function
independent of the risk-taker. To that end, the ultimate responsibility for the measurement of fair values rests withthe HSBC U.S.
Valuation Committee, a management committee comprised of senior executives in the Finance, Risk and other functions within
HSBC North America. The HSBC U.S. Valuation Committee establishes policies and proceduresto ensure appropriate val uations.

Where available, we use quoted market prices to determine fair value. If quoted market prices are not available, fair value is
measured using internally developed valuation models based on inputs that are either directly observable or derived from and
corroborated by market data or obtained from reputable third-party vendors. A significant majority of our assetsand liabilitiesthat
arereported at fair value are measured based on quoted market prices or observable independently-sourced market-based inputs.
Where neither quoted market prices nor observable market parameters are available, fair value is determined using valuation
models that feature one or more significant unobservable inputs based on management's expectation of the inputs that market
participants would use in determining the fair value of the asset or liability. However, these unobservable inputs must incorporate
market participants assumptions about risksin the asset or liability and the risk premium required by market participantsin order
to bear the risks. The determination of appropriate unobservable inputs requires exercise of management judgment.

We review and update our fair value hierarchy classifications quarterly. Changes from one quarter to the next related to the
observability of inputsinto afair value measurement may result in a reclassification between hierarchy levels. While we believe
our valuation methods are appropriate, the use of different methodologies or assumptions to determine the fair value of certain
financial assets and liabilities could result in adifferent estimate of fair value at the reporting date. For amore detailed discussion
of the determination of fair value for individual financial assets and liabilities carried at fair value, see * Fair Value” under Item 2,
MD&A.

Significant assets and liabilities recorded at fair value include the following:

Derivative financial assets and liabilities - We regularly use derivative instruments as part of our risk management strategy
to protect future cash flows and, prior to terminating our outstanding fair value hedge positions in the first quarter of 2013,
the value of certain assets and liabilities against adverse interest rate and foreign exchange rate movements. All derivatives
are recognized on the balance sheet at fair value. Related collateral that has been received or paid is netted against fair value
for financial reporting purposes in those circumstances in which a master netting arrangement with the counterparty exists
that provides for the net settlement of all contracts through a single payment in a single currency in the event of default or
termination of any one contract. We believe that the valuation of derivative instruments is a critical accounting estimate
because certain instruments are valued using discounted cash flow modeling techniques in lieu of observable market value
quotes for identical or similar assets or liabilities in active and inactive markets. These modeling techniques require the use
of estimatesregarding theamount and timing of future cash flowsand useindependently-sourced market parameters, including
interest rateyield curves, option volatilitiesand currency rates, when available. When market dataare not available, fair value
may be affected by the choice of valuation model and the underlying assumptions about the timing of cash flows, credit
spreads and liquidity of the instrument. These estimates are susceptible to significant changes in future periods as market
conditions evolve.

We may adjust certain fair value estimates determined using valuation models to ensure that those estimates appropriately
represent fair value. These adjustments, which are applied consistently over time, reflect factors such as the limitation of the
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valuation model (model risk), the liquidity of the product (liquidity risk) and the assumptions about inputs not obtainable
through price discovery process (data uncertainty risk). Because of the interrelated nature, we do not separately make an
explicit adjustment to the fair value for each of these risks. Instead, we apply arange of assumptions to the valuation input
that we believe implicitly incorporates adjustments for liquidity, model and data uncertainty risks. We also adjust fair value
estimates determined using valuation models for counterparty credit risk and our own non-performance risk.

We utilize HSBC Bank USA to determinethefair value of substantially all of our derivatives using these modeling techniques.
Significant changes in the fair value can result in equity and earnings volatility as follows:

* Prior to the termination of our outstanding positionsin thefirst quarter of 2013, changesin thefair value of aderivative
that had been designated and qualified as a fair value hedge, along with the changes in the fair value of the hedged
asset or liability (including losses or gains on firm commitments), were recorded in earnings.

» Changesinthefair value of aderivative that has been designated and qualifies as an effective cash flow hedge arefirst
recorded in other comprehensive income, net of tax, then recorded in earnings along with the cash flow effects of the
hedged item. Ineffectivenessis recognized in earnings.

* Changes in the fair value of a derivative that has not been designated or ceases to qualify as an effective hedge are
reported in earnings.

We test effectiveness for all derivatives designated as hedges under the “long haul” method both at inception of the hedge
and on aquarterly basis, to ascertain whether the derivative used in ahedging transaction has been and is expected to continue
to behighly effectivein offsetting changesin fair values or cash flows of the hedged item. This assessment is conducted using
statistical regression analysis. If we determine that a derivative is not expected to be a highly effective hedge or that it has
ceased to be a highly effective hedge, we discontinue hedge accounting as of the beginning of the quarter in which such
determination was made. We also believe the assessment of the effectiveness of the derivatives used in hedging transactions
is a critical accounting estimate due to the use of statistical regression analysis in making this determination. Similar to
discounted cash flow modeling techniques, statistical regression analysis also requires the use of estimates regarding the
amount and timing of future cash flows, which are susceptible to significant changes in future periods based on changesin
market rates. Statistical regression analysis also involves the use of additional assumptions including the determination of
the period over which the analysis should occur as well as selecting a convention for the treatment of credit spreads in the
analysis. The statistical regression analysis for our derivative instruments is performed primarily by HSBC Bank USA.

The outcome of the statistical regression analysis can result in earnings volatility as the mark-to-market on derivatives that
do not qualify as effective hedges and the ineffectiveness associated with qualifying hedges are recorded in earnings. For
example, a 10 percent adverse change in the value of our derivatives that do not qualify as effective hedges would have
reduced derivative related income by approximately $71 million for the year ended December 31, 2013.

For more information about our policies regarding the use of derivative instruments, see Note 2, “ Summary of Significant
Accounting Policies and New Accounting Pronouncements,” and Note 11, “Derivative Financia Instruments,” in the
accompanying consolidated financial statements.

Receivables held for sale - Receivables held for sale are carried at the lower of amortized cost or fair value. The estimated
fair value of our receivables held for sale is determined by developing an approximate range of value from amix of various
sources appropriate for the respective pool s of assets aggregated by similar risk characteristics. These sourcesinclude recently
observed over-the-counter transactions where available and fair value estimates obtained from an HSBC affiliate and a third
party valuation specialist for distinct pool sof receivables. Thesefair value estimates are based on discounted cash flow models
using assumptions we believe are consistent with those that would be used by market participantsin valuing such receivables
and trading inputs from other market participants which includes observed primary and secondary trades. In al reporting
periods prior to December 31, 2013, the valuation for receivables held for sale was based on individual loan level pricing for
the pool of loans. At December 31, 2013, due to the significant sales that occurred during the fourth quarter of 2013, our
advisors recommended we begin to consider valuation of the loans based on aggregated pools of loans to be sold over the
next 15 months by similar risk characteristics. Valuing the loans at the pool level with December 31, 2013 market conditions
resulted in avaluation that was lower than the valuation of the individual loans, as the pools that we expect to sell in future
periods contain certain concentration risks based on the nature of how the loans were aggregated. We determined that the
valuation of the loans should be based on the pools that we expect to sell and these lower valuations should be factored into
our overall valuation at December 31, 2013. This change negatively impacted our lower of amortized cost or fair value
adjustment by approximately $110 million, which isrecorded in other revenues. The valuation of the receivables held for sale
could be impacted in future periods if there are changes in how we expect to execute the loan sales.
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Valuation inputs include estimates of future interest rates, prepayment speeds, default and loss curves, estimated collateral
values(including expensesto beincurred to maintainthecollateral) and market discount ratesrefl ecting management'sestimate
of the rate of return that would be required by investors in the current market given the specific characteristics and inherent
credit risk of thereceivables held for sale. Some of these inputs are influenced by collateral value changes and unemployment
rates. To the extent available, suchinputsarederived principally from or corroborated by observable market databy correlation
and other means. We perform analytical reviews of fair value changes on a quarterly basis and periodically validate our
val uation methodol ogi es and assumptions based on theresults of actual salesof such receivables. We al so may hold discussions
onvaluedirectly with potential investors. Portfolio risk management personnel provide further validation through discussions
with third party brokers. Since some receivables pools may have unique features, the fair value measurement process uses
significant unobservable inputs specific to the performance characteristics of the various receivable portfolios.

Changesininputs, in particular intherate of return that investorswould requireto purchase assetswith the same characteristics
and of the same credit quality, could significantly change the carrying amount of the receivables held for sale and related fair
value adjustment recognized in the consolidated statement of income (l0ss). For example, a one percent declinein collateral
values coupled with aone percent increasein therate of return for receivablesheld for salewould haveresulted in an estimated
decrease of the carrying amount of receivables held for sale and related fair value adjustment (an unrealized loss as a result
of the decrease in the fair value of the receivables) of approximately $50 million at December 31, 2013. See Note 20, "Fair
Value M easurements," in the accompanying consolidated financial statementsfor additional discussionincluding thevaluation
inputs used in valuing receivables held for sale as of December 31, 2013.

Long-term debt carried at fair value - We have elected the fair value option for certain i ssuances of our fixed rate debt in order
toalign our accounting treatment with that of HSBC under | FRSs. We believe the valuation of thisdebt isacritical accounting
policy and estimate because val uation estimates obtained from third parties involve inputs other than quoted prices to value
both the interest rate component and the credit component of the debt. In many cases, management can obtain quoted prices
for identical or similar liabilities but the markets may not be active, the prices may not be current, or such price quotations
may differ substantially either over time or among market makers. Changes in such estimates, and in particular the credit
component of the valuation, can be volatile from period to period and may impact the total mark-to-market on debt designated
at fair value recorded in our consolidated statement of income (loss). For example, a 1 percent (100 basis point) decreasein
interest rates across all terms would have increased our reported mark-to-market by approximately $195 million for the year
ended December 31, 2013.

Deferred Tax Asset Valuation Allowance We recognize deferred tax assets and liabilities for the future tax consequences related
to differences between the financial statement carrying amounts of existing assets and liabilities and their respective tax bases and
for tax credits and net operating and other losses. Our net deferred tax assets, including deferred tax liabilities and valuation
allowances, totaled $2,580 million and $3,889 million as of December 31, 2013 and 2012, respectively. We evaluate our deferred
tax assetsfor recoverability considering negative and positive evidence, including our historical financial performance, projections
of future taxable income, future reversals of existing taxable temporary differences and any carryback available. We are required
to establish avaluation allowance for deferred tax assets and record a charge to earnings or shareholders' equity if we determine,
based on available evidence at the time the determination is made, that it is more likely than not that some portion or all of the
deferred tax assetswill not be realized. In evaluating the need for a valuation allowance, we estimate future taxable income based
on management approved businessplans, future capital requirementsand ongoing tax planning strategies, including capital support
from HSBC necessary as part of such plans and strategies. This process involves significant management judgment about
assumptions that are subject to change from period to period. Because the recognition of deferred tax assets requires management
to make significant judgments about future earnings, the periods in which items will impact taxable income and the application
of inherently complex tax laws, we have identified the assessment of deferred tax assets and the need for any related valuation
allowance as acritical accounting estimate.

Weareincluded in HSBC North America's consolidated U.S. Federal income tax return and in various combined state tax returns.
We have entered into atax allocation agreement with HSBC North Americaand its subsidiary entities ("HNAH Group") included
in the consolidated return which govern the current amount of taxes to be paid or received by the various entities and, therefore,
we look at HSBC North Americaand its affiliates, together with the tax planning strategiesidentified, in reaching conclusions on
recoverability. Based on our forecasts of future taxableincome, we currently anticipate that our continuing operationswill generate
sufficient taxable income to allow us to realize our deferred tax assets. However, market conditions have created losses in the
HNAH Groupinrecent periodsand volatility inour pre-tax book income. Asaconsequence, our current analysisof therecoverability
of the deferred tax assets significantly discounts any future taxable income expected from continuing operations and relies on
continued capital support from our parent, HSBC, including tax planning strategiesimplemented in rel ation to such support. Absent
capital support from HSBC and implementation of the related tax planning strategies, we would record a valuation allowance
against our deferred tax assets.
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The use of different assumptions of future earnings, the periods in which items will affect taxable income and the application of
inherently complex tax laws can result in changesin the amounts of deferred tax items recognized, which can result in equity and
earnings volatility because such changes are reported in current period earnings. Furthermore, if future events differ from our
current forecasts, valuation allowances may need to be established or adjusted, which could have amaterial adverse effect on our
results of operations, financial condition and capital position. We will continue to update our assumptions and forecasts of future
taxable income and assess the need for a valuation allowance.

Our interpretations of tax laws are subject to examination by the Internal Revenue Service ("IRS") and state taxing authorities.
Resolution of disputesover interpretations of tax lawsmay result in us being assessed additional incometaxes. Weregularly review
whether we may be assessed such additional income taxes and recognize liabilities for such potential future tax obligations as

appropriate.

Additional detail on our assumptions with respect to the judgments made in eval uating the realizability of our deferred tax assets
and on the components of our deferred tax assets and deferred tax liabilities as of December 31, 2013 and 2012 can be found in
Note 12, “Income Taxes,” in the accompanying consolidated financial statements.

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

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

Litigation and regulatory exposures represent key areas of judgment and are subject to uncertainty and certain factors outside of
our control. Dueto theinherent uncertaintiesand other factorsinvolved in such matters, we cannot be certain that wewill ultimately
prevail in each instance. Such uncertaintiesimpact our ability to determine whether it is probable that aliability exists and whether
the amount can be reasonably estimated. Also, as the ultimate resolution of these proceedings is influenced by factors that are
outside of our contral, it is reasonably possible our estimated liability under these proceedings may change. We will continue to
update our accruals for these legal, governmental and regulatory proceedings as facts and circumstances change. See Note 22,
“Litigation and Regulatory Matters,” in the accompanying consolidated financial statements.
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Receivables Review

The following table summarizes receivables at December 31, 2013 and increases (decreases) over prior periods.

December 31,

Increases (Decreases) From

December 31, 2012

December 31, 2011

2013 $ % $ %
(dollars are in millions)
Receivables:
Real estate secured:

TS 1T o T $ 23568 $ (5733 (19.6)% $ (14,667) (38.4)%
SECONA [N .. 3,016 (622) (17.1) (1,462) (32.6)
Total real estate secured receivables™ ............ccoocovveeruencee. 265584 $ (6,355)  (19.3)% $ (16,129)  (37.8)%

Personal non-credit Card.........cocoovvreineieneieneiesese e — — — (5,196) (100.0)
107 T — — — (3) (100.0)
Total receivables held for investment® ...........cc.ccoovoreeeenne. $ 26584 $ (6355 (193)% $ (21,328)  (44.5)%
Receivables held for sale:
First lien real estate SeCUred...........cveeeverieeenenenineeienesereeiees $ 2047 $  (975) (323)% $ 2,047 100.0 %
Persona non-credit Card.........ooveennneenenseeeeseeeees — (3,181)  (100.0) — —
Total receivables held for salé®..........cooooovmrriinnriiinnriiinnens $ 2,047 $ (4156) (67.00% $ 2,047  100.0 %
Total receivables and receivables held for sale:
Real estate secured:
TS 1T o T $ 25615 $ (6,708) (20.8)% $ (12,620) (33.00%
SECONA [N .. 3,016 (622) (17.1) (1,462) (32.6)
Total real estate SECUIEd...........vvvvevvrrveerseesesisssssss s 28,631 (7,330)  (20.4) (14,082)  (33.0)
Personal non-credit Card.........cocoeecneneneneeneneneneeeeseneeene — (3,181)  (100.0) (5,196)  (100.0)
107 PP — — (3) (100.0)
Total receivables held for investment and held for sale®...... $ 28631 $ (10,511) (26.9)% $ (19,281) (40.2)%

@ At December 31, 2013, December 31, 2012 and December 31, 2011, real estate secured receivables held for investment includes $879 million, $2,109 million
and $5,937 million, respectively, of receivables that are carried at the lower of amortized cost or fair value of the collateral less cost to sell in accordance

with our existing charge-off policy.

@ Asdiscussed below, as a result of the transfer of certain real estate secured receivables to held for sale during 2013 and 2012 and the transfer of our entire
portfolio of personal non-credit card receivables to held for sale during 2012, the trend for changes in receivable balances between December 31, 2013 and

December 31, 2012 and 2011 reflects more than the change in the underlying receivables.

©® At December 31, 2013, December 31, 2012 and December 31, 2011, approximately 58 percent of our real estate secured receivables and real estate secured

receivables held for sale have been either modified and/or re-aged.

@ SeeNote 7, "Receivables Held for Sale" in the accompanying consolidated financial statements for detail information related to the movementsin the real
estate secured and personal non-credit card receivables held for sale balances between periods.
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Real estate secured receivables held for investment The decrease since December 31, 2012 and December 31, 2011 reflects the
continued liquidation of the real estate secured receivable portfolio which will continue going forward as well as the transfer of
real estate secured receivablesto held for sale with a carrying value prior to transfer of approximately $2,506 million and $4,964
million during 2013 and 2012, respectively. The liquidation rates in our real estate secured receivable portfolio continue to be
impacted by low loan prepayments as few refinancing opportunities for our customers exist and by the trends impacting the
mortgage lending industry as discussed above. The underlying fair value of these receivables hasimproved during 2013 asthefair
value estimates for real estate secured receivablesincreased to 83 percent at December 31, 2013 from 71 percent at December 31,
2013. Thisimprovement reflectsimproved conditionsin the housing industry driven by increased property values and, to alesser
extent, lower required market yields and increased investor demand for real estate secured receivables.

Prior to 2013, real estate markets in a large portion of the United States had been affected by stagnation or declines in property
values for a number of years. As aresult, the loan-to-value (“LTV") ratios for our real estate secured receivable portfolios have
generally deteriorated since origination. Receivables that have an LTV greater than 100 percent have historically had a greater
likelihood of becoming delinquent, resulting in higher loss severities which could adversely impact our provision for credit losses.
The following table presents LTV ratios for our real estate secured receivable portfolio held for investment as of December 31,
2013 and December 31, 2012. The improvement in LTV ratios at December 31, 2013 primarily reflects improvements in home
pricesin many markets, as discussed above.

LTV Ratios W@®

December 31, 2013 December 31, 2012
First Second First Second
Lien Lien Lien Lien

I Y 0 OSSR 41% 15% 37% 13%
..................................................................................................... 18 12 17 10
................................................................................................... 17 17 16 16
............................................................................................................... 24 56 30 61
Average LTV for POrtfolio.......coou oo 84 103 87 108
AVErage LTV fOr LTV>100%0 ...c..cceieeieeieeeeeestesesestesieseessestessessesesseseesessessessessenses 114 120 119 125

@ LTV ratiosfor first liens are cal cul ated using the receivable balance, excluding any accrued finance income, as of the reporting date (including any charge-
offs recorded to reduce receivables to the lower of amortized cost or fair value of the collateral less cost to sell in accordance with our existing charge-off
policies). LTV ratios for second liens are calculated using the receivable balance as of the reporting date (including any charge-offs recorded to reduce
receivables to the lower of amortized cost or fair value of the collateral less cost to sell in accordance with our existing charge-off policies) plus the senior
lien amount at origination. For purposes of this disclosure, current estimated property values are derived from the property's appraised value at the time of
receivableorigination updated by thechangeintheFederal Housing FinanceAgency's(formerly known asthe Officeof Federal Housing Enterprise Oversight)
house pricing index (“HPI") at either a Core Based Statistical Area (“CBSA”) or state level. The estimated value of the homes could differ from actual fair
values due to changes in condition of the underlying property, variations in housing price changes within metropolitan statistical areas and other factors. As
aresult, actual property values associated with loans that end in foreclosure may significantly differ from the estimated values used for purposes of this
disclosure.

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

®  Excludes the purchased receivable portfolios which totaled $831 million, $931 million and $1.1 billion at December 31, 2013, December 31, 2012 and
December 31, 2011, respectively.

Personal non-credit card receivables Aspreviously discussed, during the second quarter of 2012, wetransferred our entire personal
non-credit card receivable portfolio to held for sale. On April 1, 2013, we completed the sale of our personal non-credit card
receivable portfolio as more fully discussed in Note 7, "Receivables Held for Sale,” in the accompanying consolidated financial
statements.

Receivables held for sale Receivablesheld for sale totaled $2,047 million at December 31, 2013 compared with $6,203 million
at December 31, 2012. There were no receivables held for sale at December 31, 2011. The decrease since December 31, 2012
reflects the sale of real estate secured receivables with a carrying value of $3,127 million during 2013, short sales of receivables
held for sale which occurred during 2013, the transfer of receivables held for sale to REO and the sale of our personal non-credit
card receivable portfolio on April 1, 2013 as previously discussed. The decrease was partially offset by the transfer of additional
real estate secured receivables which had been written down to the lower of amortized cost or fair value of the collateral less cost
to sell in accordance with our existing charge-off policies into receivables held for sale with afair value of approximately $2,130
million at the time transfer during 2013 as discussed above. The decrease was also partially offset by an increase during 2013 in
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thefair value of thereal estatereceivablesheld for sale. SeeNote 7, “ReceivablesHeld for Sale,” in the accompanying consolidated
financia statements for additional information.

Real Estate Owned

The following table provides quarterly information regarding our REO properties:

Quarter Ended
Full Year Dec. 31, Sept. 30, June 30, Mar. 31, Full Year Full Year
2013 2013 2013 2013 2013 2012 2011

Number of REO properties at end of

1= 7o o IO 4,149 4,149 4,599 3,984 3,242 2,914 3,446
Number of properties added to REO

inventory in the period ................... 9,524 2,008 2,727 2,659 2,130 6,697 10,957
Average loss (gain) on sale of REO

propertiesy e, 8% (.2)% 4% 1% 3.4% 6.3% 8.2%
Average total loss on foreclosed

Properties® ........coocovveeevvseriiisnninns 51.5% 519 % 51.2% 50.3% 52.5% 54.4%  55.5%
Average time to sell REO properties

(INAYS) .o 154 157 150 150 160 172 185

@ Property acquired through foreclosureisinitially recognized at the lower of amortized cost or fair value of the collateral less estimated coststo sell (“Initial

REO Carrying Amount”). The average loss on sale of REO propertiesis calculated as cash proceeds less the Initial REO Carrying Amount divided by the
unpaid loan principal balance prior to write-down (excluding any accrued finance income) plus certain other ancillary disbursements that, by law, are
reimbursable from the cash proceeds (e.g., real estate tax advances) and were incurred prior to our taking title to the property and does not include holding
costs on REO properties. This ratio represents the portion of our total loss on foreclosed properties that occurred after we took title to the property.
@ The average total loss on foreclosed properties sold each quarter includes both the loss on sale of the REO property as discussed above and the cumulative
write-downs recognized on the loans up to the time we took title to the property. This calculation of the average total |oss on foreclosed properties uses the
unpaid loan principal balance prior to write-down (excluding any accrued finance income) plus certain other ancillary disbursements that, by law, are
reimbursable from the cash proceeds (e.g., real estate tax advances) and were incurred prior to the date we took title to the property and does not include
holding costs on REO properties.

As previously reported, beginning in late 2010 we temporarily suspended all new foreclosure proceedings and in early 2011
temporarily suspended foreclosures in process where judgment had not yet been entered while we enhanced foreclosure
documentation and processesfor foreclosures and re-filed affidavits where necessary. As of December 31, 2013, we have resumed
processing suspended foreclosure actionsin substantially all states and have referred substantially all of the backlog of loans for
foreclosure. We have also begun initiating new foreclosure activities in substantialy all states. The number of REO properties at
December 31, 2013 increased as we added 9,524 properties to REO inventory during 2013 as we continued to work through the
backlog in foreclosure activities driven by the temporary suspension of foreclosures as discussed above. The number of REO
properties added to inventory during 2014 will be impacted by our receivable sale program as many of the properties currently
inthe process of foreclosurewill be sold prior to our taking title and, to alesser extent,will beimpacted by the extended foreclosure
timelines.

The average loss on sale of REO properties and the average total loss on foreclosed properties for full year 2013 improved as
compared with full year 2012 primarily due to improvements in home prices during 2013.

Results of Operations

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

Net Interest Income In the following table which summarizes net interest income, interest expense includes $30 million and $95
million during 2012 and 2011 that has been allocated to our discontinued operations in accordance with our existing internal
transfer pricing policies as external interest expense is unaffected by the transfer of businesses to discontinued operations. During
2013, there was no interest expense allocated to our discontinued operations.
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Year Ended December 31, 2013 % 2012 % 2011 %
(dollars are in millions)
Finance and other interest income................ $ 2,438 6.09% $ 3423 714% $ 4,122 7.11%
INtErest EXPENSE.......coveverieeesee e 1,370 3.42 1,807 3.77 2,441 4.21
Net interest iNCOME.......ccccevevveceereereeeeenneens $ 1,068 267% $ 1,616 337% $ 1,681 2.90%

@ o4 Columns: comparison to average interest-earning assets.
Net interest income decreased during 2013 due to the following:

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

» Overall receivableyields decreased during 2013 as aresult of asignificant shift in receivable mix to higher levels of lower
yielding first lien rea estate secured receivables as a result of the sale of our higher yielding personal non-credit card
receivableportfolioand continued run-off inour secondlienreal estate secured receivablesportfolio. Whileoverall receivable
yields decreased, receivableyieldsin our real estate secured receivable portfolio during 2013 were essentially flat. Prior to
the sal e of our personal non-credit card receivableportfolioon April 1, 2013, yieldsin our personal non-credit card receivable
portfolio had been positively impacted in 2013 by alower percentage of nonaccrual receivables as compared with the prior
year.

* |nterest expense decreased resulting from lower average borrowings.

Net interest income decreased during 2012 reflecting lower average receivablesasaresult of receivableliquidation, partially offset
by higher overall receivable yields as discussed below and lower interest expense due to lower average borrowings and lower
averagerates. Overall receivableyieldsincreased during 2012 as receivabl e yiel ds were positively impacted by the transfer of our
entire personal non-credit card portfolio and certain real estate secured receivables to held for sale in the second quarter of 2012
as these receivables are now carried at the lower of amortized cost or fair value which reduces average receivable balances while
interest income otherwise remains the same. Excluding the impact of the transfer of these receivables to held for sale from the
calculation of average receivable balances, overall receivable yieldswere essentially flat during 2012 as dlightly higher real estate
secured receivable yields and higher personal non-credit card receivable yields were largely offset by the impact of a shift in
receivable mix to higher levels of lower yielding first lien real estate secured receivables as higher yielding second lien real estate
secured receivables and persona non-credit card receivables have run-off at a faster pace than first lien real estate secured
receivables. Yieldsinour real estate secured receivable portfolioincreased dightly during 2012 dueto changesin yield assumptions
on receivables participating in payment incentive programs partially offset by ahigher percentage of nonaccrual real estate secured
receivables due to our earlier temporary suspension of foreclosure activities. Yields in our personal non-credit card receivable
portfolio increased during 2012 due to alower percentage of nonaccrual receivables as compared with the prior year.

The overall yield on all interest earning assets during 2012 was positively impacted by a shift in mix of interest earning assetsto
include a lower percentage of investments which have significantly lower yields than our receivable portfolios resulting from
changes made in our overall investment strategy beginning in the fourth quarter of 2011, partially offset by theimpact of investing
the proceeds of the sale of our Card and Retail Servicesbusinessinlower yieldinginterest bearing depositswith banksand securities
purchased under agreements to resell for a period of time in 2012 before using the proceeds to pay down debt. Additionally, net
interest incomein 2011 benefited from anincreasein our estimate of interest receivable relating to income tax receivables of $117
million due to the resolution of an issue with the IRS Appeals Office during the second quarter of 2011 which was recorded asa
component of finance and other interest income.

Net interest margin was 2.67 percent in 2013, 3.37 percent in 2012 and 2.90 percent in 2011. The decrease in net interest margin
during 2013 was driven by the lower overall receivable yields largely due to the sale of our higher yielding personal non-credit
card receivable portfolio as discussed above, partially offset by alower cost of funds as a percentage of average interest earning
assets. Net interest margin in 2012 was impacted by the transfer of receivables to held for sale during the second quarter of 2012
asthesereceivablesare now carried at the lower of amortized cost or fair value which reduces average interest earning assetswhile
interest income otherwise remains the same. Excluding the impact of thisitem from 2012, net interest margin remained higher in
2012 driven by alower cost of funds as a percentage of averageinterest earning assets asoverall receivableyields were essentially
flat as discussed above.
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The following table summarizes the significant trends affecting the comparability of net interest income and net interest margin:

2013 2012
(dollars are in millions)
Net interest income/net interest margin from prior year...........coceveveceriencennene $ 1,616 337% $ 1,681 2.90%
Impact to net interest income resulting from: - -
LOWES BSSEL |EVEIS....c.eiciee e (687) (554)
RECAIVADIE YIEIUS ... e (285) (39)
Interest related to income tax recaivables..........covevernenecncceeee (5) (114)
Cost of funds (rate and VOIUME)..........ccceeeveieniniese e 438 634
OFNET .ottt st bbb et et e e neeae e ne 9) 8
Net interest income/net interest margin for CUrrent Year ...............oo.covvvecrnneeen. $ 1068  267% $ 1616 3.37%

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

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

Year Ended December 31, 2013 2012 2011
(in millions)
Provision for credit losses:
RE8l ESLALE SECUEM.......c.ecviiceiieeetc ettt b ettt bns $ 29 $ 2209 $ 3,985
Personal NON-Credit Card..........cooeiiiiieie ettt st s e e enens (50) 15 433
LI = SRRSO $ 1) $ 2224 $ 4418

Our provision for credit losses decreased significantly during 2013 as compared with 2012 as discussed below:

* The provision for credit losses for real estate secured loans significantly improved reflecting the impact of lower loss
estimates due to lower receivable levels, lower dollars of delinquency on accounts less than 180 days contractually
delinquent as compared with the prior year and improved credit quality during 2013. The improvement also reflects, in
part, the transfer of certain real estate secured receivablesto held for sale during 2013 aswell as during the second quarter
of 2012. Subsequent to the transfer to held for sale no further provision for credit losses are recorded on these receivables
asreceivables held for sale are carried at the lower of amortized cost or fair value. The improvement in the provision for
credit lossesfor 2013 al so reflectslower new TDR Loan volumes and lower reserve requirementson TDR Loans resulting
from improvementsin loss and severity estimates based on recent trends in the portfolio.

* Aspreviously discussed, during the second quarter of 2012 we transferred our entire personal non-credit card receivable
portfolio to held for sale. Subsequent to the transfer to held for sale no further provision for credit losses were recorded
on these receivables as receivables held for sale are carried at the lower of amortized cost or fair value. The provision for
credit losses for 2013 and 2012 reflects recoveries received from borrowers on fully charged-off personal non-credit card
receivables that were not transferred to held for sale because there were no receivabl e balances outstanding as well as $10
million and $81 million in 2013 and 2012, respectively, of cash proceeds received from the bulk sale of recovery rights of
certain previously charged-off personal non-credit card receivables.

Net charge-offs totaled $1,321 million during 2013 compared with $2,604 million during 2012. The decrease reflects the impact
of the transfer of our persona non-credit card receivable portfolio to held for sale in the second quarter of 2012 aswell as, to a
lesser extent, the transfer of certain real estate secured receivables to held for sale during 2013 and 2012 as there are no longer
any charge-offs associated with the receivables after the transfer to held for sale which impacts comparability between the periods.
Thedecreasein net charge-offsduring 2013 al so reflectslower charge-off on accountsthat reach 180 days contractual delinquency
as aresult of improvementsin home prices. See “ Credit Quality” for further discussion of our net charge-offs.

Credit loss reserves at December 31, 2013 decreased as compared with December 31, 2012 asthe provision for credit losses was
lower than net charge-offs by $1,342 million during 2013. The decrease compared with December 31, 2012 reflectslower reserve
requirementson TDR L oans, |ower receivablelevel sand lower level sof two-months-and-over contractual delinquency onaccounts
less than 180 days contractually delinquent. Reserve requirements on TDR Loans were lower at December 31, 2013 due to lower
new TDR Loanvolumesaswell astheimpact of improvementsinlossand severity estimates based on recent trendsin the portfolio.
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The decrease also reflects the transfer to held for sale of additional real estate secured receivables during 2013 which had been
written down to the lower of amortized cost or fair value of the collateral less cost to sell as previously discussed. Credit loss
reservesassociated with thesereceivablesprior totheir transfer to held for sal etotaled $164 million during 2013 and was recogni zed
as an additional charge-off at the time of the transfer to held for sale. The provision as a percent of average receivables was (.1)
percent in 2013 and 5.6 percent in 2012. See “ Credit Quality” for further discussion of credit |oss reserves.

During 2013 we experienced improvements in delinquency on accounts less than 180 days contractually delinquent and
improvements in charge-off levels as a result of the modest improvements in the U.S. economy and early stage recovery in the
housing market during 2013. Whileweanti ci patethesetrends may continueinto 2014, our performancein 2014 islargely dependent
upon macro-economic conditions which include, among other things, the continued recovery of the housing market, instability in
employment levels and the pace and extent of the economic recovery, all of which are outside of our control. Accordingly, our
resultsfor the year ended December 31, 2013 or any prior periods should not be considered indicative of the results for any future
periods.

Our provision for credit losses decreased during 2012 as compared with 2011 as discussed bel ow:

* The provision for credit losses for real estate secured |oans decreased significantly during 2012 reflecting the impact of
lower lossestimatesduetolower receivablelevels, lower dollarsof delinquency onaccountslessthan 180 dayscontractually
delinquent, improved credit quality and lower volumes of new TDR Loans during 2012. The decrease al so reflects, in part,
the transfer of certain real estate secured receivablesto held for sale during the second quarter of 2012. Subsequent to the
transfer to held for sale no further provision for credit losses are recorded on these receivables as receivables held for sale
are carried at the lower of amortized cost or fair value. The decrease in the provision for credit losses during 2012 was
partially offset by achange in the loss emergence period used in our roll rate migration analysis. As discussed more fully
in Note 6, "Credit Loss Reserves," in the accompanying consolidated financial statements, during the fourth quarter of
2012 we extended our loss emergence period to 12 months which increased the provision for credit losses during the fourth
quarter of 2012 by approximately $350 million. The decrease in the provision for credit losses for 2012 also reflects the
impact of lower reserve requirements on TDR Loans as greater percentage of TDR Loans are carried at the lower of
amortized cost or fair value of the collateral less cost to sale, partialy offset by updates in prepayment speeds and yield
assumptions used in the discounted cash flow methodology as well as the impact of the classification during the fourth
quarter of 2012 of certain bankrupt accounts as TDR Loans.

* Theprovisionfor creditlossesfor our personal non-credit card receivablesdecreased significantly during 2012. Asdiscussed
above, at June 30, 2012 we transferred our entire personal non-credit card receivable portfolio to receivables held for sale
which resulted in a cumulative lower of cost or fair value adjustment of which $112 million related to credit and was
recorded as a component of provision for credit losses during 2012. Subsequent to the transfer to held for sale, no further
provision for credit losses are recorded on these receivables. The provision for credit losses during the second half of 2012
also reflects recoveries received from borrowers on fully charged-off personal non-credit card receivables that were not
transferred to held for sale aswell as $81 million of cash proceeds received from the bulk sale of recovery rights of certain
previously charged-off personal non-credit card receivables as previously discussed. The decrease also reflects lower
receivable levels and improved credit quality including lower delinquency levels and lower loss estimates prior to
reclassification to held for sale.

Net charge-off dollars totaled $2,604 million during 2012 compared with $3,978 million during 2011. The decrease reflects the
impact of the transfer of our personal non-credit card receivable portfolio aswell as certain real estate secured receivablesto held
for sale as there are no longer any charge-offs associated with the receivables after the transfer to held for sale which impacts
comparability between the periods. The decrease also reflects lower receivable levels and lower delinquency levels on accounts
less than 180 days contractually delinquent as well aslower levels of personal bankruptcy filings and improvementsin economic
conditions. See “Credit Quality” for further discussion of our net charge-offs.

Credit loss reserves at December 31, 2012 are not comparable to December 31, 2011 as aresult of the transfer to receivables held
for sale of our entire personal non-credit card receivable portfolio and a substantial majority of real estate secured receivables
which had been written down to the lower of amortized cost or fair value of the collateral less cost to sell as of June 30, 2012 in
accordance with our existing charge-off policies. Asaresult, credit loss reserves at June 30, 2012 and forward are only associated
with real estate secured receivables held for investment. Excluding the impact of these transfers of receivables to held for sale,
credit loss reserves decreased as compared with December 31, 2011 due to lower receivable levels, improved credit quality,
including lower levels of two-months-and-over contractual delinquency on accounts less than 180 days contractually delinquent
and lower reserve requirements for TDR Loans, partially offset by the impact of the changesto the loss emergence period used in
our roll rate migration analysis as discussed previously. Reserve requirements on TDR Loans were lower at December 31, 2012
due to a greater percentage of TDR Loans being carried at the lower of amortized cost or fair value of the collateral less cost to
sell, partially offset by updatesin prepayment speeds and yield assumptions used in the discounted cash flow methodol ogy aswell
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as the classification during the fourth quarter of 2012 of certain bankrupt accounts as TDR Loans as previoudly discussed. The
provision as a percent of average receivables was 5.6 percent in 2012 and 8.5 percent in 2011. See “Credit Quality” for further
discussion of credit loss reserves.

See “Critical Accounting Policies,” “Credit Quality” and “Analysis of Credit Loss Reserves Activity” for additional information
regarding our loss reserves. See Note 6, “Credit Loss Reserves,” in the accompanying consolidated financial statements for
additional analysis of loss reserves.

Other Revenues The following table summarizes the components of other revenues:

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

Derivative related iNCOME (EXPENSE) .....vuvrrerrerierirererereeeseseseseesesesesesesssssssesesessssssssssssssaens $ 145 $ (207) $ (1,146)
Gain (loss) on debt designated at fair value and related derivatives..........ccooveeveevevesieeene 228 (449) 1,164
Servicing and other fees from HSBC affiliates ..........cooeiiieieieneeee e 26 35 20
Lower of amortized cost or fair value adjustment on receivables held for sale................... 536 (1,529) 1
(@101 g o) 1Y (54) 31 101
TOtAl OtNEN FEVENUES......cocueeeeeeeeieteieieeeieie ettt as ettt s ettt b bbbt besesesetetana $ 881 $ (2119 $ 140

Derivative related income (expense) includes realized and unrealized gains and losses on derivatives which do not qualify as
effective hedges under hedge accounting principles, ineffectiveness on derivatives which are qualifying hedges and, in 2013, a
derivative loss recognized on the termination of hedges on certain debt as discussed more fully below. Designation of swaps as
effective hedges reduces the volatility that would otherwise result from mark-to-market accounting. All derivatives are economic
hedges of the underlying debt instruments regardless of the accounting treatment. The following table summarizes derivative
related income (expense) for the years ended December 31, 2013, 2012 and 2011:

Year Ended December 31, 2013 2012 2011

(in millions)
Net realized gains (I0SSES) ..o $ (105) $ (170 % (101)
Mark-to-market on derivatives which do not qualify as effective hedges...........cococeevrenenee 420 (57) (1,080)
Hedge accounting iNEffeCtiVENESS............ccc i 29 20 35
Derivative |oss recognized on termination of hedges............ccoovriinnnninnnneeeereee (199) — —
TOLB ...t b bbb naer s $ 145 $ (207) $ (1,146)

Derivative related income (expense) improved during 2013. As previously discussed, our real estate secured receivables are
remaining on the balance sheet longer due to lower prepayment rates. At December 31, 2013, we had $3.1 billion of interest rate
swaps outstanding for the purpose of offsetting the increase in the duration of these receivables and the corresponding increasein
interest rate risk as measured by the present value of abasis point (“PVBP"). While these positions acted as economic hedges by
lowering our overall interest rate risk and more closely matching both the structure and duration of our liabilities to the structure
and duration of our assets, they did not qualify as effective hedges under hedge accounting principles. As aresult, these positions
are carried at fair value and are marked-to-market through income while the item being hedged is not carried at fair value and,
therefore, no offsetting fair value adjustment is recorded. In January 2013, we terminated $2.5 billion of non-qualifying hedges
to better align our overall hedge position with our overall interest rate risk position, which had changed after the issuance of $1.5
billion in fixed rate debt to HSBC USA Inc. in December 2012 and revisions in our estimates of the prepayment speeds on the
underlying mortgages we are funding. Our remaining non-qualifying hedges at December 31, 2013 were primarily longer-dated
pay fixed/receive variableinterest rate swapswith an averagelife of 10.4 years. Market value movementsfor the longer-dated pay
fixed/receive variable interest rate swaps may be volatile during periods in which long-term interest rates fluctuate, but they
economically lock in fixed interest rates for a set period of time which results in funding that is better aligned with longer term
assets when considered in conjunction with variable rate borrowings.

Rising long-term interest rates during 2013 had a positive impact on the mark-to-market for this portfolio of swapsduring the year.
Net realized losses improved during 2013 due to lower interest settlements during 2013 as we held fewer hedge positions.
I neffectiveness during 2013 was primarily related to our cross currency cash flow hedges that are approaching maturity.

Asdiscussed in previousfilings, we have approximately $1.0 billion of junior subordinated notesissued to HSBC Finance Capital
Trust IX ("HFCT IX"). HFCT IX, which is a related but unconsolidated entity, issued trust preferred securities to third party
investors to fund the purchase of the junior subordinated notes. In October 2013, U.S. Regulators published a final rule in the
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Federal Register implementing the Basel |11 capital framework under which the trust preferred securitieswill no longer qualify as
Tier | capital. In anticipation of these changes aswell as other recent changesin our assessment of cash flow needs, including long
term funding considerations, in 2013 we terminated the associated cash flow hedges associated with these notes, which resulted
in the reclassification to income of $199 million of unrealized losses previously accumulated in other comprehensive income
during 2013.

Derivative related income (expense) improved during 2012. At December 31, 2012, we had $6.2 billion of interest rate swaps of
which $5.6 billion were outstanding for the purpose of offsetting the increase in the duration of these receivables and the
corresponding increase in interest rate risk as measured by the present value of a basis point (“PVBP”). These non-qualifying
hedges were primarily longer-dated pay fixed/receive variable interest rate swaps with an average life of 12.9 years. During 2012
weterminated $3.0 billion of these non-qualifying hedges. An overall decreaseinlong-term U.S. interest ratesduring 2012 resulted
in aloss on the mark-to-market on this portfolio of swaps during the year. Net realized losses during 2012 reflects the impact of
falling short-term U.S. interest rates. Ineffectiveness income during 2012 reflects changes in the market value of our cash flow
and fair value hedges due to decreasesin overall interest rates during the year.

Net income volatility, whether based on changes in interest rates for swaps which do not qualify for hedge accounting or
ineffectiveness recorded on our qualifying hedges under the long haul method of accounting, impacts the comparability of our
reported results between periods. Accordingly, derivative related income (expense) for the year ended December 31, 2013 or any
prior periods should not be considered indicative of the results for any future periods.

Gain (loss) on debt designated at fair value and related derivatives reflects fair value changes on our fixed rate debt accounted
for under FV O aswell asthefair value changes and realized gains (losses) on therel ated derivatives associ ated with debt designated
at fair value. See Note 10, “Fair Value Option,” in the accompanying consolidated financial statementsfor additional information,
including a break out of the components of the gain (loss) on debt designated at fair value and related derivatives.

Servicing and other fees from HSBC affiliates represents revenue received under servicelevel agreements under which we service
real estate secured receivables as well as rental revenue from HSBC Technology & Services (USA) Inc. (“"HTSU”) for certain
office and administrative costs. Servicing and other fees from HSBC affiliates decreased during 2013 due to lower servicing
revenue reflecting lower levels of real estate secured receivables being serviced as well as a decrease in services provided for
HSBC affiliates. Servicing and other feesfrom HSBC affiliatesincreased during 2012 primarily dueto higher rental revenue from
HTSU as aresult of changesin rental rate allocations which took effect during the second quarter of 2012.

Lower of amortized cost or fair value adjustment on receivables held for sale during 2013 totaled income of $536 million primarily
reflecting an increase in the fair value of the real estate receivables held for sale during 2013 which included a partial offset of
$212 million related to the initial transfer of additional real estate secured receivables to held for sale during 2013 at the lower of
amortized cost or fair value as well as a decrease in the fair value of the personal non-credit card receivables held for sale during
the first quarter of 2013. As previously discussed, the increase in the relative fair value of the real estate secured receivables held
for saleislargely due to improved conditions in the housing industry driven by increased property values and, to a lesser extent,
lower required market yields and increased investor demand for these types of receivables. The reduction in fair value of $212
million related to the transfer of additional real estate secured receivables which had been written down to the lower of amortized
cost or fair value of the collateral less cost to sell to held for sale during 2013 as discussed above, all of which was attributable to
non-credit related factors.

During the second quarter of 2012, we transferred certain real estate secured receivables and our entire personal non-credit card
receivable portfolio to receivables held for sale. This resulted in alower of amortized cost or fair value adjustment during 2012
of $1,529 million which was recorded as a component of other revenues.

See Note 7, "Receivables Held for Sale," in the accompanying consolidated financial statements for additional discussion.

Other income decreased during 2013 due to an increase in the estimated repurchase liability, primarily related to receivables sold
by Decision One Mortgage LLC ("Decision One") in prior years, losses on sales of real estate secured and personal non-credit
card receivables as previously discussed and lower credit insurance commissions, partially offset by servicing fees received for
servicing the personal non-credit card receivables sold on April 1, 2013 on an interim basis as previously discussed. Other income
decreased during 2012 dueto lower credit insurance commissions, an increase in the estimated repurchase liability for receivables
sold by Decision One Mortgage LLC in prior years as well as areversal during the first quarter of 2012 of income previously
recorded on lender-placed hazard insurancefor real estate secured receivabl e customerswhich wasrefunded during thefirst quarter
of 2013. While we increased the estimated repurchase liability during both 2013 and 2012, the increase was larger during 2013
than during 2012.

Our reserve for potential repurchase liability of $116 million at December 31, 2013 represents our best estimate of the loss that
has been incurred resulting from various representations and warranties in the contractual provisions of all of our loan sales. Our
repurchase liability exposures relate primarily to receivables sold by Decision One in previous years. Because the level of loan
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repurchase |osses are dependent upon investor strategies for bringing claims or pursuing legal action for lossesincurred, the level
of the liability for loan repurchase losses requires significant judgment. As we have limited information of the losses incurred by
investors, there is uncertainty inherent in these estimates making it reasonably possible that they could change. The range of
reasonably possible losses in excess of our recorded repurchase liability is between zero and $62 million at December 31, 2013
related to claims that have been filed.

Operating Expenses Compliance costs continued to be a significant component of our operating expenses totaling $75 million
in 2013 compared with $224 millionin 2012 and $58 million in 2011 primarily within other servicing and administrative expenses.
While we believe compliance related costs have permanently increased to higher levels due to the remediation requirements and
continuing compliance of the Federal Reserve Servicing Consent Order, our agreement in thefirst quarter of 2013 with the Federal
Reserveto ceasethel ndependent Foreclosure Review haspositively impacted our compliancecost trendsasthesignificant resources
working on the Independent Foreclosure Review are no longer required.

The following table summarizes the components of operating expenses. The cost trendsin the table bel ow include fixed allocated
costs which have not necessarily declined in line with the run-off of our loan portfolio, which will continue in future periods.

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

Sdaries and employee DENEFILS........cccvrreccssrrr s $ 229 $ 183 $ 158
Occupancy and equipment EXPENSES, NEL.........cererirrierirreeeeerere e se e e e seesaeeeseeneenens 36 44 51
Real eState OWNEH EXPENSES.......ueeeiirietereete sttt sttt st st st saebe e seseeneneas 74 90 206
Other servicing and adminNiStrative EXPENSES........coveveerreeeeerere e eenens 312 487 570
Support services from HSBC affiliates.......ccovvvirrinnieeecre e 281 310 270
OPErating EXPENSES.......cvuiiiiriiieie et $ 932 $ 1114 $ 1,255

Salaries and employee benefits increased during 2013 reflecting increased staffing associated with thetransfer of certain employees
to HSBC Finance Corporation who had previously been centralized in North America and whose salary and employee benefits
were previously allocated to us but support the activities of HSBC Finance Corporation. Beginning on January 1, 2013, the salary
and employee benefits related to these empl oyees are now reported within HSBC Finance Corporation. The increasein 2013 also
reflects higher staff levels since the second quarter of 2012 related to processing foreclosures as well as compliance matters,
partially offset by the conversion of the personal non-credit card receivablesto the Purchaser's system on September 1, 2013 which
alsoresulted in the transfer of over 200 employeesto the Purchaser asdiscussed morefully in Note 7, "ReceivablesHeld for Sale.”
Salaries and employee benefitsincreased in 2012 as aresult of recording $17 million associated with our supplemental retirement
plan due to anumber of large lump-sum payments made during the third quarter which triggered a settlement charge. Theincrease
in 2012 also reflectsincreased staffing related to processing foreclosures aswell as compliance matters. Theincreases salaries and
employee benefitsin both 2013 and 2012 were both partially offset by the impact of the continuing reduced scope of our business
operations and the impact of entity-wide initiatives to reduce costs.

Occupancy and equipment expenses, net decreased in 2013 and 2012 reflecting the continuing reduced scope of our business
operations.

Real estate owned expenses decreased during 2013 reflecting lower estimated losses on REO property asaresult of improvements
in home prices, partially offset by higher holding costsfor REO properties due to ahigher average number of REO propertiesheld
during 2013. Thedecreasein REO expensein 2012 reflectslower holding costsfor REO properties due to adecreasein the number
of REO properties held during the year and lower losses on REO properties reflecting a greater mix of REO properties sold for
which we had accepted a deed-in-lieu and a shorter timeto sell the properties, both of which resultsin lower losses. Additionally,
thelower losses on sales of REO propertiesin 2012 also reflectsfewer REO properties sold during the year asfewer REO properties
were available for sale as aresult of the temporary suspension of foreclosure activities.

Other servicing and administrative expenses in 2012 included $85 million related to regulatory mortgage servicing matters as
discussed more fully in Note 22, "Litigation and Regulatory Matters," in the accompanying consolidated financia statements.
Excluding thisitem from the prior year, other servicing and administrative expensesin 2013 remained lower reflecting lower fees
for consulting services related to various cost initiatives and foreclosure remediation efforts associated with the requirements of
the Federal Reserve Servicing Consent Order, including the cessation of the Independent Foreclosure Review, partially offset by
higher expenses for lender-placed hazard insurance. The decrease in 2013 a so reflects continuing reduction in the scope of our
businessoperationsand theimpact of entity-wideinitiativesto reduce costs, including areductionin an accrual related to regulatory
mortgage servicing mattersof $14 million. Other servicing and administrative expensesin 2012 and 2011 included expensesrel ated
to regulatory mortgage servicing matters of $85 million and $157 million, respectively, and in 2011 other servicing and
administrative expenses also included higher legal reserves reflecting increased exposure estimates on litigation of $150 million.
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Excluding these items from the periods presented, other servicing and administrative expenses were higher during 2012 reflecting
higher fees for consulting services and other expenses related to compliance matters, partially offset by the continuing reduction
inthe scope of our businessoperati onsand theimpact of entity-wideinitiativesto reduce costs, including lower third party collection
costs as sales of charged-off accounts to third parties increased.

Support services from HSBC affiliates decreased during 2013 as support services from HSBC affiliates reflects lower technology
and compliance support costs as well as the impact of certain employees who had previously been centralized in North America
and billed to HSBC Finance Corporation now being reported within salaries and employee benefits of HSBC Finance Corporation
effective January 1, 2013 as discussed above. Support services from HSBC affiliates increased during 2012 reflecting higher
allocations from HTSU for support services largely due to changesin rental rate allocations which took effect during the second
quarter of 2012 and increased compliance costs, partially offset by lower fees for servicing real estate secured receivables.

Efficiency Ratio from continuing operations was 47.8 percent in 2013 compared with (235.5) percent in 2012 and 65.5 percent in
2011. Our efficiency ratio from continuing operations in all periods was impacted by the change in the fair value of own debt
attributable to credit spread for which we have elected the fair value option. Excluding this change in fair value attributable to
credit spreads from the periods presented, our efficiency ratio remained improved during 2013 as aresult of significantly higher
other revenues driven by an increase in the fair value of real estate secured receivables held for sale as discussed above and, to a
lesser extent, improvementsin derivative related income (expense) as well aslower operating expenses, partially offset by lower
net interest income. Excluding the change in fair value attributable to credit spreads from the periods presented, our efficiency
ratio remained deteriorated during 2012 as compared with 2011 due to theinitial lower of amortized cost or fair value adjustment
recorded on receivablestransferred to held for sale during June 2012 and lower net interest income, partially offset by improvements
in derivative related income (expense) and lower operating expenses.

Income taxes Our effective tax rate was 31.3 percent in 2013 compared with (36.9) percent in 2012 and (38.1) percent in 2011.
For acomplete analysis of the differences between effective tax rates based on the total income tax provision attributableto pretax
income and the statutory U.S. Federal income tax rate, see Note 12, "Income Taxes," in the accompanying consolidated financial
statements.

Segment Results — IFRSs Basis

We have one reportable segment: Consumer. Our Consumer segment consists of our run-off Consumer Lending and Mortgage
Services businesses. Prior to the first quarter of 2009, the Consumer segment provided real estate secured and personal non-credit
card loanswith both revolving and closed-end termsand with fixed or variableinterest rates. L oans were originated through branch
locations and direct mail. Products were also offered and customers serviced through the Internet. Prior to thefirst quarter of 2007,
we acquired loans from correspondent lenders and prior to September 2007 we also originated loans sourced through mortgage
brokers. While these businesses are operating in run-off, they have not been reported as discontinued operations because we
continue to generate cash flow from the ongoing collections of the receivables, including interest and fees. Our segment results
are reported on a continuing operations basis.

Previously we reported our corporate and treasury activities, which included the impact of FV O debt, in the All Other caption in
our segment reporting. With the completion of the sale of our Insurance business on March 29, 2013 as more fully discussed in
Note 3, “Discontinued Operations,” our corporate and treasury activities are now solely supporting our Consumer Lending and
Mortgage Services businesses. As aresult, beginning in 2013, we now report these activities within the Consumer Segment and
no longer present an “ All Other” caption within segment reporting. Segment financial information has been restated for all periods
presented to reflect this new segmentation. There have been no other changes in measurement or composition of our segment
reporting other than the item discussed above as compared with the presentation in our 2012 Form 10-K.

We report financial information to our parent, HSBC, in accordance with IFRSs. Our segment results are presented in accordance
with IFRSs (a hon-U.S. GAAP financial measure) on a legal entity basis as operating results are monitored and reviewed and
trends are eval uated on an IFRSs basis. However, we continue to monitor liquidity and capital adequacy, establish dividend policy
and report to regulatory agencieson aU.S. GAAP basis.
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Consumer Segment Thefollowing tablesummarizesthel FRSsresultsfor our Consumer segment for theyearsended December 31,
2013, 2012 and 2011.

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

NEL INEEIESE INCOIME. ...ttt ettt st e st et et se et e s e e esessessesresresresbesensbesteseens $ 2031 $ 2540 $ 2881
Other Operating iNCOME..........civeieeieeeeee e e e se e e e sressesaesresreseennenen (413) (960) (577)
TOtal OPEratiNg INCOME.......ceieuiriieeeieetere sttt sttt e et eebe b e be b sbesbeseesbe b s 1,618 1,580 2,304
L0oan impairmeNnt ChargES ... ....ooe ettt saesee e seens 711 2,556 4,913
Net interest income and other operating income after loan impairment charges............... 907 (976) (2,609)
OPENBLING EXPENSES ....uveeereereereeseeseeeeeeseesesaesaesbesbeseessesbeseaseensessaaeeseesesaeasesbessesaesbesbesesssenean 857 1,014 1,164
INCOME (10SS) DEFOME TX ...t en $ 50 $ (1,990) $ (3,773)
L= AT L= == R 107 o DO T 5.02%  523%  510%
EffICIENCY FALIO.....veve ittt e et sae b b et be e 53.0 64.2 50.5
Return after-tax on average asSetS ("ROA™) ..ot 2 (2.9 (3.8

Balances at end of period:
CUSIOMIET 1OBNS.......ectiieiiteieetese ettt ettt et et e be s ae st e be st e saesse s e e eseeseeseeseebesbesaeebesbeseesrensan $29,262 $ 37556 $ 48,135
Y £ TR 39,503 47,820 53,530

2013 income before tax compared with 2012 Our Consumer segment reported income before tax during 2013 as compared with
alossbeforetax during 2012. Theimprovement reflectssignificantly lower loan impairment charges, higher other operating income
and lower operating expenses, partially offset by lower net interest income. Higher other operating income in 2013 was partially
offset by the loss on sale of our personal non-credit card |oan portfolio and several pools of real estate secured |oans as discussed
below.

Loan impairment charges improved significantly during 2013. 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 which resulted in an
estimated average period of time from aloss event occurring and its ultimate migration from current status through to delinquency
and ultimately write-off for real estate secured loans collectively evaluated for impairment using aroll rate migration analysis of
12 months. Thisresulted in an incremental loan impairment charge of approximately $110 million under |FRSs during the second
quarter of 2013. Excluding the impact of this incremental loan impairment charge in 2013, loan impairment charges remained
significantly lower during 2013 as discussed below:

* The decrease in loan impairment charges for the real estate secured loan portfolio during 2013 reflects lower levels of
new impaired loans as well as significant improvements in market value adjustments on loan collateral driven by
improvements in home prices. The decrease a so reflects lower loan balances outstanding as the portfolio continues to
liquidate as well as lower loss estimates due to lower delinquency levels as compared with 2012.

* L oanimpairment chargesfor personal non-credit card |oans decreased during 2013 as compared with 2012. Aspreviously
discussed, our portfolio of personal non-credit card receivables was sold on April 1, 2013.

Loan impairment chargeswere $366 million lower than net charge-offs during 2013 compared with |oan impairment charges|ower
than net charge-offs of $320 million during 2012. Loan impairment allowances decreased to $2,960 million at December 31, 2013
from $4,414 million at December 31, 2012 as a result of lower levels of new impaired loans, improvements in market value
adjustmentson loan collateral duetoimprovementsin home pricesand lower delinquency levels. Thelower levelsof new impaired
loansreflect theimpact of lower |oan levelsand improved economic conditions. The decrease al so refl ectstheimpact of thetransfer
of real estate secured loansto held for sale during 2013 which had loan impairment allowances totaling $578 million at the time
of transfer. Loansheld for sale and the associated |oan impai rment all owancesare reported asacomponent of other assets. However,
these loans continue to be accounted for and impairment continues to be measured through loan impairment chargesin accordance
with |AS 39 with any gain or loss recorded at the time of sale. The decrease in 2013 was partially offset by an increase in loan
impairment allowances of $110 million related to the change in the estimated average period of time from aloss event occurring
and its ultimate write-off for real estate loans collectively evaluated for impairment as discussed above.

As discussed previously, we have identified a pool of real estate secured loans we intend to sell, although this pool of real estate
secured loans did not qualify for classification as held for sale under IFRSs as of December 31, 2013. During 2013, we sold real
estate secured loans to a third-party investor with an aggregate unpaid principal balance of $5,685 million (aggregate carrying
value after loan impairment allowance of $3,265 million) and recorded an aggregate loss of $153 million as a result of these
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transactions. Assuming we had completed the sale of the entire pool of real estate secured loans held for sale under U.S. GAAP
on December 31, 2013, based on market values at that time, we would have recorded aloss of approximately $230 million before
consideration of transaction costs.

During February 2014, we commenced active marketing to sell afurther portion of our real estate secured loans. At that time, the
sale was considered highly probable and these loans were classified as held for sale under IFRSs. As of December 31, 2013, these
loans had an unpaid principal balance of approximately $1.4 billion and a carrying amount before impairment allowance, but
including the effect of write-downs, of approximately $1.1 billion. We expect to complete the sale of these loans in the second
quarter of 2014.

Net interest income decreased during 2013 due to lower average loan levels primarily as a result of the sale of our portfolio of
personal non-credit card loans on April 1, 2013 and lower overall loan yields, partially offset by lower interest expense. Overall
loan yields decreased during 2013 as a result of the sale of our higher yielding persona non-credit card loan portfolio which
resulted in a significant shift in mix to higher levels of lower yielding first lien real estate secured loans, partialy offset by the
impact of improved credit quality for real estate secured loans and lower levels of impaired persona non-credit card loans prior
to the sale of the portfolio. Lower interest expense during 2013 reflects lower average borrowings and alower cost of funds. Net
interest margin decreased during 2013 reflecting the lower overall loan yields as discussed above, partially offset by the lower
cost of funds as a percentage of average interest earning assets.

Other operating income improved during 2013 as compared with 2012. The following table summarizes significant components
of other operating income for the periods presented:

Year Ended December 31, 2013 2012
(in millions)

Trading iNCOME (I0S9)™M ..o $ 76 $ (225)
Loss from debt designated at fair VEIUE...........cciiiiiiiicceeccee e (107) (784)
Loss on sale of personal non-credit card 10an Portfolio...........cciiiii s (271) —
Losson sale of real estate Secured reCaiVaADIES ... (153) —
OBNEY ... bbb 42 49
Total Other OPEraliNg INCOME ......c.ciieireiiiereeee et b et ne e e nrenes $ (413) $ (960)

@ Trading income (loss) primarily reflects activity on our portfolio of non-qualifying hedges and, for 2013, a derivative loss on the termination of a hedge

relationship as well as provisions for mortgage loan repurchase obligations.

Trading income (loss) improved during 2013 largely due to improvements in income associated with non-qualifying hedges due
to rising long-term interest rates. Theseimprovements were partially offset by an increase in the estimated repurchase liability for
receivables sold as previously discussed and a $199 million derivative loss recognized on the termination of interest rate swaps
associated with a hedge relationship. Income (loss) from debt designated at fair value improved during 2013 as aresult of rising
long-term interest rates, partially offset by atightening of our credit spreads. Other operating income also reflects lower losses on
REO properties as aresult of improvements in home prices and lower credit insurance commissions as well as |osses on sales of
pools of real estate secured and personal non-credit card loans. Other operating income for 2012 includes a reversal of income
previously recorded on lender-placed hazard insurance for real estate secured receivable customers which was refunded during
the first quarter of 2013.

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

Operating expenses decreased during 2013 reflecting lower fees for consulting services related to various cost initiatives and
foreclosure remediation efforts associated with the requirements of the Federal Reserve Servicing Consent Order, including the
cessation of the Independent Foreclosure Review and a reduction in an accrual related to regulatory mortgage servicing matters
of $54 million. These decreases were partially offset by an increase in pension expense of $28 million during 2013 as a result of
a change in accounting requirements related to interest costs effective January 1, 2013 as well as higher REO expenses due to a
higher average number of REO properties held during the year. Operating expenses during 2012 also included an $85 million
provision relating to regulatory mortgage servicing matters.

The efficiency ratio improved during 2013 due to higher other operating income and lower operating expenses, partially offset by
lower net interest income as discussed above.
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ROA improved during 2013 primarily driven by lower |oan impairment charges, higher other operating income and |ower operating
expenses and the impact of lower average assets.

2012 loss before tax compared with 2011 Our Consumer segment reported alower loss before tax during 2012 due to lower loan
impairment charges and lower operating expenses, partially offset by lower other operating income and lower net interest income.

Loan impairment charges were significantly lower during 2012 as discussed bel ow.

» Loanimpairment chargesfor thereal estate secured |oan portfolios decreased significantly during 2012 as compared with
2011. During 2011 loan impairment charges included higher estimated costs to obtain the underlying property securing
the loan and the impact of discounting estimated future amounts to be received on real estate secured loans which have
beenwritten downto fair valueless cost to obtain and sell the collateral aswell asforeclosure delaysonreal estate secured
loans which resulted in higher reserve requirements during 2011 due to the delay in the timing of estimated cash flows
to be received. The decrease during 2012 also reflects lower loan balances outstanding as the portfolios continue to
liquidateaswell aslower loss estimates dueto lower delinquency levelsascompared with the prior year. Loanimpairment
charges during 2012 and 2011 were impacted by the discounting of estimated future amountsto bereceived on rea estate
loanswhich have been written down to fair value less cost to obtain and sell the collateral, although the impact was higher
in 2011. The decrease in loan impairment charges was partialy offset by an incrementa loan impairment charge of
approximately $200 million during thefourth quarter of 2012 associated with the compl etion of areview which concluded
that the estimated average period of timefrom current statusto write-off for real estate secured |oanscollectively evaluated
for impairment using a roll rate migration analysis was 10 months (previously a period of 7 months was used) under
IFRSs. The decrease in 2012 was also partially offset by higher reserve requirements for impaired loans due to changes
in expectations in prepayment speeds and yield assumptions used in the discounted cash flow methodol ogy.

* Loan impairment chargesfor personal non-credit card loanswere essentially flat as compared with the 2011 astheimpact
of lower loan balances was offset by alower benefit from improved credit quality than during 2011.

Inadditiontotheabovediscussion, |oanimpai rment chargesduring 2011 wereimpacted by changesto the provisioning methodol ogy
for loanssubject to forbearance and improvementsto the segmentation of theloan portfolio aswell asother refinementsas discussed
more fully below. The impact of these assumption changes resulted in a net incremental 1oan impairment charge during 2011 of
approximately $150 million.

During 2012, loan impairment charges were $320 million lower than net charge-offs while loan impairment charges were $758
million greater than net charge-offs during 2011. During 2012, we decreased |oan impairment allowances to $4,414 million from
$5,872 millionreflecting theimpact of thetransfer of personal non-credit card loanstoloansheld for salewhichhad loanimpairment
allowances totaling $705 million at the time of transfer. Loans held for sale and the associated loan impairment allowances are
reported asacomponent of other assets. However, theseloans continueto beaccounted for and impai rment continuesto bemeasured
through loan impairment charges in accordance with |AS 39 with any gain or loss recorded at the time of sale. The decrease in
loanimpairment allowancesal so reflectsthelower overall delinquency levelsin 2012 dueto improvementsin economic conditions.
The decrease in loan impairment allowances was partially offset by higher reserve requirementsfor impaired loans due to updates
in prepayment speeds and yield assumptions used in the discounted cash flow methodol ogy.

In the third quarter of 2011, we refined our loan classification methodology to provide greater differentiation of 1oans based on
their credit risk characteristics. Thisreview was performed as aresult of the Company’s adoption of Clarifications to Accounting
for Troubled Debt Restructures by Creditors and because an increasing percentage of the portfolio has been subject to forbearance
in recent periods with the closure of the portfolio to new business. It was determined that the segmentation of the portfolio should
beimproved to better reflect the credit characteristics of forbearance cases. Thisre-segmentation also included areview of certain
processesfor recognizing and measuring impairment allowances under IFRSs, including changesto the provisioning methodol ogy
for loans subject to forbearance to measure the cash flows attributabl e to the credit | oss events which occurred before the reporting
date and improved assumptions about default rates for the purposes of measuring impairment allowances. The increase to our
population of impaired loans and the refinements to our provisioning methodol ogies resulted in anet incremental |oan impairment
charge of approximately $150 million at the time of implementation during the third quarter of 2011. As part of this process, we
alsoincorporated improved assumptions about |0ss severity ratesfor purposes of measuring impairment all owanceswhich resulted
in approximately an additional $55 million loan impairment charge.

Historically, severity estimates were determined based on the average total losses incurred at the time the loans were transferred
toREO. Duetothesignificant reductioninloanstransferred to REO during 2011, asaresult of foreclosure del aysand concentrations
in the mix of loans transferring to REO in certain states that are no longer representative of our portfolio of loans requiring loan
impairment allowances, we determined that the best estimate of severity should be based on arolling average of several months
recent data using the most recently available information. As part of this review, we also increased the granularity of certain
segments used to establish impairment provisions to include specific characteristics of the portfolios such as year of origination,
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location of the property and underlying economic factors affecting the location in which the property islocated. Segmenting the
portfolio based on these risk characteristics provides greater risk differentiation based on the underlying trends in our portfolio.
We believe these enhancements to the credit loss reserve estimation process were responsive to the changing environment and
will result in loan impairment allowances that will be more responsive to the changing portfolio characteristicsin the future asthe
loan portfolio continues to run-off.

Net interest income decreased during 2012 primarily due to lower average loan levels as a result of loan liquidation and higher
overall loan yields, partially offset by lower interest expense. Higher overall loan yields reflect higher yields in our real estate
secured loan portfolio due to changes in yield assumptions on receivables participating in payment incentive programs, partially
offset by higher levels of impaired real estate secured loans. Higher yields in our personal non-credit card loan portfolio reflect
lower levels of impaired personal non-credit card loans. While overall loan yields increased, overall loan yields continued to be
negatively impacted by ashift in mix to higher levels of lower yielding first lien real estate secured loans as higher yielding second
lien real estate secured and personal non-credit card loans have run-off at a faster pace than first lien real estate secured loans.
Additionally, during 2012, the overall yield in our loan portfolio was also negatively impacted by lower income recognition
associated with the discounting of future estimated cash flows associated with real estate secured loans due to the passage of time.
Lower interest expense during 2012 reflects lower average borrowings. Net interest margin increased during 2012 reflecting a
lower cost of funds as a percentage of average interest earning assets and higher loan yields as discussed above.

Other operating income decreased during 2012 as compared with 2011. The following table summarizes significant components
of other operating income for the periods presented:

Year Ended December 31, 2012 2011

(in millions)
TTAOING 10SS™) ..ottt $ (225) $ (1,145)
Income (10ss) from debt designated at fair VBIUE.........cccoorirriniereee e (784) 571
(@ 11 TSP T TSP P TSPV S PP PRSTPIN 49 3)
Total other Operating iNCOME...........cviiiiiiiieie i $ (960) $ (577)

@ Trading loss primarily reflects activity on our portfolio of non-qualifying hedges.

Trading lossimproved during 2012 largely due to improvementsin income associated with non-qualifying hedges due to changes
in long-term interest rates. While long-term interest rates declined in both 2012 and 2011, the decrease was more pronounced in
2011. Tradinglossesin 2012 al soreflect anincreasein the estimated repurchaseliability for receivablessold aspreviously discussed.
Theloss from debt designated at fair value in 2012 reflects changes in market movements on certain debt and related derivatives
that mature in the near term as well as the impact of tightening in our credit spreads. Other operating income during 2012 also
reflects lower credit insurance commissions and areversal of income previously recorded on lender-placed hazard insurance for
real estate secured receivable customers which were refunded during the first quarter of 2013, partially offset by lower osses on
REO properties. Lower losses on REO properties during 2012 reflects fewer REO property sales during 2012 due to fewer REO
properties available for sale asaresult of our earlier temporary suspension of foreclosure activities.

Operating expenses during 2012 and 2011 were impacted by expenses of $85 million and $197 million, respectively, relating to
regulatory mortgage servicing matters. Excluding the impact of these itemsin the periods presented, operating expenses remained
higher during 2012 due to higher fees for consulting services and increased expenses relating to compliance matters, partially
offset by lower holding costs on REO properties and lower third party collection costs as sales of charged-off accounts to third
partiesincreased. L ower holding costson REO propertiesrefl ectsasignificant decreasein thenumber of outstanding REO properties
due to the temporary suspension of foreclosure activities previously discussed.

The efficiency ratio deteriorated during 2012 due to lower other operating income and lower net interest income, partially offset
by lower operating expenses as discussed above.

ROA improved during 2012 primarily driven by lower loan impairment charges, partially offset by the impact of lower average
assets.
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Customer loans Customer loans for our Consumer segment consisted of the following:

Increases (Decreases) From

December 31, December 31, 2012 December 31, 2011
2013 $ % $ %
(dollars are in millions)
Loans:
Real eStAte SECUMEM ......voovveeeeeeeeeseeeee e $ 29262 $ (8294) (21)% $ (13507)  (3L6)%
Personal non-credit card..........ccoovvvvvnieveneseneereeeeeee — — — (5,366) (100.0)
TOtAl [0ANS....c.evceiieecteeetee e e $ 29262 $ (8,294) (22.1)% $ (18,873) — %
L0aNs Neld fOr SAIE: .......c.ouieieeeeeceeeeeeeeeeeee s -
Real estate SECUred.........cooveveeieeiceeecec e $ — 8 — —% $ — — %
Personal non-credit card®............cooovioeeveeereeeeeeeeeens — (3,420)  (100.0) — —
Total loans held for sale........ccocovvvieececiiiccecseeee $ — $ (3420) (100.00% $ — — %
Total loans and loans held for sale: ............ccccccevvveernennen. -
Real estate SECUIrEd .......ooocvevciiiecieciceeeee e, $ 29262 $ (8,294) (221)% $ (13,507) (31.6)%
Personal non-credit Card..........coooeereeneeneicneceseeee — (3420) (100.0) (5,366)  (100.0)
Total loans and loans held for sale.........cccoeeeveceriennee. $ 29,262 $ (11,714) (28.6)% $ (18,873) (39.2)%

@ OnApril 1, 2013, we completed the sale of our personal non-credit card loan portfolio which had been classified as held for sale at December 31, 2012.

Customer loans decreased to $29,262 million at December 31, 2013 as compared with $37,556 million at December 31, 2012 and
$48,135 million at December 31, 2011. The decrease in our real estate secured loan portfolio reflects the continued liquidation of
this portfolio which will continue going forward. The liquidation rates in our real estate secured loan portfolio continue to be
impacted by declinesin loan prepayments as fewer refinancing opportunities for our customers exist and the trends impacting the
mortgage lending industry as previously discussed. The decrease also reflects the sale of real estate secured loans during 2013
with acarrying value of $3,265 million at the time of sale. Asdiscussed above, we have decided to sell apool of real estate secured
loans meeting certain criteria, however, these real estate secured loans do not currently qualify for classification as held for sale
under IFRSs.

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

Credit Quality

Credit Loss Reserves Wemaintain credit |oss reservesto cover probable incurred losses of principal, interest and fees. Credit loss
reserves are based on arange of estimates and are intended to be adequate but not excessive. For loans which have been identified
astroubled debt restructures, credit lossreserves are maintai ned based on the present val ue of expected future cash flowsdiscounted
at the loans' original effective interest rates. We estimate probable |osses for consumer receivables which do not qualify as TDR
Loans using aroll 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 aloss occurring and the confirming event
of its charge-off. Loans with different risk characteristics are typically segregated into separate models and may utilize different
periods of time for estimating the period of aloss occurring and its confirmation. This analysis also considers delinquency status,
loss experience and severity and takes into account whether borrowers have filed for bankruptcy, or loans have been re-aged or
are subject to modification. Our credit loss reserves also take into consideration the | oss 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. Delinquency status may be affected by
customer account management policiesand practices, such asthere-age of accountsor modification arrangements. When customer
account management policies or changesthereto shift loansthat do not qualify asaTDR Loan from a“higher” delinquency bucket
to a“lower” delinquency bucket, thiswill be reflected in our roll rate statistics. To the extent that re-aged or modified accounts
that do not qualify asaTDR Loan have agreater propensity to roll to higher delinquency buckets, thiswill be captured in theroll
rates. Sincethelossreserveiscomputed based on the composite of all of these calculations, thisincreaseinroll rate will be applied
to receivables in all respective delinquency buckets, which will increase the overall reserve level. In addition, loss reserves on
consumer receivabl es are maintained to reflect our judgment of portfolio risk factorsthat may not befully reflected in the statistical
roll rate calculation or when historical trends are not reflective of current inherent losses in the portfolio. Portfolio risk factors
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considered in establishing lossreserves on consumer receivablesinclude product mix, unemployment rates, the credit performance
of modified loans, loan product features such as adjustable rate loans, the credit performance of second lien loans where the first
lien loan that we own or serviceis 90 or more days contractually delinquent, economic conditions, such as national and local trends
in housing markets and interest rates, portfolio seasoning, account management policies and practices, changes in laws and
regulations and other factors which can affect consumer payment patterns on outstanding receivables, such as natural disasters.

While our credit loss reserves are available to absorb losses in the entire portfolio, we specifically consider the credit quality and
other risk factors for each of our products. We recognize the different inherent |oss characteristics in each of our products as well
as customer account management policies and practices and risk management/collection practices. We also consider key ratios,
including reserves as a percentage of nonaccrual receivables and reserves as a percentage of receivables. Loss reserve estimates
are reviewed periodically and adjustments are reported in earnings when they become known. As these estimates are influenced
by factors outside our control, such as consumer payment patterns and economic conditions, there is uncertainty inherent in these
estimates, making it likely that they will change.

Real estate secured receivable carrying amounts in excess of fair value less cost to sell are generally charged-off no later than the
end of the month in which the account becomes six months contractually delinquent. Values are determined based upon broker
price opinions or appraisals which are updated at least every 180 days. Typically, receivables written down to fair value of the
collateral less cost to sell did not require credit |oss reserves.

In establishing reserve levels, given the general declinein U.S. home pricesthat has occurred since 2007, we anticipate that 10sses
in our real estate secured receivable portfolios will continue to be incurred with greater frequency and severity than experienced
prior to 2007. As aresult of these conditions, lenders have significantly tightened underwriting standards, substantially limiting
the availability of alternative and subprime mortgages. As fewer financing options currently exist in the marketplace for home
buyers, properties in certain markets are remaining on the market for longer periods of time which contributes to home price
depreciation. For many of our customers, the ability to refinance and access equity in their homesis no longer an option. These
housing market trends were exacerbated by the economic downturn during the last severa years, including high levels of
unemployment, and these industry trends continue to impact our portfolio. We have considered these factors in establishing our
credit loss reserve levels, as appropriate.

AsdiscussedinNote5, "Receivables," intheaccompanying consolidated financial statements, wehistorically utilized two different
servicing platforms for real estate secured receivables which resulted in differences relating to how contractual delinquency was
measured. InApril 2013, wemoved all closed-end real estate secured receivablesonto oneservicing platformand now the substantial
majority of our real estate secured receivables utilize the same servicing platform with a consistent measurement of delinquency
applied to these receivables.

The table below sets forth credit loss reserves and credit loss reserve ratios for the periods indicated. The transfer of our entire
personal non-credit card portfolio to held for sale in 2012 and certain real estate secured receivables to held for sale during 2013
and 2012 hasresultedinthesereceivablesbeing carried at thel ower of amortized cost or fair valueand nolonger have any associated
credit loss reserves as previously discussed. Credit loss reserves and the related reserve ratios at December 31, 2013 and 2012 in
the table below are only associated with real estate secured receivables held for investment which creates alack of comparability
between credit loss reserves and the related reserve ratios for the historical periods.

At December 31, 2013 2012 2011 2010 2009
(dollars are in millions)
Credit lossreserves:™® ..o, $ 3273 $ 4607 $ 5952 $ 5512 $ 7275
Reserves as a percentage of @@
RECEIVADIES ... 11.1% 12.9% 11.6% 9.4% 10.0%
Nonaccrual receivables...........ccoeveereeeeciceececee e, 166.6 140.1 81.0 76.9 87.4

@ At December 31,2013, December 31, 2012, December 31, 2011 and December 31, 2010, credit lossreservesinclude $52 million, $132 million, $425 million
and $95 million, respectively, related to receivables held for investment which have been written down to the lower of amortized cost or fair value of the
collateral less cost to sell primarily reflecting an estimate of additional loss following an interior appraisal of the property as previously discussed. We
typically did not carry credit loss reserves for receivables which had been written down to the lower of amortized cost or fair value of the collateral less cost
to sell at December 31, 2009.

@ These ratios are significantly impacted by changesin the level of real estate secured receivables which have been written down to the lower of amortized
cost or fair value of the collateral less cost to sell in accordance with our existing charge-off policies and are not classified as held for sale. The following
table shows these ratios excluding these receivables and any associated credit loss reserves for al periods presented. As discussed above, the substantial
majority of these receivables along with our entire personal non-credit card receivable portfolio werereclassified to held for saleand, therefore, areno longer
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included in these amounts as of December 31, 2013 and 2012. As aresult, the credit loss reserve ratios for December 31, 2013 and 2012 are not comparable
with the credit loss reserve ratios for the historical periods.

At December 31, 2013 2012 2011 2010 2009
Reserves as a percentage of:
RECEIVADIES ...ttt 11.3% 13.4% 12.0% 10.5% 11.7%
Nonaccrual receivables..........coovueieieieieeieieeeeeeeeeieeees 256.2 3205 235.0 184.3 147.6

®  Reserves associated with accrued finance charges, which totaled $326 million, $360 million, $387 million, $217 million and $292 million at December 31,
2013, December 31, 2012, December 31, 2011, December 31, 2010 and December 31, 2009, respectively, are reported within our total credit loss reserve
balances noted above, although receivables, net charge-offs and nonaccrual receivables as reported generally exclude accrued finance charges. The credit
loss reserve ratios presented in the table exclude any reserves associated with accrued finance charges.

@ Credit loss reserve ratios exclude receivables and nonaccrual receivables associated with receivable portfolios which are considered held for sale as these
receivables are carried at the lower of amortized cost or fair value with no corresponding credit |0ss reserves.

Credit loss reserves at December 31, 2013 decreased as compared with December 31, 2012 due to lower reserve requirements on
TDR Loans, lower receivable levels and lower levels of two-months-and-over contractual delinquency on accounts less than 180
days contractually delinquent. Reserve requirements on TDR Loanswere lower at December 31, 2013 due to lower levels of new
TDR Loan volumes as well as the impact of improvementsin loss and severity estimates based on recent trends in the portfolio.
The decrease al so reflects the transfer to held for sale of additional pools of real estate secured receivables during 2013 which had
been written down to the lower of amortized cost or fair value of the collateral less cost to sell as previoudy discussed. Credit loss
reservesassociated with thesereceivablesprior totheir transfer to held for saletotaled $164 million during 2013 and wasrecognized
as an additional charge-off at the time of the transfer to held for sale.

At December 31, 2013, 81 percent of our credit loss reserves are associated with TDR Loans held for investment which total
$11,680 million and are reserved for using a discounted cash flow analysis which, in addition to considering all expected future
cash flows, aso takes into consideration the time value of money and the difference between the current interest rate and the
original effectiveinterest rate on theloan. This methodology generally resultsin ahigher reserve requirement for TDR Loansthan
the remainder of our receivable portfolio for which credit loss reserves are established using aroll rate migration analysisthat only
considers 12 months of losses. This methodology is highly sensitive to changes in volumes of TDR Loans as well as changesin
estimates of the timing and amount of cash flows for TDR Loans. As a result, credit 10ss reserves at December 31, 2013 and
provisionsfor credit lossesfor TDR Loansfor the year ended December 31, 2013 should not be considered indicative of theresults
for any future periods. Generally as TDR Loan levelsincrease, overall credit 10ss reserves also increase.

A significant portion of our real estate secured receivable portfolio held for investment is considered to be TDR Loanswhich are
reserved for based onthe present val ue of expected cash flowsdiscounted at theloans original effectiveinterest ratewhich generally
resultsin a higher reserve requirement for these loans. Additionally, a portion of our real estate secured receivable portfolio held
forinvestmentiscarried at thelower of amortized cost or fair value of the collateral lesscost to sell. Thefollowing table summarizes
these receivable components along with receivables collectively evaluated for impairment and receivables acquired with
deteriorated credit quality and the associated credit |oss reserves associated with each component:

December 31, 2013 December 31, 2012 December 31, 2011
Credit Loss Credit Loss Credit Loss
Reserves Receivables Reserves Receivables Reserves Receivables

(dollars are in millions)
Collectively evaluated for impairment ....... $ 604 $ 14617 $ 937 $ 18426 $ 1252 $ 28876
Individually evaluated for impairment™® .... 2616 11,076 3,533 12,388 4,266 13,058

Receivables carried at the lower of
amortized cost or fair value of the

collateral 1ess cost to Sell.......ovvevverenenn... 52 879 132 2,109 425 5,937
Receivables acquired with deteriorated

credit qUAlItY ..oveeeeeeeeeeece e 1 12 5 16 9 41
TOAP e $ 3273 $ 26584 $ 4607 $ 32939 $ 5952 $ 47,912

@ Thereceivable balance above excludes TDR Loansthat are carried at the lower of amortized cost or fair value of the collateral less cost to sell which totaled
$604 million, $1,488 million and $2,526 million at December 31, 2013, December 31, 2012 and December 31, 2011, respectively. The reserve component
above excludes credit loss reserves for TDR Loansthat are carried at the lower of amortized cost or fair value of the collateral less cost to sell which totaled
$38 million, $94 million and $143 million at December 31, 2013, December 31, 2012 and December 31, 2011, respectively. These credit loss reserves are
reflected within receivables carried at the lower of amortized cost or fair value of the collateral less cost to sell in the table above.
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@ Reserves associated with accrued finance charges, which totaled $326 million, $360 million and $387 million at December 31, 2013, December 31, 2012
and December 31, 2011, respectively, are reported within our total credit loss reserve balances, although receivable balances generally exclude accrued
finance charges.

Thefollowing table summarizes our TDR Loansand receivablescarried at thelower of amortized cost or fair value of the collateral
less cost to sell in in comparison to the real estate secured receivable portfolio held for investment:

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

Total real estate secured receivables held for iNVeStMENt...........cooeveeeeie e $ 26,584 $ 32,939
Real estate secured receivables carried at the lower of amortized cost or fair value of the

COllateral 1ESSCOSE T0 SElL......civeicieectee et e r e e be s e be e aeesaras $ 879 $ 2,109
Real estate SeCUred TDR LOBNSY ... 11,076 12,388
Real estate secured receivables carried at the lower of amortized cost or fair value of the

collateral less cost to sell or reserved for using a discounted cash flow methodology............ $ 11,955 $ 14,497
Real estate secured receivables carried at the lower of amortized cost or fair value of the

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

percentage of real estate secured reCaiVabIES..........ooovevvivinene e 45.0% 44.0%

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

As discussed above, credit loss reserves at December 31, 2012 are not comparable with December 31, 2011 as a result of the
transfer to receivables held for sale of our entire persona non-credit card receivable portfolio and a substantial majority of our
real estate secured receivables which had been written down to the lower of amortized cost or fair value of the collateral less cost
to sell as of June 30, 2012 in accordance with our existing charge-off policies. Excluding the impact of these receivables held for
saleand theassociated credit | ossreservesto receivablesheld for sal e asdiscussed above, credit lossreservesdecreased ascompared
with December 31, 2011 dueto lower receivablelevels, lower level s of two-months-and-over contractual delinquency on accounts
less than 180 days contractually delinquent and lower reserve reguirements on TDR Loans, partially offset by the impact of the
change in the emergence period as discussed above. Reserve requirements on TDR Loans were lower at December 31, 2012 due
to agreater percentage of TDR Loans being carried at the lower of amortized cost or fair value of the collateral less cost to sale,
partially offset by updatesin prepayment speeds and yield assumptions in the second quarter of 2012 used in the discounted cash
flow methodology as well as the classification during the fourth quarter of 2012 of certain bankrupt accounts as TDR Loans as
previously discussed.

Credit loss reserves at December 31, 2011 increased as compared with December 31, 2010 as we recorded provision for credit
losses greater than net charge-offs of $440 million during 2011. During the third quarter of 2011 we recorded incremental credit
loss reserves of approximately $766 million and $159 million for real estate secured receivables and personal non-credit card
receivables, respectively, related to the adoption of new accounting guidance related to the identification and reporting of TDR
Loans as TDR Loans are typically reserved for based on the present value of expected future cash flows discounted at the loans
origina effective interest rate which generally results in higher reserve requirements. See Note5, “Receivables,” in the
accompanying consolidated financial statements for further discussion of this new guidance and related impacts. Also during the
third quarter of 2011, we reviewed our existing modelsfor determining credit lossreserves. As part of this process, we considered
recent environmental activity including theimpact of forecl osure delays, unique characteristics of our run-off portfolio and changes
in how loans are ultimately running off. As a result, we made the following enhancements to our credit loss reserve estimation
process during the third quarter of 2011. These changes in estimation were necessary because previous estimation techniques no
longer represented the composition of the run-off portfolio or the current environment. The changes resulted in an increase in our
credit loss reserves of approximately $175 million. Because these changes were inter-related and included re-segmentation of the
portfolio, it isdifficult to determine the precise amount of each item. However, we have used areasonable method to approximate
the impact of each change as described below:

i) Severity - Enhancements were made to the processfor determining | oss severity associated with real estate secured |oans.
These enhancements resulted in a net decrease to our provision for credit losses of approximately $75 million. The loss
severity changes were comprised of two main components. The first component relates to adjustments we determined
were required to be made to broker price opinions used to determine the fair value of the collateral less coststo sell when
loans became 180 days contractually delinquent. In 2011, we began to see a pattern of lower estimates of collateral value
after the more detailed property valuations were performed which include information obtained from a walk-through of
the property after we obtained title and determined this difference should be considered in our estimate of 10ss severity.
This component resulted in an increase to our credit loss reserves of approximately $350 million for loans which had
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i)

i)

been written down to the fair value of the collateral less costs to sell. The second component relates to loss severity
estimates on real estate |oans collectively evaluated for impairment. Historically, loss estimates on these accounts were
based on a recent average total losses incurred at the time the loans were transferred to REO. Due to the significant
reduction in loans transferred to REO during 2011 as a result of foreclosure delays and concentrations in mix of loans
transferred to REO in certain states, these most recent averages of total loss were no longer representative of the loss
severity associated with our outstanding loan portfolio based on geographical mix. As a result, we determined that the
best estimate of loss severity should be based on an average of recent broker price opinions received (as adjusted for
information obtai ned from awalk-through of the property discussed above). Weobtainbroker priceopinionsonreceivables
that are greater than 180 days delinquent every six months. These broker price opinions provide our best estimate of the
value of the propertiesthat are likely to transfer to REO. Therefore, we utilized thisinformation when estimating the loss
severity on our loan portfolio. This component resulted in approximately a $425 million reduction in our credit loss
reserves for these loans.

Projected Cash Flows - We revised our estimate of projected cash flows for TDR Loans which resulted in an increasein
credit lossreserves of approximately $260 million on our existing population of TDR Loans. Thisimpact was principally
comprised of two factors which we have not attempted to quantify individualy:

a. Fird, prior to the third quarter of 2011, our projections included macroeconomic assumptions incorporating
recent portfolio performance. During the third quarter of 2011, we began to rely more heavily on portfolio
performance as the macroeconomic forecast included home price appreciation. We concluded it was appropriate
to follow amore conservative approach and eliminate the use of these forward looking macroeconomic factors
in light of growing uncertainty of forecasting these factors in the current environment.

b. Second, the revised estimate of cash flows included a change in assumptions regarding both the amount of
interest that would not be collected on existing TDR Loans and thetiming of interest collectionsbased on changes
in the economic environment, including the elongated timeframes associated with completing foreclosure.

Portfolio Re-segmentation - Changes were made to increase the segmentation of the portfolio affecting the weighting of
severity rates used (as previoudy discussed) for these more granular portfolios, the historical roll rates for each of the
more granular portfolios aswell as the estimated |oans that would ultimately go to foreclosure. The revised segmentation
considered specific characteristics of the portfolio such as year of origination, location of the property and underlying
economic factors present where the property is located. Segmenting the portfolio based on these risk characteristics
provides greater risk differentiation based on the underlying trends in our portfolio and will be more responsive to the
changing portfolio characteristics in the future as the loan portfolio continues to run-off. We estimate these changes had
anet impact of reducing credit loss reserves by approximately $10 million.

Asaresult of theimpact of the adoption of the Accounting Standards Update and the enhancements made to our credit lossreserve
estimation process during the third quarter of 2011 discussed above, credit lossreserves at December 31, 2011 are not comparable
to prior reporting periods. Excluding the impact of the adoption of the new Accounting Standards Update and the enhancements
made to our credit loss reserve estimation process during the third quarter of 2011, overall credit loss reserves were lower at
December 31, 2011 as compared December 31, 2010 as discussed below.

Credit loss reserves for real estate secured receivables were modestly lower driven by lower receivable levels, partially
offset by the impact of lower receivable prepayments and continued high unemployment levels. Additionaly, credit loss
reserveswere negatively impacted by higher reserve requirementsfor TDR Loansreflecting theimpact of lower estimated
cashflowsfrom TDR Loansdueto an increase in estimated severity and other changesin assumptionsincluding the length
of time these receivableswill remain on our balance sheet as aresult of the temporary suspension of foreclosure activities
previously discussed. Also contributing to the decrease waslower levels of two-months-and-over contractual delinquency
on accounts |ess than 180 days contractually delinquent, which in our total reported contractual delinquency for real estate
secured receivables was largely offset by an increase in late stage delinquency, reflecting the continuing impact from
foreclosure delays as previoudly discussed.

Credit loss reservelevelsin our personal non-credit card portfolio decreased due to lower receivable levels and improved
credit quality. These decreases were partially offset by the impact of continued high unemployment levels.

Credit loss reserves at December 31, 2010 decreased as compared with December 31, 2009 as we recorded provision for credit
losses less than net charge-offs of $1.8 billion during 2010. Credit loss reserves were lower for al products as discussed below.

The decreasein credit loss reserve levelsin our real estate secured receivable portfolio reflects lower receivable levels as
the portfolio continuesto liquidate and as compared with December 31, 2009, improvementsin total loss severitieslargely
as aresult of anincrease in the number of properties for which we accepted a deed-in-lieu and an increase in the number
of short sales, both of which result in lower losses compared with loans which are subject to aformal foreclosure process
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for which average loss severitiesin 2010 have remained relatively flat to 2009 levels. The decrease al so reflects the impact
of anincrease of $1.7 billion during 2010 of real estate secured receivables which have been written down to the lower of
amortized cost or fair value of the collateral less cost to sell and, therefore, generally do not have credit loss reserves
associated with them. Real estate secured receivables which have been written down to the lower of amortized cost or fair
value of the collateral less cost to sell are generally in the process of foreclosure and will remain in our delinquency totals
until we obtain title to the property. Credit loss reserves also reflect lower delinquency levels as the delinquent balances
migrate to charge-off and are replaced by lower levels of newly delinquent loans as the portfolio seasons, partially offset
by higher loss estimates on recently modified loans. Additionally, reserve requirementsfor real estate secured TDR Loans
decreased as compared with December 31, 2009 due to lower new TDR Loan volumes and lower expected loss rates as a
larger percentage of our real estate TDR Loans are performing due to an increase in charge-off of non-performing real
estate secured TDR Loans.

e Creditlossreservelevelsin our personal non-credit card portfolio decreased asaresult of lower receivablelevelsincluding
lower delinquency levels, partialy offset by slightly higher reserve requirements on personal non-credit card TDR Loans
due to increases in expected loss rates, partialy offset by lower new TDR Loan volumes.

Credit loss reserve ratios Following is adiscussion of changesin the reserve ratios we consider in establishing reserve levels. As
discussed above, the credit lossreserve ratios for December 31, 2013 and December 31, 2012 are not comparable with the reserve
ratiosfor the historical periods asaresult of thetransfer of certain real estate secured receivablesto receivablesheld for sale during
2013 and 2012 and the transfer of our personal non-credit card receivable portfolio to held for salein 2012. This resulted in credit
loss reserves at December 31, 2013 and December 31, 2012 only being associated with real estate secured receivables.

Reserves as a percentage of receivables were lower at December 31, 2013 as compared with December 31, 2012 as the decrease
in credit loss reserves as discussed above, outpaced the decrease in receivables. Reserves on TDR Loans as a percentage of TDR
Loansat December 31, 2013 decreased as compared with December 31, 2012 driven by lower reserve requirementson TDR Loans
reflecting lower levels of new TDR Loan volumes as well as the impact of improvementsin loss and severity estimates based on
recent trends in the portfolio. Reserves as a percentage of receivables for non-TDR Loans at December 31, 2013 decreased as
compared with December 31, 2012 driven by the impact of lower receivable levels, lower levels of contractual delinquency on
non-TDR Loans and improvements in economic conditions. Reserves as a percentage of receivables at December 31, 2012 are
not comparable with December 31, 2011 or any other historical period as discussed above. Reserves as a percentage of receivables
were higher at December 31, 2011 as compared with December 31, 2010 due to higher reserve levels on TDR Loans driven by
the impact of adopting new accounting guidance related to TDR Loans during the third quarter of 2011, partialy offset by the
impact of lower levels of two-months-and-over contractual delinquency on accounts less than 180 days contractually delingquent.
Thisincrease was also partially offset by a shift in mix in our receivable portfolio to higher levels of first lien real estate secured
receivables which generally carry lower reserve requirements than second lien real estate secured and personal non-credit card
receivables. This ratio in 2011 was also impacted by increases in the level of real estate secured receivables which have been
written down to net realizable value less cost to sell. These written down receivables increased by $842 million as compared with
December 31, 2010. Reserves as a percentage of receivables were lower at December 31, 2010 as compared with December 31,
2009 driven by significantly lower dollarsof delinquency for al productsas discussed morefully below which resulted in decreases
in our credit loss reserves outpacing the decreases in receivable levels. This ratio in 2010 was a so impacted by increases in the
level of real estate secured receivables which have been written down to net realizable value less cost to sell. These written down
receivables increased by $1.7 billion as compared with December 31, 2009. Additionally, the decrease also reflects a shift in mix
in our receivable portfolio to higher levels of first lien real estate secured as discussed above.

Reserves as a percentage of nonaccrual receivables were impacted by nonaccrua real estate secured receivables carried at the
lower of amortized cost or fair value of the collateral less cost to sell. Excluding receivables carried at fair value of the collateral
less cost to sell and any associated credit |oss reserves from these ratios, reserves as a percentage of nonaccrual receivables were
lower as compared with December 31, 2012 as the decrease in credit loss reserves, driven by the lower reserve requirement for
TDR Loans as discussed above, outpaced the decrease in nonaccrual receivables. Excluding receivables carried at fair value of
the collateral less cost to sell and any associated credit loss reserves from this ratio, reserves as a percentage of nonperforming
loansat December 31, 2012 werenot comparableto December 31, 2011 or any other historical period asdiscussed above. Excluding
receivablescarried at fair value of the collateral less cost to sell and any associated credit|ossreservesfromthisratio for al periods,
reserves as a percentage of nonperforming loans increased significantly at December 31, 2011 as compared with December 31,
2010 reflecting higher reservelevelson TDR L oans as discussed above and lower level s of nonperforming receivabl es as discussed
more fully below. Excluding receivables carried at net realizable value less cost to sell from thisratio for both December 31, 2010
and 2009, reserves as a percentage of nonperforming loans increased during 2010 due to nonperforming personal non-credit card
receivables decreasing at a faster pace than reserve levels due to higher loss estimates on bankrupt and TDR Loans as well as
higher loss estimates for al products on recently modified loans.
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See "Analysis of Credit Loss ReservesActivity" inthis MD&A for arollforward of credit loss reserves by product for the years
ended December 31, 2013, 2012, 2011, 2010 and 2009.

Delinquency and Charge-off Policies and Practices Our delinquency and net charge-off ratios reflect, among other factors,
changesinthemix of loansin our portfolio, the quality of our receivables, the average age of our |oans, the success of our collection
and customer account management efforts, general economic conditions such as national and local trends in housing markets,
interest rates, unemployment rates, any changesto our charge-off policies, transfers of receivablesto held for sale and significant
catastrophic events such as natural disasters and global pandemics. Levels of personal bankruptcies also have a direct effect on
the asset quality of our overall portfolio and othersin our industry.

Our credit and portfolio management procedures focus on risk-based pricing and ethical and effective collection and customer
account management efforts for each loan. Our credit and portfolio management processis designed to give us areasonable basis
for predicting the credit quality of accounts although in a changing external environment this has become more difficult than in
the past. Thisprocessisbased on our experience with numerous marketing, credit and risk management tests. However, beginning
in 2007 and continuing through 2013 we found consumer behavior has deviated from historical patterns dueto high unemployment
levels, pressures from the economic conditions and prior to 2013 housing market deterioration which createsincreased difficulty
in predicting credit quality. As a result, we have enhanced our processes to emphasize more recent experience, key drivers of
performance, and aforward-view of expectationsof credit quality. Weal sobelievethat our frequent and early contact with delinquent
customers as well as re-aging, modification and other customer account management techniques which are designed to optimize
account rel ationships and home preservation, are helpful in maximizing customer collections on a cash flow basis and have been
particularly appropriate in the unstable market. See Note 2, “ Summary of Significant Accounting Policies and New Accounting
Pronouncements,” intheaccompanying consolidated financial statementsfor adescription of our charge-off and nonaccrual policies
by product.

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

The following table summarizes dollars of two-months-and-over contractual delinquency for receivables and receivables held for
sale and two-months-and-over contractual delinquency as a percent of consumer receivables and receivables held for sae
(“delinquency ratio”). As previously discussed, during 2013 and 2012, we transferred pools of real estate secured receivables
carried at the lower of amortized cost or fair value of the collateral less cost to sell to receivablesheld for sale. Additionally, during
2012 wetransferred our entire personal non-credit card receivable portfolio to held for sale. Asaresult the carrying value of these
receivables has been reduced by the lower of amortized cost or fair value adjustment recorded at the time of transfer as well as
the credit | oss reserves associ ated with these receivabl es prior to the transfer, which createsalack of comparability between dollars
of contractual delinquency and the delinquency ratio with prior periods.
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December 31, December 31, December 31,
2013 2012 2011

(dollars are in millions)

Dollars of contractual delinquency:
Receivables held for investment:

Real estate secured:

Late stage delingUENCY™@...........oooeoeeeeeeeeeeeeee e $ 670 $ 1784 $ 4,843
Individually evaluated for impairment™ ..o 1,591 1,714 1,964
Collectively evaluated for impairment™ ............ccooevvveoeeesreseesssessiesnens 401 496 1,298

Total real tate SECUIEd. .......ocivvi ettt et saee e 2,662 3,994 8,105
Personal NON-Credit Card® ... — — 486
Total receivables held for iInVeStMENt...........cccoccvieeve e 2,662 3,994 8,591
Receivables held for SAlE® ... 1,473 2,279 —
B I = | OO UOSROT $ 4,135 $ 6,273 $ 8,591

Delinquency ratio:
Receivables held for investment:

Real estate secured:

Late Stage deliNQUENCY .......ccevrieicieecesee ettt s 76.22% 84.59% 81.57%
Individually evaluated for impairment............ccocvveveeieneseseseseeseeceeeeeenens 14.36 13.95 16.52
Collectively evaluated for impairment............ocoeoevererenenenere e 2.74 2.67 5.22
Total real eState SECUIEM.........oiveeciecieectecrieete ettt st et eaee s 10.01 12.13 18.98
Personal NON-Credit Card® ..o — — 9.35
Total receivables held for inVeStmENt...........cccocvveicie e 10.01 12.13 17.93
Receivables held for SAlE® ... 71.96 36.74 —

1 - RS 14.44% 16.03% 17.93%

(6]

@

(©)]

(6)

Two-months-and-over contractually delinquent receivables are classified as "l ate stage delinquency” if at any point initslife cycle it has been written down
to thelower of amortized cost or fair value of the collateral less cost to sell in accordance with our existing charge-off policies (generally 180 days past due).
However, asaresult of account management actionsor other account activity, these receivablesmay no longer be greater than 180 days past due. At December
31, 2013, December 31, 2012 and December 31, 2011, the amounts above include $279 million, $532 million, and $492 million, respectively, of receivables
that at some point in their life cycle were written down to the lower of amortized cost or fair value of the collateral less cost to sell in accordance with our
existing charge-off policies, but are currently between 60 and 180 days past due.

Amount includes TDR Loans which totaled $423 million at December 31, 2013 compared with $1,170 million at December 31, 2012 and $1,999 million
at December 31, 2011.

This amount represents delinquent receivables which at no point in its life cycle have ever been greater than 180 days contractually delinquent and have
been classified as TDR Loans which are carried at amortized cost. For TDR Loans 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
impairment analysis is then applied to these groups of TDR Loans. This amount excludes TDR Loans that are carried at the lower of amortized cost or fair
value of the collateral less cost to sell in accordance with our existing charge-off policies as they are reflected in the late stage delinquency totals.

This amount represents delingquent receivables which at no point in itslife cycle have ever been greater than 180 days contractually delinquent and are not
classified as TDR Loans. As discussed more fully above, for these receivables we establish credit loss reserves using a roll rate migration analysis that
estimatesthelikelihood that aloan will progressthrough thevarious stages of delinquency and ultimately charge-off based upon recent historical performance
experience of other loansin our portfolio.

As discussed above, our personal non-credit card receivable portfolio was sold on April 1, 2013.

At December 31, 2013 and December 31, 2012, dollars of contractual delinquency for receivable held for sale includes $944 million and $1,445 million,
respectively, of real estate secured receivables held for sale which are also classified as TDR Loans. There were no receivables classified as held for sale at
December 31, 2011.

Dollars of delinquency for real estate secured receivables held for investment at December 31, 2013 decreased $1,332 million
since December 31, 2012 as discussed bel ow.

* Late stage delinquency Lower dollars of late stage delinquency as compared with December 31, 2012 reflecting the transfer

of additional real estate secured receivablesto held for sale during 2013. In addition, the decrease also reflects the impact of
improvements in economic conditions and account management actions taken during the year.
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* Individually evaluated for impairment The decrease in dollars of delinquency for receivables individually evaluated for
impairment reflects a decrease in the volume of new TDR Loans during 2013 as well asthe transfer of additional accountsto
late stage delinquency as accounts become greater than 180 days delinquent. The decrease also reflects improvements in
economic conditions and lower receivable levels.

* Collectively evaluated for impairment The decrease in dollars of delinquency for accounts collectively evaluated for
impairment reflects lower receivables levels and the continued improvements in economic conditions.

Dollars of delinquency for receivables held for sale at December 31, 2013 decreased ascompared with December 31, 2012 reflecting
the sale of pools of real estate secured receivables and our entire portfolio of personal non-credit card receivables during 2013.
The decrease was partially offset by the impact of the transfer of additional real estate secured receivablesto held for sale during
2013 aswell asincreasesinthefair value of real estate secured receivablesheld for sale during 2013 as previously discussed which
increases the carrying value of these receivables.

Delinquency ratio The delinquency ratio for real estate secured receivablesheld for investment was 10.01 percent at December 31,
2013 compared with 12.13 percent at December 31, 2012. Thedecrease primarily reflectslower dollarsof delinquency asdiscussed
above, partially offset by the impact of lower levels of real estate secured receivables held for investment as previoudly discussed.

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

Net Charge-offs of Consumer Receivables The following table summarizes net charge-off of receivables both in dollars and as
apercent of average receivables (“net charge-off ratio”). During a quarter that receivables are transferred to receivables held for
sale, those receivables continue to be included in the average consumer receivable balances prior to such transfer and any charge-
off related to those receivables prior to such transfer remain in our net charge-off totals. However, in the quarter following the
transfer to held for sale classification, the receivables are no longer included in average consumer receivables as such loans are
carried at the lower of amortized cost or fair value and, accordingly, there are no longer any charge-offs associated with these
receivables, athough recoveries on these receivables continue to be reported as a component of net charge-offs. As aresult, the
amountsand ratiosfor the yearsended December 31, 2013 and December 31, 2012 are not comparabl e with the amounts and ratios
for the year ended December 31, 2011.

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

Net charge-off dollars:

RE8l ESLALE SECUME ......veeeveeeieie ettt sttt e b $ 13711 % 2514 $ 3,260
Personal NON-Credit CarA®M....... ... ese s (50) 90 718
10, TSR $ 1321 3 2604 $ 3978
Net charge-off ratio:
RE8l ESALE SECUME ...ttt sre e 4.61% 6.70% 7.13%
Personal NON-Credit Card™............ovuureeeveereseeeeeeeesee s — 4.47 11.84
10 TSR 4.44% 6.59% 7.69%
Real estate charge-offs and REO expense as a percent of average real estate

SECUNE FECEAIVADIES. .....cvieeeeeccee ettt 4.84% 6.94% 7.58%

@ While charge-offs are no longer recorded on receivables following the transfer of those receivablesto the held for sale classification, during 2013 and 2012
wereceived recoverieson fully charged-off personal non-credit card receivableswhich arereflected in the table above. Additionally, during 2012, recoveries
included $81 million of cash proceeds received from the sale of recovery rights on certain fully charged-off personal non-credit card receivables. Asthese
personal non-credit card receivables were fully charged-off with no carrying value remaining on our consolidated balance sheet, a net charge-off ratio for
our personal non-credit card receivable portfolio cannot be calculated for 2013 although these recoveries are reflected in the total net charge-off ratio for
these periods.

Full Year 2013 compared with Full Year 2012 As previously discussed, during 2013 and 2012, we transferred pools of real estate
secured receivables to held for sale which consisted of real estate secured receivables which had been written down to the lower
of amortized cost or fair value of the collateral less cost to sell. At thetime of transfer, we held credit |0ss reserves associated with
thesereceivablesrelated to an estimate of additional lossfollowing aninterior appraisal of the property. Because these receivables
were collateral dependent, credit loss reserves totaling $164 million and $333 million were recognized as an additional charge-
off at the time of the transfer to held for sale during 2013 and 2012, respectively. Excluding this additional charge-off for the
periods presented, net charge-off dollars for real estate secured receivables for full year 2013 remained lower as compared with
thefull year 2012 dueto theimpact of lower receivable levels, continued improvementsin economic conditions and lower charge-
off on accounts that reach 180 days contractual delinquency as aresult of improvements in home prices.
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The net charge-off ratio for real estate secured receivables for 2013 decreased as compared with the 2012 due to the impact of
lower dollars of net charge-offs as discussed above partially offset by the impact of lower average receivable levels.

Real estate charge-offs and REO expenses as a percentage of average real estate secured receivables for December 31, 2013
decreased ascompared with December 31, 2012 dueto lower dollarsof net charge-offsasdiscussed above and lower REO expenses,
partially offset by the impact of lower average receivable levels. See “Results of Operations’ for further discussion of REO
EXpenses.

Full Year 2012 compared with Full Year 2011 Overall dollars of net charge-offs for full year 2012 decreased as compared with
full year 2011. The decrease reflects, in part, the impact of the transfer of our entire personal non-credit card receivable portfolio
and certain real estate secured receivables to receivables held for sale at June 30, 2012 as these receivables are now carried at the
lower of amortized cost or fair value and there are no longer any charge-offs associated with these receivables. Assuming these
receivables had not been transferred to held for sale and we had continued to record charge-offs, overall dollars of net charge-off
would have remained lower as all receivable portfolios were positively impacted by lower receivable levels and lower dollars of
delinquency on accountslessthan 180 days contractually delinquent in prior periods as discussed above. The decrease al so reflects
theimpact of lower levels of personal bankruptcy filingsand improvementsin credit quality. The decreasein dollars of net charge-
offsfor real estate secured receivables also reflects the impact of fewer accounts migrating to charge-off dueto lower receivables
and the impact of our earlier temporary suspension of foreclosure activities because once foreclosureisinitiated a higher payment
is required for an account to be re-aged. As a result, more accounts are receiving re-ages than otherwise would if the accounts
were in the process of foreclosure. As we have commenced foreclosures in substantially all states, once we initiate foreclosure
proceedings, customers will be required to make higher payments in order to qualify for a re-age. See “Customer Account
Management Policies and Practices’ for more information regarding the delinquency treatment of re-aged accounts and other
customer account management tools.

As discussed above, the net charge-off ratio at December 31, 2012 is not comparable to December 31, 2011 as a result of the
transfer of our entire personal non-credit card receivable portfolio and certain real estate secured receivables to receivables held
for sale during the second quarter of 2012. Asthese receivables are now carried at the lower of amortized cost or fair value, there
are no longer any charge-offs associated with these receivables.

Real estate charge-offs and REO expenses as a percentage of average real estate secured receivables for full year 2012 decreased
as compared with full year 2011 dueto lower dollars of net charge-offs and REO expenses, partially offset by the impact of lower
average receivable levels. See “ Results of Operations’ for further discussion of REO expenses.

Nonperforming Assets Nonperforming assets consisted of the following:

December 31, December 31, December 31,

2013 2012 2011
(in millions)
Nonaccrual receivable portfolio held for investment:™®
Nonaccrual real estate secured receivables:
Late stage delingUENCY@® ... $ 639 $ 1,748 $ 4,687
Individually evaluated for impairment™ ............cccooooorooreoereeeeeee oo 848 958 1,084
Collectively evaluated for impairment®™ ..., 282 326 773
Total nonaccrual real estate secured recaivables® ..o, 1,769 3,032 6,544
Personal non-credit card Portfolio ... — — 330
Total nonaccrual receivables held for investment..........ccocevvvevevererececceccesee e 1,769 3,032 6,874
REAl ESLAE OWNEd......cc ettt e et e s sae e s s e e e s st e e s e ree s sares 323 227 299
Nonaccrual receivables held for SAED ... 1,422 2,161 —
Total NONPETOIMING SSELS.....c.ccveiirieeteieeecee ettt ettt se et et e $ 3514 % 5420 $ 7,173

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

where thefirst lien loan that we own or service is 90 or more days contractually delinquent. Non-accrual receivables held for investment and held for sale
do not include receivables totaling $953 million, $1,497 million and $1,252 million at December 31, 2013, 2012 and 2011, respectively, which have been
written down to the lower of amortized cost or fair value of the collateral less cost to sell which are less than 90 days contractually delinquent and not
accruing interest. In addition, nonaccrual receivables do not include receivables which have made qualifying payments and have been re-aged and the
contractual delinquency status reset to current as such activity, in our judgment, evidences continued payment probability. If are-aged loan subsequently
experiences payment default and becomes 90 or more days contractually delinquent, it will be reported as nonaccrual .

61



HSBC Finance Corporation

@ Nonaccrual receivables are classified as "late stage delinquency” if at any point in its life cycle it has been written down to the lower of amortized cost or

fair value of the collateral less cost to sell in accordance with our existing charge-off policies (generally 180 days past due). However, as aresult of account
management actions or other account activity, these receivables may no longer be greater than 180 days past due. At December 31, 2013, December 31,
2012 and December 31, 2011, the amounts above include $179 million, $359 million, and $333 million, respectively, of receivables that at some point in
their life cycle were written down to the lower of amortized cost or fair value of the collateral less cost to sell in accordance with our existing charge-off
policies, but are currently between 90 and 180 days past due.

®  Thisamount includes TDR Loans which are carried at the lower of amortized cost or fair value of the collateral |ess cost to sell which totaled $397 million
at December 31, 2013 compared with $1,138 million at December 31, 2012 and $1,883 million at December 31, 2011.

@ This amount represents nonaccrual receivables which at no point in its life cycle have ever been greater than 180 days contractually delinquent and have

been classified as TDR Loans. This amount represents TDR Loans for which we evaluate reserves using a discounted cash flow methodology. Each loan is

individually identified asa TDR Loan and then grouped together with other TDR Loans with similar characteristics. The discounted cash flow impairment

analysisisthen applied to these groups of TDR Loans. This amount excludes TDR Loans that are carried at the lower of amortized cost or fair value of the

collateral less cost to sell asthey are reflected in the late stage delinquency totals.

®  Thisamount represents nonaccrual receivableswhich at no point in its life cycle have ever been greater than 180 days contractually delinquent and are not
classified as TDR Loans. As discussed more fully above, for these receivables we establish credit loss reserves using a roll rate migration analysis that
estimatesthelikelihood that aloan will progressthrough thevarious stages of delinquency and ultimately charge-off based upon recent historical performance
experience of other loansin our portfolio.

©® At December 31, 2013, December 31, 2012 and December 31, 2011, nonaccrual second lien real estate secured receivables totaled $231 million, $284
million and $344 million, respectively.

™ At December 31, 2013 and December 31, 2012, nonaccrual receivable held for sale includes $900 million and $1,414 million, respectively, of real estate
secured receivables held for sale which are also classified as TDR Loans. There were no receivables classified as held for sale at December 31, 2011.

Nonaccrual real estate secured receivables held for investment at December 31, 2013 decreased as compared with December 31,
2012 as discussed bel ow.

* Late stage delinquency Lower nonaccrual late stage delinquency as compared with December 31, 2012 reflects the transfer
of additional real estate secured receivablesto held for sale during 2013. In addition, the decrease also reflects the impact of
lower overall late stage delinquency dueto improvementsin economic conditionsor asaresult of account management actions
taken during the year.

* Individually evaluated for impairment The decrease in nonaccrual receivablesindividually evaluated for impairment reflects
adecreaseinthevolumeof new TDR Loansduring 2013 aswell asthetransfer of additional accountsto late stage delinquency
as accounts become greater than 180 days delinquent. The decrease also reflects improvements in economic conditions and
lower receivable levels.

* Collectively evaluated for impairment The decrease in nonaccrual receivables collectively evaluated for impairment reflects
lower receivables levels and the continued improvements in economic conditions.

Nonaccrual receivables held for sale at December 31, 2013 decreased as compared with December 31, 2012 reflecting the sale
of pools of real estate secured receivables and our entire portfolio of personal non-credit card receivables during 2013. These
decreases were partially offset by the impact of the transfer of additional real estate secured receivables to held for sale during
2013 aswell asincreasesin the fair value of real estate secured receivables held for sale during 2013 due to increasesin the fair
value of these receivables which increases the carrying value of these receivables.

The following table below summarizes TDR Loans and TDR Loans that are held for sale, some of which are carried at the lower
of amortized cost or fair value of the collateral less cost to sell in accordance with our existing charge-off policies, that are shown
as nonaccrual receivablesin the table above.

December 31, December 31, December 31,
2013 2012 2011
(in millions)
REAl ESLALE SECUIEU .......c.eeeeree ettt ettt ettt be e be e s be e aeesane s $ 2,145 $ 3510 $ 2,967
Personal NON-Credit Card...........oovevieieiicece e — 67 175
B 1= OSSR $ 2,145 $ 3577 $ 3,142

SeeNote5, “Receivables,” intheaccompanying consolidated financial statementsfor further detail sregarding TDR L oan balances.

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

Currently, we utilize the following account management actions:

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

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

* Modification Re-age —Management actionthat resultsin achangeto thetermsand conditions of thel oan, either temporarily
or permanently, and also resetsthe contractual delinquency status of an account to current as discussed above. If an account
which has been re-aged subsequently experiences a payment default, it will again become contractually delinquent.

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

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

The following table summarizes the general policies and procedures for account management actions for all real estate secured
receivables.

Real Estate(l)

Minimum time since prior account ManagemMent aCtion ...........ccveeeeereereeereeneeeseeeneenes 6 or 12 months depending on

type of account management action
Minimum qualifying monthly payments reqUIired.............coeovererenneneeneeneeseeeseeneens 2in 60 days after approval
Maximum number of account management aCtiONS..........covevrreeererneseeee e 5in5years

@ We employ account modification, re-aging and other customer account management policies and practices as flexible customer account management tools
and the specific criteria may differ by product line. Eligibility criteriafor re-ages are generally the same whether the account is afirst time re-age or has
been re-aged in the past. Criteriamay also differ within a product line. Also, we continually review our product lines and assess modification and re-aging
criteria and, as such, they are subject to revision or exceptions from time to time. Accordingly, the description of our account modification and re-aging
policies or practices provided in this table should be taken only as general guidance to the modification and re-aging approach taken within each product
line, and not as assurance that accounts not meeting these criteriawill never be modified or re-aged, that every account meeting these criteriawill in fact be
modified or re-aged or that these criteriawill not change or that exceptionswill not be madeinindividual cases. In addition, in an effort to determine optimal
customer account management strategies, management may run tests on some or al accountsin aproduct line for fixed periods of timein order to evaluate
the impact of alternative policies and practices.

With regard to real estate secured loans involving a bankruptcy, accounts whose borrowers are subject to a Chapter 13 plan filed
with abankruptcy court generally may be re-aged upon receipt of one qualifying payment. Accounts whose borrowers have filed
for Chapter 7 bankruptcy protection may be re-aged upon receipt of a signed reaffirmation agreement. In addition, accounts may
be re-aged without receipt of a payment in certain special circumstances (e.g. in the event of a natural disaster).

Asprevioudly discussed, in April 2013 we sold our portfolio of personal non-credit card receivables. See our 2012 Form 10-K for
discussion of the customer account management policies and practices related to personal non-credit card receivables.

Since January 2007, we have cumulatively modified and/or re-aged approximately 398 thousand real estate secured loanswith an
aggregate outstanding principal balance of $45.6 hillion at the time of modification and/or re-age under our foreclosure avoidance
programswhich are described below. The following table providesinformation about the subsegquent performance of al real estate
secured loans granted a modification and/or re-age since January 2007, some of which may have received multiple account
management actions:
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Based on Outstanding
Receivable Balance at

Number Time of Account

Status as of December 31, 2013: of Loans Modification Action
Current or less than 30-days delinQUENL ..o 29% 28%
30- t0 59-dayS AEliNQUENT .......c.erveeiieeiiieiriieeee e 5 4
60-days OF MOre AElINQUENL .........coiiiirerie et 13 16
=TT o S S 14 16
Charged-off, transferred to real estate owned or Sold..........cccccvveeievevereseseeceeenne, 39 36

100% 100%

The following table shows the number of real estate secured accounts remaining in our portfolio (including receivables held for
sale) as well as the outstanding receivable balance of these accounts as of the period indicated for loans that we have taken an
account management action by the type of action taken. A significant portion of our real estate secured receivable portfolio has
received multiple accounting management actionsand real estate secured receivablesincluded inthetable below may havereceived
multiple account management actions.

Number of Outstanding Receivable
Accounts® Balance @©
(accounts are in
thousands) (dollars are in millions)
December 31, 2013:?
COollECHON rE-A0E ONIY ....uvcviieeiiceeceec ettt b e ee 1006 $ 7,876
MOAIfICALION ONIY ... et re e 7.7 734
MOIfICALION FE-AE ... e cveee ettt et bbb 76.4 7,954
Total loans modified and/or re-aged®............co..oovvereeeeeeeeeeeeeeeeeeeeeeeeeee s 1847 $ 16,564
December 31, 2012:®
COollECtioN rE-A0E ONIY ....ouvcviiceiicec ettt ee 1153 $ 9,129
MOAIfICALION ONIY ... et re e 10.9 1,033
Y KoTo hTo (o g (= o = OSSR 105.4 10,649
Total loans modified and/or re-aged@.............ooiveeeeeeeeeeeeeeee e, 2316 $ 20,811
December 31, 2011:
COllECtion rE-a0E ONIY ......cueviiecriiieietee ettt 1194 $ 10,129
%Koo [ Ko 110 o) | Y SRS 13.6 1,439
Koo [h Mo (0 g == o L= S 110.2 12,668
Total loans modified and/or re-aged@@.............oovvovveeeeeeeeeseeeeee s 2432 3 24,236

@ See Note 5, “Receivables,” in the accompanying consolidated financial statements for additional information describing modified and /or re-aged loans

which are accounted for as trouble debt restructurings.
@ Thefollowing table providesinformation regarding the delinquency status of loans remaining in the portfolio that were granted modifications of loan terms
and/or re-aged as of December 31, 2013 and December 31, 2012 in the categories shown above:
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Number of Accounts Outstanding Receivable Balance
Current or Current or
less than 30- 60-days or less than 30- 60-days or
days 30- to 59-days more days 30- to 59-days more
delinquent delinquent delinquent delinquent delinquent delinquent
December 31, 2013:
Collectionre-ageonly .................... 68% 10% 22% 69% 11% 20%
Modificationonly.........ccccoceveevennee. 84 2 14 87 3 10
Modification re-age.........cccovveenene 64 9 27 66 9 25
Total loans modified and/or re-
A0E0 ... 67% 10% 23% 68% 10% 22%
December 31, 2012:
Collectionre-ageonly .................... 67 % 9% 24% 68% 10% 22%
Modification only ..........ccceovnveenene 74 3 23 80 3 17
Modification re-age...........ccoeeveune. 55 8 37 60 9 31
Total loans modified and/or re-
A0E ... 62 % 8% 30% 65% 9% 26%

The following table provides information regarding the delinquency status of loans remaining in the portfolio that were granted modifications of loan terms
and/or re-aged as of December 31, 2011:

Outstanding

Number of Receivable
Accounts Balance
December 31, 2011:
Current or 1ess than 30-0ay's AEliNQUENL............ccrrerree e 61% 61%
30- to 59-days delinquent 10 10
60-0dayS Or MOIE AElINOUENT ........oiiiii e 29 29
100% 100%

The outstanding receivable balance included in this table reflects the principal amount outstanding on the loan net of any charge-off recorded in accordance
with our existing charge-off policies but excludes any basis adjustments to the loan such as unearned income, unamortized deferred fees and costs on
originated loans, purchase accounting fair value adjustments and premiums or discounts on purchased loans. Additionally, the balance in this table related
to receivables which have been classified as held for sale has been reduced by the lower of amortized cost or fair value adjustment recorded as well asthe
credit loss reserves associated with these receivables prior to the transfer.

At December 31, 2013 and December 31, 2012, the outstanding receivable balance includes the following amounts related to receivables classified as held
for sale. At December 31, 2011, we did not have any receivables classified as held for sale.

December 31, December 31,

2013 2012
(in millions)
Collection re-age only.. $ 697 $ 720
MOQITICALION ONIY......coviveeieiieeteee sttt ettt e et et e e s et ebese b ebeasseebese s asesessseeseseseteseseasessassentennanas 37 92
LT TR Tor= Lo = L= 1,127 1,879
Total l0ans MOdified @NA/Or FE-B0EM.............coovvieiieiieeee ettt bbbt s e es s $ 1,861 $ 2,691
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The following table provides additional information regarding real estate secured modified and/or re-aged loans during 2013 and
2012:

Year Ended December 31, 2013 2012
(in millions)

Balance at beginning of PEriod...........ccoeeiiuieiieeecee e $ 20,811 % 24,236
Additions due to an account management action™ .............ccocveeeerererreneeenenn. 941 1,190
PAYMENIS ...t e e se e s se e ees e eeese s seess s (1,256) (1,079)
NEL ChaIgE-0ffS ..t (1,178) (1,991)
Transfer to real estate OWNEd.........cccoiveeeirieirieereee s (560) (449)
Receivables held for sale that have subsequently been sold............cccoveeeeee. (2,962) —
Change in lower of amortized cost or fair value on receivables held for sale.... 768 (1,096)
Balance at end Of PEriod ...........covvveivieiiieiiese e $ 16,564 $ 20,811

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

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

In addition to the account management techniques discussed above, we have also increased the use of deed-in-lieu and short sales
in recent yearsto assist our real estate secured receivable customers. In a deed-in-lieu, the borrower agrees to surrender the deed
to the property without going through forecl osure proceedings and we rel ease the borrower from further obligation. In ashort sale,
the property is offered for sale to potential buyers at a price which has been pre-negotiated between us and the borrower. This pre-
negotiated price is based on updated property valuations and overall loss exposure given liquidation through foreclosure. Short
sales also rel ease the borrower from further obligation. From our perspective, total |osses on deed-in-lieu and short salesare lower
than expected total |ossesfrom foreclosed loans, or loanswhere we have previously decided not to pursue foreclosure, and provide
resolution to the delinquent receivable over a shorter period of time.

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

Based on the economic environment and expected slow recovery of housing val ues, during 2008 we devel oped additional analytical
review tools leveraging industry best practices to assist us in identifying customers who are willing to pay, but are expected to
have longer term disruptions in their ability to pay. Using these analytical review tools, we expanded our foreclosure avoidance
programsto assist customerswho did not qualify for assistance under prior program requirementsor who required greater assistance
than available under the programs. The expanded program required certain documentation as well as receipt of two qualifying
payments before the account could be re-aged. Prior to July 2008, for our Consumer Lending customers, receipt of one qualifying
payment was required for a modified account before the account would be re-aged. We also increased the use of longer term
modifications to provide assistance in accordance with the needs of our customers which may result in higher credit loss reserve
reguirements. For selected customer segments, thisexpanded program lowered theinterest rate on fixed ratel cansand for adjustable
rate mortgage ("ARM") loans the expanded program modified the |loan to alower interest rate than scheduled at the first interest
rate reset date. The dligibility requirements for this expanded program allow more customers to qualify for payment relief and in
certain cases can result in alower interest rate than alowed under other existing programs. During the third quarter of 2009, in
order to increase the long-term success rate of our modification programs we increased certain documentation requirements for
participation in these programs. Late in the third quarter of 2011 the modification program was enhanced to improve underwriting
and achieve abetter bal ance between economicsand customer-driven variables. The enhanced program offersalonger modification
duration to select borrowersfacing atemporary hardship and expands the treatment optionsto include term extension and principal
deferral or forgiveness. As aresult, the loans remaining in our portfolio are comprised of a growing composition of longer dated
or permanent modification.

The volume of loans that have qualified for a new modification has fallen significantly in recent years. Although we made
enhancements to our modification programs during 2013 to provide longer term modifications and larger payment relief on short
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term modifications, fewer customers are qualifying for these account modifications. We expect the volume of new modifications
to continueto declineaswebelieve asmaller percentage of our customerswith unmodifiedloanswill benefit fromloan modification
in away that will not ultimately result in a repeat default on their loans. Additionally, volumes of new loan modifications are
expected to decrease due to the impact of improvements in economic conditions over the long-term and the continued seasoning
of aliquidating portfolio.

During 2013, we al so offered principal write downsto customers meeting certain criteria. For qualifying customers, we determine
the full amount contractually due, including unpaid principal balance, outstanding deferred interest and other ancillary
disbursementsthat, by law, are reimbursable, and reduce the outstanding amount to alower amount. However, in many casesthis
principal forgiveness does not changethe carrying value of the receivable as many of these receivables had previously been written
downto thelower of amortized cost or fair value of the collateral in accordance with our existing charge-off policies. During 2013,
we provided principal write downs totaling $36 million, which included $10 million for deferred interest and other ancillary
disbursements. Theimpact to the provision for credit losses was not material asthese amounts were already included in our credit
loss reserves.

We will continue to evaluate our consumer relief programs as well as all aspects of our account management practices to ensure
our programs benefit our customers in accordance with their financial needs in ways that are economically viable for both our
customers and our stakeholders. Loans modified under these programs are only included in the re-aging statistics table (“Re-
age Table”) that isincluded in our discussion of our re-age programsiif the delinquency status of aloan was reset as a part of the
modification or wasre-aged in the past for other reasons. Not all loans modified under these programs have the delinquency status
reset and, therefore, are not considered to have been re-aged.

The following table summarizes loans modified during 2013 and 2012, some of which may have aso been re-aged:

Outstanding
Number of Accounts Receivable Balance at
Modified Time of Modification

(accounts are in thousands,
dollars are in billions)

Foreclosure avoidance programs™®@:
Year ended December 31, 2013..........ccviriinininieenee e e 120 $ 1.7
Y ear ended December 31, 2002.......cocceeeiieiieeeee ettt ereeeree s 20.0 2.8

@ Includes all Ioans modified during 2013 and 2012 regardiess of whether the |oan was also re-aged.
@ If qualification criteria are met, loan modification may occur on more than one occasion for the same account. For purposes of the table above, an account
is only included in the modification totals once in an annual period and not for each separate modification in an annual period.

A primary tool used during account modification involves modifying the monthly payment through lowering the rate on the loan
on either atemporary or permanent basis. The following table summarizes the wei ghted-average contractua rate reductions and
the average amount of payment relief provided to customersthat entered an account modification (including receivables currently
classified as held for sal€) for the first time during the quarter indicated. The average payment relief provided on modifications
hasincreased during 2013 reflecting enhancementsto our modification programsduring 2013 to providelonger term modifications
and larger payment relief on short term modifications as well as the impact of offering principal write downs to customers as
discussed above.

Quarter Ended

Dec.31, Sept.30, June30, Mar.31, Dec.31, Sept.30, June30, Mar. 31,
2013 2013 2013 2013 2012 2012 2012 2012

Weighted-average contractual rate reduction
in basis points on account modifications
during the period®™@ ..o, 441 410 383 351 342 341 341 341

Average payment relief provided on account
modifications as a percentage of total
payment prior to modification®®................... 374% 31.8% 29.4% 263% 257% 257% 258% 26.8%

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

the rate on the loan at the time of origination.
@ Excludes any modifications on purchased receivable portfolios which had a carrying value of $817 million and $917 million at December 31, 2013 and
December 31, 2012, respectively.
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Re-age programs Our policies and practices include various criteriafor an account to qualify for re-aging, but do not, however,
reguire us to re-age the account. The extent to which we re-age accounts that are eligible under our existing policies will differ
depending upon our view of prevailing economic conditionsand other factorswhich may change from period to period. In addition,
exceptionsto our policies and practices may be made in specific situationsin responseto legal or regulatory agreements or orders.
It is our practice to defer past due interest on re-aged real estate secured and personal non-credit card accounts to the end of the
loan period. We do not accrue interest on these past due interest payments consi stent with our 2002 settlement agreement with the
State Attorneys General .

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

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

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

December 31, December 31,

Re-age Table® 2013 2012
N[y L= 1= o SR P TP P PSPPSR 46.7% 47.9%
Re-aged:®

Re-aged iNthe [aSt 6 MONKS® ..o s s 8.6 10.4

Re-aged inthe last 7-12 MONENS ... 10.5 9.6

Previously re-aged beyond 12 MONtNS .........ccocireiieinerecre e 34.2 32.1

QIO = =Y = G Lo 1= 53.3 52.1
1o VTV 100.0% 100.0%
Re-aged by Product®® December 31, 2013 December 31, 2012

(dollars are in millions)

REAl ESLALE SECUME. ......eveererereeeeieieeeee ettt ss sttt ssese s sesnaes $ 15,253 53.3% $ 19,340 53.8%
Personal NON-Credit Card....... ..o e — — 1,069 336
Lo TV $ 15,253 53.3% $ 20,409 52.1%

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

@ Thetables above exclude any accounts re-aged without receipt of a payment which only occurs under special circumstances, such as re-ages associated with
disaster or in connection with a bankruptcy filing. At December 31, 2013 and December 31, 2012, the unpaid principal balance of re-ages without receipt
of a payment totaled $617 million and $760 million, respectively.

®  During 2013 and 2012, approximately 65 percent and 60 percent, respectively, of real estate secured receivable re-ages occurred on accounts that were less
than 60 days contractually delinquent.

At December 31, 2013 and December 31, 2012, $3,417 million (22 percent of total re-aged loansin the Re-age Table) and $5,083
million (25 percent of total re-aged loans in the Re-age Table), respectively, of re-aged accounts have subsequently experienced
payment defaults and are included in our two-months-and-over contractual delinquency at the period indicated.

We continueto work with advaocacy groupsin select marketsto assist in encouraging our customerswith financial needsto contact
us. We have also implemented new training programs to ensure that our customer service representatives are focused on helping
the customer through difficulties, are knowledgeabl e about the avail abl e re-aging and modification programsand are ableto advise
each customer of the best solutions for their individual circumstance.
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We also support avariety of national and local efforts in homeownership preservation and forecl osure avoidance.

Concentration of Credit Risk A concentration of credit risk isdefined asasignificant credit exposure with an individual or group
engaged insimilar activitiesor having similar economic characteristicsthat would causetheir ability to meet contractual obligations
to be similarly affected by changesin economic or other conditions.

We have historically served non-prime consumers. Such customers are individuals who have limited credit histories, modest
incomes, high debt-to-income ratios or have experienced credit problems evidenced by occasional delinquencies, prior charge-
offs, bankruptcy or other credit related actions. The substantial majority of our secured receivables have high loan-to-value ratios.

Because we primarily lend to individual consumers, we do not have receivables (including receivables held for sale) from any
industry group that equal or exceed 10 percent of total receivables at December 31, 2013 or December 31, 2012. The following
table reflects the percentage of consumer receivables (including receivables held for sale) by state which individually account for
5 percent or greater of our portfolio.

Percentage of Receivables at

Percent of Total Real December 31, 2012

Estate Secured Personal
Receivables at Real Estate  Non-Credit
December 31, 2013 Secured Card Total

L0 ] 07 o TF- TP 9.4% 9.4% 4.5% 9.0%
NEW Y OFK. ot 6.9 7.4 6.8 7.4
PENNSYIVANIAL ..o 6.1 6.2 7.0 6.3
L@ 0o T 6.0 55 6.5 5.6
L [T = VPR 5.4 5.8 58 5.8
[V Ao 1 1= VTR 5.1 5.3 31 51

Liquidity and Capital Resources

HSBC Finance Corporation HSBC Finance Corporation, an indirect wholly owned subsidiary of HSBC Holdings plc., is the
parent company that ownsthe outstanding common stock of itssubsidiaries. In2013 and 2012, HSBC Finance Corporation received
dividends from its subsidiaries of $2,318 million and $1,600 million, respectively.

HSBC Finance Corporation has anumber of obligationsto meet with its available cash. It must be ableto serviceits debt and meet
the capital needsof itssubsidiaries. It also must pay dividends on its preferred stock. We did not pay any dividends on our common
stock to HINO in 2013 or 2012. We will maintain our capital at levels that we perceive to be consistent with our current credit
ratings either by limiting the dividends to or through capital contributions from our parent.

HSBC Finance Corporation managesall of itsoperationsdirectly and in 2013, funded these businesses primarily through receivable
sales, thesale of itsInsurance business, funding from affiliates and cash generated from operationsincluding balance sheet attrition.

At various times, we will make capital contributions to our subsidiaries to comply with regulatory guidance, support operations
or provide funding for long-term facilities and technological improvements. During 2013, capital contributions to certain
subsidiaries were more than offset by dividends paid to HSBC Finance Corporation. This resulted in a net return of capital to
HSBC Finance Corporation from certain subsidiaries of $2,035 million in 2013. During 2012, HSBC Finance Corporation made
net capital contributionsto its subsidiaries of $1,854 million.

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

Dueto affiliatestotaled $8,742 million and $9,089 million at December 31, 2013 and December 31, 2012, respectively. Theinterest
rates on funding from HSBC subsidiaries are market-based and comparable to those available from unaffiliated parties.

The following provides information about available funding arrangements with HSBC affiliates during 2013 and 2012:

* At December 31, 2013 and December 31, 2012, we have a $5.0 billion, 364-day uncommitted revolving credit agreement
with HSBC USA Inc. which expires during the fourth quarter of 2014. The credit agreement allows for borrowings with
maturities of up to 15 years. At December 31, 2013 and December 31, 2012, $3.0 billion and $2.0 billion, respectively was
outstanding under this agreement.
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* At December 31, 2013 and 2012, we had a $455 million, 364-day uncommitted revolving credit facility with HSBC North
America. There were no balances outstanding under this facility at December 31, 2013 or December 31, 2012.

»  AtDecember 31,2012, wehad a$1.5 billion uncommitted secured credit facility from HSBC Bank USA with no outstanding
balance. In December 2013, the amount available under this facility was reduced to $0.

* At December 31, 2012, we had a $2.0 billion committed credit facility with HSBC USA Inc. with no outstanding balance.
In December 2013, the amount available under thisfacility wasreduced to $1.0 billion. There were no balances outstanding
at December 31, 2013 or December 31, 2012.

* At December 31, 2013 and December 31, 2012, we had a $100 million committed revolving credit facility with HSBC
Investments (Bahamas) Limited. There were no balances outstanding under this facility at December 31, 2013 or
December 31, 2012.

We have derivative contracts with a notional amount of $16.5 billion, or 100.0 percent of total derivative contracts outstanding
with HSBC affiliates at December 31, 2013 and $26.0 billion, or approximately 99.7 percent at December 31, 2012.

See Note 17, "Related Party Transactions,” in the accompanying consolidated financial statements for a more detail description
of al our funding arrangements with HSBC &ffiliates.

Short-Term Investments Securities purchased under agreementsto resell totaled $6,924 million and $2,160 million at December
31, 2013 and December 31, 2012, respectively. Securities purchased under agreements to resell increased as compared with
December 31, 2012 asaresult of the proceeds from the sale of our personal non-credit card receivable portfolio on April 1, 2013,
the sale of various pools of real estate secured receivables, $1.0 billion funding received from HSBC USA Inc. during 2013, the
run-off of our liquidating receivable portfolios, the sale of REO properties and a requirement to post collateral with us under our
derivative agreements, partially offset by the retirement of long term debt.

Interest bearing deposits with banks totaled $1,371 million at December 31, 2012. As previously discussed in August 2013, we
completed the surrender of the national bank charter of HSBC Bank Nevada to the OCC. As aresult, during the third quarter of
2013 we liquidated our interest bearing deposits with banks and invested it in securities purchased under agreements to resell.

Long-Term Debt (excluding amounts due to affiliates) decreased to $20,839 million at December 31, 2013 from $28,426 million
at December 31, 2012. There were no issuances of long-term debt during 2013 or 2012. Repayments of long-term debt totaled
$7,011 million and $11,408 million during 2013 and 2012, respectively.

At December 31, 2012, we had athird-party back-up line of credit totaling $2.0 billion principally to support our commercial paper
program which was terminated in 2012. We eliminated this third-party back-up line of credit in 2013.

Duringthefourth quarter of 2013, wecalled $102 million of senior long-term debt. Thistransacti on wascompl eted during November
2013 and resulted in an immaterial loss.

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

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

Secured financings previously issued under public trusts of $2,200 million at December 31, 2013 are secured by $4,020 million
of closed-end real estate secured receivables. Secured financings previously issued under public trusts of $2,878 million at
December 31, 2012 were secured by $4,898 million of closed-end real estate secured receivables.

In order to eliminate futureforeign exchangerisk, currency swapswere used at thetimeof issuancetofixin U.S. dollarsall foreign-
denominated notes previously issued.

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

Preferred Shares In November 2010, we issued 1,000 shares of Series C preferred stock to HINO for $1.0 billion. Dividends on
the Series C Preferred Stock are non-cumulative and payable quarterly at a rate of 8.625 percent. The Series C preferred stock
may be redeemed at our option after November 30, 2025. Dividends paid during 2013 and 2012 totaled $86 million and $86
million, respectively. Thistransaction a so enhanced both our common and preferred equity to total assetsand tangible shareholders
equity to tangible assetsratios. It did not, however, impact our tangible common equity to tangible assets ratio.
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In June 2005, we issued 575,000 shares of Series B Preferred Stock to third parties for $575 million. Dividends on the Series B
preferred stock are non-cumulative and payable quarterly at arate of 6.36 percent. The Series B preferred stock may be redeemed
at our option after June 23, 2010. In 2013 and 2012, we paid dividends each year totaling $37 million on the Series B Preferred
Stock.

Common Equity During 2013, we did not receive any capital contributions from HINO. However, as we continue to liquidate
our receivable portfolios, HSBC's continued support will be required to properly manage our business and maintain appropriate
levelsof capital. HSBC has historically provided significant capital in support of our operations and hasindicated that they remain
fully committed and have the capacity to continue that support.

Selected capital ratios In managing capital, we develop atarget for tangible common equity to tangible assets. Thisratio target
is based on discussions with HSBC and rating agencies, risks inherent in the portfolio and the projected operating environment
and related risks. Our targets may change from time to time to accommodate changes in the operating environment or other
considerations such as those listed above.

The following table summarizes selected capital ratios:

December 31, December 31,
2013 2012
Tangible common equity to tangible asSEtS™Y ..o 13.45% 9.87%
Common and preferred equity t0 total 8SSELS.........virririeireree e 17.59 13.05

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

2014 Funding Strategy The following table summarizes our current range of estimates for funding needs and sources for 2014:

(in billions)

Funding needs:

TEIMN AL MBIUIMTTIES......cucuivitieiiceeicteeecctce ettt b bbb e s sesebebesesesesssebesesesssesesesesessaesesesesensanas $ 4 -8% 5
Secured fiNANCING MEBIUNTTIES ..ottt ettt b ettt et e b e 1 - 1
(IR Lo 7= 4 o 0 ) Vo T — - 2
TOtal FUNAING NEEOS......ceciiieciciee ettt sttt et et et e e et e e e beseesesaesesaesesaeneneenentens $ 5 - 8
Funding sources:
Nt BSSEE ATHOND ......ooooveoee s $ 2 -% 3
Liquidation Of ShOrt-term iNVESIMENES ..........ciiiuiiie ettt s e e e eneesesae e 1 - 2
F NS = A 1SR o A 1S = £ 2 - 2
ONEI) oottt — - 1
TOtal FUNGING SOUICES ......cucvivivieiiiiitcicicetcec et s bbb s s s b e s esesessaebesesessaesebeseseseaeseseaesensanas $ 5 -8% 8

@ Net of receivable charge-offs.
@ Primarily reflects cash provided by operating activities and sales of REO properties.

For 2014, the combination of cash generated from operationsincluding bal ance sheet attrition, liquidation of short-terminvestments
and asset sales will generate the liquidity necessary to meet our maturing debt obligations.

Capital Expenditures We made capital expenditures of $6 million and $3 million for continuing operations during 2013 and 2012,
respectively. Capital expendituresin 2014 for continuing operations are not expected to be significant.

Commitments We entered into commitments to meet the financing needs of our customers. In some cases, we have the ability to
reduce or eliminate these open lines of credit. At December 31, 2013 and 2012, we had $97 million and $508 million, respectively,
of open consumer lines of credit, including accounts associated with receivables held for sale.
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Contractual Cash Obligations The following table summarizes our long-term contractual cash obligations at December 31, 2013
by period due:

2014 2015 2016 2017 2018 Thereafter Total
(in millions)
Principal balance of debt:
Dueto affiliates........cccvevevrrieeivrerierenn, $ 1805 $ 2005 $ 500 $ 512 $ 2500 $ 1331 $ 8,653
Long-term debt (including secured
fiNANCINGS) ..vevvvveeree e 3,939 5,490 5,308 1,590 292 3,723 20,342
Total debt......ccocevveeeiieecececece 5,744 7,495 5,808 2,102 2,792 5,054 28,995
Operating leases:
Minimum rental payments...........c....... 9 5 4 — — — 18
Minimum sublease income.................. 4) 4 3 — — — (11
Total operating 1€ases........cccceeeeereenene 5 1 1 — — — 7
Obligation to the HSBC North
America Pension Plan®................... 24 19 14 9 5 2 73
Non-qualified postretirement benefit
Aty @......oeoeeeeeeee e 21 21 20 19 18 291 390

Total contractual cash obligations......... $ 5794 $ 7536 $ 5843 $ 2130 $ 2815 $ 5347 $ 29,465

@ Our contractual cash obligation tothe HSBC North AmericaPension Planincluded in thetabl e aboveisbased on the Pension Funding Policy which establishes
required annual contributions by HSBC North America through 2019. The amounts included in the table above, reflect an estimate of our portion of those
annual contributions based on plan participants at December 31, 2013. See Note 16, “Pension and Other Postretirement Benefits,” in the accompanying
consolidated financial statements for further information about the HSBC North America Pension Plan.

@ The expected benefit payments included in the table above covers both continuing and discontinued operations and includes a future service component.

These cash obligations could be funded through cash generated from operations, asset sales, liquidation of short-term investments,
funding from affiliates or capital contributions from HSBC.

Asdiscussed more fully below, in November 2013, we obtained a surety bond to secure a stay of execution of a partia judgment
against us in the Jaffe litigation during the appea process. In addition to the partial judgment that has been entered, there also
remain approximately $527 million, prior to imposition of pre-judgment interest, in claims that still are subject to objections that
have not yet been ruled upon by the District Court. The above funding table includes a funding need for these claims and the
prejudgment interest. However, subject to availability and pricing, our current intention is to obtain a surety bond to secure the
remaining judgment.

Thecontractual cash obligation tableabove doesnot include any amountsfor the partial final judgment involving the Jaffelitigation
aswe have obtained a surety bond to stay execution of the partial judgment while the appeal is on going. See "Off-Balance Sheet
Arrangements' inthisMD&A for discussion of the surety bond that was obtained in November 2013 and Note 22, "Litigation and
Regulatory Matters," in the accompanying consolidated financial statements for more detailed discussion of the Jaffe litigation.

Our purchase obligations for goods and services at December 31, 2013 were not significant.

Off-Balance Sheet Arrangements

On October 17, 2013, the District Court entered a partial final judgment against us in the Jaffe litigation in the amount of
approximately $2.5 billion. We are currently appealing this judgment. In addition to the partial judgment that has been entered,
there also remain approximately $527 million, prior to imposition of pre-judgment interest, in claims that still are subject to
objections that have not yet been ruled upon by the District Court. In November 2013, we obtained a surety bond to secure a stay
of execution of the partial judgment while the appeal is on going. The surety bond has aterm of three years and an annual fee of
$7 million. Toreducecostsassociated with posting cash collateral with theinsurance companies, thesurety bond hasbeen guaranteed
by HSBC North America and we will pay HSBC North America a fee of $6 million annually for this guarantee. See Note 22,
"Litigation and Regulatory Matters," in the accompanying consolidated financial statements for additional information.
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Fair Value

Net income volatility arising from changes in either interest rate or credit components of the mark-to-market on debt designated
at fair value and related derivatives or changes in the fair value of receivables held for sale affects the comparability of reported
results between periods. Accordingly, our resultsfor the year ended December 31, 2013 should not be considered indicative of the
results for any future period.

Fair Value Hierarchy Accounting principles related to fair value measurements establish a fair value hierarchy structure that
prioritizesthe inputsto val uation techniques used to determine the fair value of an asset or liability (the “ Fair Value Framework™).
The Fair Value Framework distinguishes between inputs that are based on observed market data and unobservable inputs that
reflect market participants assumptions. It emphasizes the use of valuation methodologies that maximize market inputs. For
financial instruments carried at fair value, the best evidence of fair value is aquoted price in an actively traded market (Level 1).
Where the market for afinancial instrument is not active, valuation techniques are used. The majority of valuation techniques use
market inputs that are either observable or indirectly derived from and corroborated by observable market data for substantially
the full term of the financial instrument (Level 2). Because Level 1 and Level 2 instruments are determined by observableinputs,
less judgment is applied in determining their fair values. In the absence of observable market inputs, the financial instrument is
valued based on val uation techniques that feature one or more significant unobservableinputs (Level 3). The determination of the
level of fair value hierarchy within which the fair value measurement of an asset or aliability is classified often requires judgment.
We consider the following factors in developing the fair value hierarchy:

» whether the pricing quotations differ substantially among independent pricing services;

» whether the instrument is transacted in an active market with a quoted market price that is readily available;
* the size of transactions occurring in an active market;

* thelevel of bid-ask spreads;

* alack of pricing transparency due to, among other things, market liquidity;

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

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

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

Level 1 inputs are unadjusted quoted prices in active markets that the reporting entity has the ability to access for the identical
assetsor liahilities. A financial instrument is classified asaLevel 1 measurement if it islisted on an exchange or is an instrument
actively traded in the OTC market where transactions occur with sufficient frequency and volume. Weregard financial instruments
that are listed on the primary exchanges of a country to be actively traded.

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

Level 3 inputs are unobservable inputs for the asset or liability and include situations where there is little, if any, market activity
for the asset or liability. Level 3 inputsincorporate market participants assumptions about risk and the risk premium required by
market participantsin order to bear that risk. Wedevelop Level 3inputsbased onthebestinformation availableinthecircumstances.
At December 31, 2013 and December 31, 2012, our Level 3 assets recorded at fair value on a non-recurring basis included
receivables held for saletotaling $2,047 million and $6,203 million, respectively. At December 31, 2013 and December 31, 2012,
we had no Level 3 assetsin our continuing operations recorded at fair value on arecurring basis.

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

Transfers Between Level 1 and Level 2 Measurements There were no transfers between Level 1 and Level 2 during 2013 and
2012.
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Transfers Between Level 2 and Level 3 Measurements During 2013, we transferred our persona non-credit card receivable
portfolio held for sale from Level 3 to Level 2 prior to the sale of this portfolio on April 1, 2013. During 2013 we transferred
certain real estate secured receivablesfrom Level 3to Level 2 prior to their salein 2013. We did not have any transfersinto or out
of Level 3 classificationsin our continuing operations during 2012.

See Note 20, “Fair Value Measurements,” in the accompanying consolidated financial statements for further detailsincluding our
valuation techniques as well as the classification hierarchy associated with assets and liabilities measured at fair value.

Risk Management

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

e Creditrisk istherisk that financial loss arises from the failure of a customer or counterparty to meet its obligations under
acontract. Our credit risk arises primarily from our lending and treasury activities;

« 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 obtaining funding itself;

e Market risk istherisk that movementsin market risk factors, including interest rates and foreign currency exchange rates,
will reduce our income or the value of our portfolios;

* Interest rate risk isthe potential impairment of net interest income dueto mismatched pricing between assetsand liabilities
aswell aslossesin value due to rate movements,

e Operational risk istherisk of lossresulting from inadequate or failed internal processes, peopleor systemsor from external
events (including legal risk);

e Compliance risk is the risk that we fail to observe the letter and spirit of all relevant laws, codes, rules, regulations and
standards of good market practice causing us to incur fines, penalties and damage to our business and reputation;

e 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;

e Strategic risk istherisk that the businesswill fail toidentify, 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;

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

*  Pension risk isthe risk that the cash flows associated with pension assets will not be enough to cover the pension benefit

obligationsrequiredto bepaid andincludestherisk that assumptionsused by our actuariesmay differ from actual experience.
The objective of our risk management system is to identify, measure, monitor and manage risks so that:

e potential costs can be weighed against the expected rewards from taking the risks;

e appropriate disclosures are made;

e adequate protections, capital and other resources can be put in place to weather al significant risks; and

e compliance with al relevant laws, codes, rules and regulations is ensured through staff education, adequate processes
and controls, and ongoing monitoring efforts.

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

Senior managers within an independent central risk organization under the leadership of the HSBC North America Chief Risk
Officer ensurerisks are appropriately identified, measured, reported and managed. For all risk types, independent risk specialists
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set standards, develop new risk methodologies, maintain central risk databases and conduct reviews and analysis. For instance,
market risk is managed by the HSBC North America Head of Market Risk. Management of operational risk is the responsibility
of all business and corporate functions, under the direction and framework set by the HSBC North America Head of Operational
Risk and a centralized team. Compliance risk is managed through an enterprise-wide compliance risk management program made
up of Regulatory Compliance and Financial Crime Compliance designed to prevent, detect and deter complianceissues, including
money laundering and terrorist financing activities. Our risk management policiesassign primary responsibility and accountability
for the management of compliancerisk inthelinesof businessto businessline management. Under the oversight of the Compliance
Committee of the Board of Directors and senior management, the Head of Regulatory Compliance and Head of Financial Crime
Compliance oversees the design, execution and administration of the enterprise-wide compliance program.

Historically, our approach toward risk management has emphasi zed a culture of businessline responsibility combined with central
requirements for diversification of customers and businesses. As such, extensive centrally determined requirements for controls,
limits, reporting and the escalation of issues have been detailed in our policies and procedures. Our risk management policies are
primarily carried out in accordance with practice and limits set by the HSBC North America Management Board and the HSBC
Group Management Board which consists of senior executives throughout the HSBC organization.

A well-established and maintained internal control structure is vital to the success of all operations. All management within the
HSBC Group, including our management, is accountable for identifying, assessing and managing the broad spectrum of risksto
which the HSBC Group is subject and the related controls to mitigate the risks. HSBC has adopted a 'Three Lines of Defense!
model to ensure that the risks and controls are properly managed within Global Businesses, Global Functionsand HTSU on an
on-going basis. The model delineates management’s accountabilities and responsibilities over risk management and the control
environment and includes mechanisms to assess the effectiveness of executing these responsibilities.

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

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

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

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

«  Monitoring the performance of thekey risks, through thekey indicators and oversight/assurance programs against defined
risk appetite and tolerance levels.

Global Functions must also maintain and monitor controls for which they are directly responsible.

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

In the course of our regular risk management activities, we use simulation models to help quantify the risk we are taking. The
output from some of these modelsisincluded inthis section of our filing. By their nature, models are based on various assumptions
and relationships. We believe that the assumptions used in these models are reasonable, but events may unfold differently than
what is assumed in the models. In actual stressed market conditions, these assumptions and relationships may no longer hold,
causing actual experience to differ significantly from the results predicted in the model. Consequently, model results may be
considered reasonable estimates, with the understanding that actual results may differ significantly from model projections.

Risk management oversight begins with the HSBC Finance Corporation Board of Directors and its Audit, Risk and Compliance
Committees. An HSBC Finance Corporation Risk Management Committee, chaired by the Chief Risk Officer, focuses on
governance, emerging issues, and risk management strategies.

In addition, the HSBC North America Asset Liability Committee (“HSBC North America ALCO") mests regularly to review
liquidity and market risks and approve appropriate risk management strategies within the limits established by the HSBC Group
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Management Board and approved by our Audit and Risk Committee. Prior to January 2014, an HSBC Finance Corporation Asset
Liability Committee separately performed these functions.

Further oversight is provided by a network of specialized subcommittees which function under the HSBC North America Risk
Management Committee. These subcommittees are chaired by the Chief Risk Officer and his staff and include the Operational
Risk and Internal Control (“ORIC”) Committee, the Model Oversight Committee, the HSBC North America Risk Executive
Committee, the Risk Appetite Committee and the Capital Management Review Meeting which includes risk appetite and stress
testing capital management review.

Whilethe charters of the Risk Management Committee and each sub-committee are tailored to reflect the roles and responsibilities
of each committee, they all have the following common themes:
» defining and measuring risk and establishing policies, limits, and thresholds;

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

*  reporting through the Chief Risk Officer to the Board of Directors.

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

Prior to January 2014, oversight of al liquidity, interest rate and market risk was provided by the HSBC Finance Corporation
ALCO committee which was chaired by our own Chief Financial Officer. In January 2014, this oversight was transferred to the
HSBC NorthAmericaAL CO committeewhichischaired by theHSBC North AmericaChief Financia Officer. The Chief Executive
Officer, Chief Financial Officer and Treasurer of HSBC Finance Corporation are members of the HSBC North AmericaALCO.
Subject to the approval of our Board of Directors and HSBC, HSBC North America ALCO sets the limits of acceptable risk,
monitors the adequacy of the tools used to measure risk and assesses the adequacy of reporting. In managing these risks, we seek
to protect both our income stream and the value of our assets. HSBC North America ALCO also conducts contingency planning
with regard to liquidity.

Credit Risk Management Credit risk isthe risk that financial loss arises from the failure of a customer or counterparty to meet
its obligations under a contract. Our credit risk arises primarily from lending and treasury activities.

Day-to-day management of credit risk isadministered by the HSBC North America Chief Retail Credit Officer who reportsto the
HSBC North AmericaChief Risk Officer. The HSBC North America Chief Risk Officer reportsto the HSBC North America Chief
Executive Officer, Group Managing Director, and to the Group Managing Director and Chief Risk Officer of HSBC. Our credit
and portfolio management procedures currently focus on effective collections and customer account management efforts for each
loan. Prior to the sale of our Card and Retail Services business on May 1, 2012, our lending guidelines, which delineate the credit
risk we were willing to take and the rel ated terms, were specific not only for each product, but a so took into consideration various
other factorsincluding borrower characteristics, return on equity, capital deployment and our overall risk appetite. We also have
specific policiesto ensurethe establishment of appropriatecreditlossreserveson atimely basisto cover probablelossesof principal,
interest and fees. Our customer account management policies and practices are described under the caption “Credit Quality -
Customer Account Management Policiesand Practices” inMD& A. Also see Note 2, “ Summary of Significant Accounting Policies
and New A ccounting Pronouncements,” intheaccompanying consolidated financial statementsfor further discussion of our policies
surrounding credit loss reserves. Our policies and procedures are consistent with HSBC standards and are regularly reviewed and
updated both on an HSBC Finance Corporation and HSBC level. The credit risk function continues to refine “early warning”
indicators and reporting, including stress testing scenarios on the basis of current experience. These risk management tools are
embedded within our business planning process.

Credit Review is an independent and critical Second Line of Defense function. Its mission is to identify and evaluate areas of
credit risk within our business. Credit Review will identify risks and provide an ongoing assessment as to the effectiveness of the
risk management framework and therelated portfolios. Credit Review will independently assessthe businessand Risk Management
functionsto ensurethat our receivable portfolio ismanaged and operating in amanner that is consi stent with HSBC Group strategy,
risk appetite, appropriate local and HSBC Group credit policies and procedures and applicable regulatory requirements. To ensure
itsindependent stature, the Credit Reviews Charter is endorsed by the Risk Committee of our Board of Directors which grantsthe
Head of Credit Review unhindered access to the Risk Committee, and executive sessions at the discretion of the Head of Credit
Review. Accordingly, our Board of Directors will have oversight of the Credit Review annual and ongoing plan, quarterly plan
updates and results of reviews.
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Counterparty credit risk is our primary exposure on our interest rate swap portfolio. Counterparty credit risk is the risk that the
counterparty to a transaction fails to perform according to the terms of the contract. At December 31, 2013, all of our existing
derivative contracts are with HSBC subsidiaries, making them our primary counterparty in derivative transactions. Derivative
agreements require that payments be made to, or received from, the counterparty when the fair value of the agreement reaches a
certain level. Generally, we provide non-affiliate counterparties collateral in the form of cash which is recorded in our balance
sheet as derivative financial assets or derivative related liabilities. At December 31, 2012, the fair value of our agreements with a
non-affiliate counterparty did not require us or the non-affiliate to provide collateral. The fair value of our agreements with an
affiliate counterparty required the affiliate to provide collatera to us of $811 million and $75 million at December 31, 2013 and
December 31, 2012, respectively, al of which was received in cash. These amounts are offset against the fair value amount
recognized for derivative instruments that have been offset under the same master netting arrangement.

SeeNote 11, “ Derivative Financial Instruments,” inthe accompanying consolidated financial statementsfor additional information
related to interest rate risk management and Note 20, “Fair Value Measurements,” for information regarding the fair value of our
financia instruments.

Liquidity Risk Management Liquidity ismanaged to providethe ability to generate cash to fund our assets and meet commitments
at areasonable cost in areasonable amount of timewhile maintaining routine operations and market confidence. Continued success
in reducing the size of our run-off real estate secured receivable portfolio, including the proceeds of receivables held for sale, will
be the primary driver of our liquidity management process going forward. However, lower operating cash flow as a result of
declining receivable balances may not provide sufficient cash to fully cover maturing debt over the next four to five years. We
currently do not expect third-party long-term debt to be a source of funding for us in the future given the run-off nature of our
business. We anticipate any required incremental funding will be integrated into the overall HSBC North America funding plans
and will be sourced through HSBC USA Inc., or will be obtained through direct support from HSBC or its affiliates. HSBC has
indicated it remains fully committed and has the capacity to continue to provide such support. Should HSBC North America call
upon us to execute certain strategies in order to address capital and other considerations, our intent may change and a portion of
this required funding could be generated through additional sales of selected receivables from our receivables held for investment
portfolio.

We project cash flow requirements and determine the level of liquid assets and available funding sources to have at our disposal,
with consideration givento anti ci pated balance sheet run-off, including liquidation of receivablesheld for sale, contingent liabilities
and the ability of HSBC USA Inc. to access wholesal e funding markets. In addition to base case projections, a stress scenario is
generated to simulate crisis conditions, assuming:

* no unsecured funding is available; and
* only affiliate committed credit facilities can be accessed.

Stressed coverageratios arederived from stressed cash flow scenario analyses and expressthe stressed cash inflowsasapercentage
of stressed cash outflows over one-month and three-month time horizons. Our one-month and three-month time horizon stressed
coverage ratio as of December 31, 2013 were 358 percent and 217 percent, respectively. A stressed coverage ratio of 100 percent
or higher reflects a positive cumulative cash flow under the stress scenario being monitored. HSBC operating entities are required
tomaintain aratio of 100 percent or greater out to three months under the combined market-wide and HSB C-specific stressscenario
defined by the inherent liquidity risk categorization of the operating entity concerned.

Stressed coverageratios arederived from stressed cash flow scenario analyses and expressthe stressed cash inflowsasapercentage
of stressed cash outflows over one-month and three-month time horizons.

The stressed cash inflows include;

* inflows (net of assumed discount required for an accelerated liquidation) expected to be generated from the realization of
liquid assets,

» contractual cash inflows from maturing assets that are not aready reflected as a utilization of liquid assets,
* planned asset sale proceeds; and
« affiliate committed credit facilities.

We also maintain a liquidity management and contingency funding plan, which identifies certain potential early indicators of
liquidity problems, and actions that can be taken both initially and in the event of a liquidity crisis, to minimize the long-term
impact on our businesses. The liquidity contingency funding plan is reviewed annually and approved by the Risk Committee of
the Board of Directors. We recognize a liquidity crisis can either be specific to us, relating to our ability to meet our obligations
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inatimely manner, or market-wide, caused by amacrorisk eventinthebroader financial system. A range of indicatorsaremonitored
to attain an early warning of any liquidity issues. These include widening of key spreads or indices used to track market volatility,
widening of our credit spreadsand higher borrowing costs. Intheevent of acashflow crisis, our objectiveistofund cash requirements
without HSBC affiliate access to the wholesal e unsecured funding market for at least 90 days. Contingency funding needswill be
satisfied primarily through liquidation of short term investments, sale of loans or secured borrowing using the mortgage portfolio
as collateral. We maintain aliquid asset buffer consisting of cash and short-term liquid assets.

In January 2013, the Basel Committee issued revised Basel 111 liquidity rules and HSBC North America is in the process of
evaluating the Basel 111 framework for liquidity risk management. The framework consists of two liquidity metrics: the liquidity
coverage ratio (“LCR"), designed to be a short-term measure to ensure banks have sufficient high-quality liquid assets to cover
net stressed cash outflows over the next 30 days, and the net stable funding ratio (“NSFR”), which isalonger term measure with
a12-month time horizon to ensure a sustainable maturity structure of assets and liabilities. The ratios are subject to an observation
period and are expected to become established standards, subject to phase-in periods, by 2015 and 2018, respectively. Based on
the results of the observation periods, the Basel Committee may make further changes.

In October 2013, the Federal Reserve, the OCC and the FDIC issued for public comment aruleto introduce aquantitative liquidity
reguirement in the United States, applicable to certain large banking institutions, including HSBC North America. The proposed
LCR is generaly consistent with the Basel Committee guidelines, but is more stringent in several areas including the range of
assetsthat will qualify ashigh-quality liquid assetsand the assumed rate of outflowsof certain kindsof funding. Under the proposal,
U.S. institutionswould begin the L CR transition period on January 1, 2015 and would be required to befully compliant by January
1, 2017, as opposed to the Basel Committee's requirement to be fully compliant by January 1, 2019. The 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. U.S. regulators are expected to issue a
proposed rulemaking implementing the NSFR in advance of its scheduled global implementation in 2018.

We believe that HSBC North Americawill meet these liquidity requirements prior to their formal introduction. The actual impact
will be dependent on the specific final regulations issued by the U.S. regulators to implement these standards. HSBC Finance
Corporation may need to changeitsliquidity profileto support HSBC North America's compliance with any futurefinal rules. We
are unable at this time, however, to determine the extent of changes we will need to make to our liquidity position, if any.

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

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

Standard & Moody’s
Poor’s Investors
Corporation Service Fitch, Inc.
As of December 31, 2013:
S 1Ko 0 (= o TP A Baal A+
Senior subordinated debL...........coovi e e A- Baa2 A
SerieS B Preferred SIOCK ........oio i BBB+ Baa3 -
As of December 31, 2012:
TS L0 g (< ) T A Baal A+
Senior SUBOrdiNGEd EDL.........c.ccieieiiiecei et A- Baa2 A
SerieS B Preferred SIOCK ........oio i BBB+ Baa3 -

As of December 31, 2013, there were no pending actions from these rating agencies in terms of changes to the ratings presented
in the table above for HSBC Finance Corporation.

Separately, in August 2013, Moody's Investor Service ("Moody's") announced that they had completed their review of the debt
securities issued by the public trusts to whom we sold receivables in collateralized funding transactions structured as secured
financings. As aresult of this review, 10 tranches were downgraded, generally by one notch, as a result of recent performance of
the underlying pools and errorsin the cash flow models previously used by Moody's in rating these securities. Additionally, two
tranches were upgraded one notch and the ratings of the remaining 36 tranches were reaffirmed.
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On February 6, 2014, Standard and Poor's published a request for comment regarding proposed revisions to their treatment of
Bank and Prudentially Regul ated Finance Company Hybrid Capital | nstruments. Theadoption of any suchrevisionmay unfavorably
impact the ratings of our preferred stock, trust preferred securities and subordinated debt.

Other conditions that could negatively affect our liquidity include unforeseen capital requirements, a strengthening of the U.S.
dollar, a slowdown in the rate of attrition of our balance sheet and an inability to obtain expected funding from HSBC and its
subsidiaries.

See“Liquidity and Capital Resources’ for further discussion of our liquidity position.

Market Risk Management The objective of our market risk management processisto manage and control market risk exposures
inorder to optimizereturn on risk. Market risk istherisk that movementsin market risk factors, including interest ratesand foreign
currency exchange rates, will reduce our income or the value of our portfolios. The Regional Head of Market Risk oversees the
management of market risk.

Wemaintainan overall risk management strategy that primarily usesstandard, over-the-counter interest rateand currency derivative
financial instruments to mitigate our exposure to fluctuations caused by changesin interest rates and currency exchange rates. We
managed our exposure to interest rate risk primarily through the use of interest rate swaps. We do not use leveraged derivative
financid instruments.

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

Interest rate risk Interest raterisk is defined asthe impact of changesin market interest rates on our earnings. We use simulation
model sto measuretheimpact of anticipated changesininterest rateson net interestincomeand execute appropriaterisk management
actions. The key assumptions used in these models include projected balance sheet attrition, cash flows from derivative financial
instruments and changes in market conditions. While these assumptions are based on our best estimates of future conditions, we
cannot precisely predict our earnings due to the uncertainty inherent in the economic environment. We use derivative financial
instruments, principally standard, over-the-counter interest rate swaps, to manage these exposures.

Our exposure to interest rate risk is also changing as the balance sheet declines and a growing percentage of our remaining real
estate receivables are modified and/or re-aged. Prior to the credit crisis, real estate loans had original contractual maturities of 30
years but active customer refinancing resulted in amuch shorter duration of three years. Debt wastypically issued in intermediate
and longer term maturities (5 to 10 years) to maximize the liquidity benefit. The interest rate risk created by combining short
duration assetswith long duration liabilitieswas reduced by entering into hedge positionsthat reduced the duration of theliabilities
portfolio.

Currently the duration assumption for our fixed rate real estate secured receivable portfolio is estimated to be 4.8 years at
December 31, 2013 reflecting theimpact of ahigher percentage of loans staying on our balance sheet longer than prior to the credit
crisis due to the impact of modification programs and/or lack of refinancing alternatives. At the same time, the duration of our
liability portfolio continuesto decline dueto the passage of time and the absence of new long-term debt i ssuance. Asour receivable
portfolio becomes smaller, our ability to more accurately project exposure will increase aswell as our ability to manage that risk.

A principal part of our management of interest rate risk isto monitor the sensitivity of projected net interest income under varying
interest rate scenarios (simulation modeling). We aim, through our management of interest rate risk, to mitigate the effect of
prospective interest rate movements which could reduce future net interest income, while weighing the cost of such hedging
activities on the current net revenue stream.

Projected net interest income sensitivity figures represented the effect of the pro forma movements in net interest income based
on the projected yield curve scenarios and the current interest rate risk profile. This effect, however, does not incorporate actions
which would probably be taken by us to mitigate the effect of interest rate risk.

The table below sets out the effect on our future net interest income of an incremental 25 basis points paralld rise or fal in rates
at the beginning of each quarter during the 12 months from January 1. Rates are not assumed to become negative in the down
shock scenario which may effectively result in non-parallel shock. Assuming no management actions, a sequence of such rises
would increase planned net interest income by $13 million for 2014 (decrease by $2 million for 2013), while a sequence of such
fallswould decrease planned netinterestincomeby $7 millionfor 2014 (decreaseby $1 millionfor 2013). Theseamountsincorporate
the effect of any option featuresin the underlying exposures.
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Amount %

(dollars are in millions)

At December 31, 2013:
Projected change in net interest income (reflects projected rate movements on January 1):
Change resulting from a gradual 25 basis point increase in interest rates at the beginning of

BACK QUEITET ...ttt bbbt b e s b e e bbbt b et re e $ 13 .8%
Change resulting from a gradual 25 basis point decrease in interest rates at the beginning of
EBCN QUEAITEN ...ttt ) (.4)

At December 31, 2012:
Projected change in net interest income (reflects projected rate movements on January 1):
Change resulting from a gradual 25 basis point increase in interest rates at the beginning of

EBCN QUAITET ...t $ 2 (D%
Change resulting from a gradual 25 basis point decrease in interest rates at the beginning of
EBCN QUAITET ...t (1) (D

Theincreasein net interest income following a hypothetical rate rise and decrease in net interest income following a hypothetical
rate fall as compared with December 31, 2012 reflect updates of economic stress scenarios including housing price index
assumptions, regular adjustments of asset and liability behavior assumptions and model enhancements, sale of the personal non-
credit card receivable portfolio and real estate secured receivable pools and termination of non-qualifying hedges.

A principal consideration supporting the margin at risk analysisisthe projected prepayment of 1oan balances for a given economic
scenario. Individual 1oan underwriting standards in combination with housing valuations, |oan modification program, changes to
our foreclosure processes and macroeconomic factors related to available mortgage credit are the key assumptions driving these
prepayment projections. Whilewe have utilized anumber of sourcesto refinethese projections, we cannot currently project precise
prepayment rates with a high degree of certainty in all economic environments given recent, significant changesin both subprime
mortgage underwriting standards and property val uations across the country.

Operational Risk Management Operational risk isthe risk of loss resulting from inadequate or failed internal processes, people
and systems or from external events, including legal risk. Operational risk is relevant to every aspect of our business and covers
awide spectrum of risks. Our strategy is to manage operational risksin a cost effective manner, within targeted levels consistent
with therisk appetite. The Operational Risk and Internal Control (“ORIC”) management framework ensures minimum standards
of governance and organization over operational risk and internal control throughout HSBC Finance Corporation and covers all
our businesses and operations (including all activities, processes and systems). During 2013, our risk profile was dominated by
complianceandlegal risks; theincidenceand responseto regul atory proceedingsand other adversarial proceedingsagainst financial
servicesfirmsissignificant. We have prioritized resourcesto devel op and execute remedial actionsto regul atory matters, including
enhancing or adding internal controls and we closely monitor the possible impacts of litigation on our operational risk profile.

The security of our information and technology infrastructure is crucia for maintaining our applications and processes while
protecting our customers and the HSBC brand. In common with other financial institutions and multinational organizations, HSBC
faces a growing threat of cyber-attacks that continue to increase in sophistication. A failure of our defenses against such attacks
could result in financial loss or loss of customer data and other sensitive information which could undermine both our reputation
and our ability to retainthetrust of our customers. We experienced cyberattacksin 2013, none of whichresulted in material financial
loss or the loss of customer data. We continue to enhance our cyber-threat intelligence capability and detection and response
capabilities to minimize the impacts of cyber-attacks. Thisareawill continue to be afocus of ongoing initiativesto strengthen the
control environment and our readiness to respond in the event of an attack.

We have established an independent ORIC management discipline in North America, which isled by the HSBC North America
Head of ORIC who reports to the HSBC North America Chief Risk Officer. The mission of the ORIC Committee, chaired by the
HSBC North America Chief Risk Officer, is to provide governance and strategic oversight of the operational risk management
framework, including theidentification, assessment, monitoring and appetitefor operational risk. Selected resultsand reportsfrom
this committee are communicated to the Risk Management Committee and subsequently to the Risk Committee of the Board of
Directors. While management in the First Line of Defenseisresponsible for managing and controlling operational risk, the central
ORIC function provides functional oversight by coordinating the following activities:

* developing Operationa Risk Management policies and procedures,

» devel oping and managing methodol ogi esand tool sto support theidentification, assessment, and monitoring of operational
risks;
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* providing firm-wide operational risk and control reporting and facilitating the development of action plans;

* identifying emerging risks and monitoring operational risks and internal controls to reduce foreseeable, future loss
EXpOosUre;

* analyzeroot-cause of large operational risk losses;
* providing operational risk training and awareness programs for employees throughout the firm;

* communicating with Business Risk Control Managers to ensure the operational risk management framework is executed
within their respective business or function;

* independently reviewing the operational risk and control assessments, communicating results to management and
monitoring remedial actions that may be necessary to improve the assessments; and

* modeling operational risk losses and scenarios for capital management purposes.

Management of operational risk includes identification, assessment, monitoring, mitigation, rectification, and reporting of the
resultsof risk events, including lossesand compliancewith local regulatory requirements. These key components of the operational
risk management framework have been communi cated by i ssuance of HSBC standards. Detailsandlocal application of thestandards
have been documented and communicated by issuance of a HSBC North America ORIC policy. Key elements of the policy and
our operational risk management framework include:

* business and function management is responsible for the assessment, identification, management, and reporting of their
operational risks and monitoring the ongoing effectiveness of key controls;

* material risksareassigned anoverall risk prioritization/ rating based on thetypical and extreme assessmentsand considers
the direct financia costs and the indirect financial impacts to the business. An assessment of the effectiveness of key
controlsthat mitigate these risksis made. An operational risk database recordstherisk and control assessmentsand tracks
risk mitigation action plans. The risk assessments are reviewed at least annually, or as business conditions change;

* key risk indicators are established and monitored where appropriate; and

» thedatabaseisalso used to track operational lossesfor analysis of root causes, comparison with risk assessments, lessons
learned and capital modeling.

Management practi cesinclude standard reporting to senior management and the ORIC Committee of high risks, significant control
deficiencies, risk mitigation action plans, losses and key risk indicators. We also monitor external operational risk eventsto ensure
that we remain in line with best practice and take into account lessons learned from publicized operational failures within the
financial servicesindustry. Operational risk management isan integral part of the new product development and approval process
and the employee performance management process, as applicable.

Internal audits provide an important independent check on controls and test institutional compliance with the operational risk
management framework. Internal audit utilizes a risk-based approach to determine its audit coverage in order to provide an
independent assessment of the design and effectiveness of key controls over our operations, regulatory compliance and reporting.
This includes reviews of the operational risk framework, the effectiveness and accuracy of the risk assessment process, and the
loss data collection and reporting activities.

Compliance Risk Compliancerisk istherisk that wefail to observetheletter and spirit of all relevant laws, rules, codes, regulations
and standards of good market practice. It is a composite risk that can result in regulatory sanctions, financial penalties, litigation
exposure and loss of reputation. Compliance risk is inherent throughout our organization.

All HSBC companies are required to observe the letter and spirit of all relevant laws, codes, rules, regulations and standards of
good market practice. In 2013, regulators and other agencies pursued investigations into historical activities and we continued to
work with themin relation to already identified issues. Following the deferred prosecution agreements reached in December 2012
between U.S. authoritiesand HSBC and HSBC Bank USA in relation to investigati ons regarding inadequate compliance with anti-
money laundering, the U.S. Bank Secrecy Act and sanctions laws, along with a related undertaking with the U.K.’s Financial
Conduct Authority, management has responded to extensive interviews and data requests and continues to enhance our controls.

HSBC has already taken specific stepsto address these i ssuesincluding making significant changesto strengthen compliance, risk
management and culture. These steps, which should al so serve over timeto enhance our compliance risk management capabilities,
include the following:

» thecreation of anew global structure, which will make HSBC easier to manage and control;
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» simplifying HSBC's businesses through the ongoing implementation of an organizational effectiveness program and a
five economic filters strategy;

« implementing a sixth global risk filter which will standardize the way HSBC does business in high risk countries;

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

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

« adopting and enforcing the most effective standards globally, including a globally consistent approach to knowing and
retaining our customers.

Additionally, HSBC hassubstantially reviseditsgovernanceframework inthisarea, appointing aChief L egal Officer with particular
expertise and experiencein U.S. law and regulation, and creating and appointing experienced individualsto the new roles of Head
of Group Financial Crime Compliance and Global Head of Regulatory Compliance. This structure is now replicated in North
Americaand globally.

Itis clear from both our own and wider industry experience that there is asignificantly increased level of activity from regulators
and law enforcement agencies in pursuing investigations in relation to possible breaches of regulation and that the direct and
indirect costs of such breaches can be significant. Coupled with a substantial increase in the volume of new regulation, much of
which has somelevel of extra-territorial effect, and the geographical spread of our businesses, we believethat thelevel of inherent
compliance risk that we face will continue to remain high for the foreseeable future.

Withinthe U.S., the Compliance Committee of the Board of Directorsoverseesthe remediation of the compliance risk management
program. The compliance function is led by the Chief Risk Officer for HSBC North America, who reports directly to the HSBC
North America Chief Executive Officer, and the HSBC Head of Group Risk. Further, the senior compliance personnel functionally
report to the Chief Risk Officer for HSBC North America. Thisreporting relationship enablesthe Chief Risk Officer to have direct
accessto HSBC Group Compliance, HSBC Group Risk and the HSBC North America Chief Executive Officer aswell asallowing
for line of business personnel to be independent. The Chief Risk Officer for HSBC North America has broad authority from the
Board of Directors and senior management to develop the enterprise-wide compliance program and oversee the compliance
activities across all business units, jurisdictions and legal entities. This broad authority enables the Chief Risk Officer for HSBC
North Americato identify and resolve complianceissuesin atimely and effective manner, and to escal ate i ssues promptly to senior
management, the Board of Directors, and HSBC as appropriate.

We are committed to delivering the highest quality financial products and services to our customers. Critical to our relationship
with our customers is their trust in us, as fiduciary, advisor and service provider. That trust is earned not only through superior
service, but also through the maintenance of the highest standards of integrity and conduct. We must, at all times, comply with
high ethical standards, treat customersfairly, and comply with boththeletter and spirit of all applicablelaws, codes, rules, regul ations
and standards of good market practice, and HSBC policies and standards. It is also our responsihility to foster good relations with
regulators, recognizing and respecting their role in ensuring adherence with laws and regulations. An important element of this
commitment to our customers and shareholdersis our compliance risk management program, which is applied enterprise-wide.

Our enterprise-wide program in HSBC North Americais designed in accordance with HSBC policy and the principles established
by the Federal Reserve in Supervision and Regulation Letter 08-8 (SR 08-8) dated October 16, 2008. By leveraging industry-
leading practices and taking an enterprise-wide, integrated approach to managing our compliance risks, we can better identify and
understand our compliance requirements, monitor our compliance risk profile, and assess and report our compliance performance
across the organization. Consistent with the expectations of HSBC North Americas regulators, our enterprise-wide compliance
risk management program is designed to promote a consistent understanding of roles and responsibilities as well as consistency
in compliance program activities. The program is structured to pro-actively identify as well as quickly react to emerging issues
and to assess, control, measure, monitor and report compliance risks across the company, both within and across business lines,
support units, jurisdictions and legal entities.

Reputational Risk Management The safeguarding of our reputation is of paramount importance to our continued prosperity and

isthe responsibility of every member of our staff. Reputational risk can arise from social, ethical or environmental issues, or asa
consequence of operational and other risk events. Our good reputation depends upon the way in which we conduct our business,
but can also be affected by the way in which customers to whom we provide financial services conduct themselves.

Reputational risk isconsidered and assessed by the HSBC Group M anagement Board, theHSBC Group and local Board of Directors
and senior management during the establishment of standards for all major aspects of business and the formulation of policy and
products. These policies, which are an integral part of the internal control systems, are communicated through manuals and
statements of policy, internal communication and training. The policies set out operational proceduresin all areas of reputational
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risk, including money laundering deterrence, economic sanctions, environmental impact, anti-corruption measures and employee
relations.

We have taken steps over the past several years to de-risk our remaining business to reduce reputational risk. In addition, we
continue to strengthen our internal control structure to minimize the risk of operational and financial failure and to ensure that a
full appraisal of reputational risk is made before strategic decisions are taken.

The HSBC North America Risk Management Committee provides governance and oversight of reputational risk. The monthly
Risk Map process assesses our level and direction of reputational risk and helps ensure appropriate management action is taken
when necessary.

Strategic Risk Management Strategic risk is the risk that the business will fail to identify, execute, and react appropriately to
opportunities and threats arising from changes in the market, some of which may emerge over anumber of years such as changing
economic and political circumstances, customer requirements, demographic trends, regulatory devel opments or competitor action.
Risk may be mitigated by consideration of the potential opportunities and/or challenges through the strategic planning process.

Thisrisk is also a function of the compatibility of an organization's strategic goals, the business strategies developed to achieve
those goalss, the resources deployed against those goals and the quality of implementation.

We have established a strong internal control structure to minimize the impact of strategic risk to our earnings and capital. All
changesin strategy as well as the process in which new strategies are implemented are subject to detailed reviews and approvals
at business line, functional, regional, board and the HSBC Group levels. This process is monitored by the Strategy and Planning
Group to ensure compliance with our policies and standards.

Security and Fraud Risk Management We are committed to the protection of employees, customers and shareholders by a quick
responseto al threatsto the organization, whether they are of aphysical or financial nature. To that end we ensurethat all physical
security, fraud, business continuity, information and geopolitical risksare appropriately identified, measured, managed, controlled,
and reported in atimely and consistent manner. The Security and Fraud Risk function ("S&FR™), headed by an Executive Vice
President who reports directly to the HSBC North America Chief Risk Officer, provides assurance, oversight and challenge over
the effectiveness of therisk and control activities conducted by the businesses asthe First Line of Defense, establishesframeworks
toidentify and measure the risks being taken by their respective businesses, and monitors the performance of the key risksthrough
key indicators and the oversight and assurance programs against defined risk appetite and risk tolerance. S& FR is split into five
functions:

*  Business Continuity Management isresponsiblefor ensuring that risk identification and incident handling, ranging from
natural disasterstoterrorismand flu pandemics, together with businessrecovery standards, are appropriate and are planned
for, robust and tested. A major part of this responsibility is the identification of emerging risks to ensure they can be
mitigated asmuch aspossiblein advance by theflexibility of our planning, both for current incidentsbut also on astrategic
basisin the years ahead;

* Fraud Risk is responsible for establishing and operating policies, standards, systems and other controls to prevent and
detect fraud against HSBC or our customers. Where fraud occurs, the Fraud Risk function isresponsiblefor investigating
this, identifying control weaknessesor failures, recovering stolen moniesand forming evidential casesfor law enforcement
prosecution;

* Information Security Risk ("ISR") is responsible for protecting our information from theft, corruption or loss, whether
caused deliberately or inadvertently by its staff or external parties. Its primary mechanisms for doing this are robust
assessments of evolving threats, layers of controls on what information staff have access to and how it is stored and
conveyed, and a series of technical defenses and monitoring operations to mitigate the risks of externaly instigated
breaches causing harm or corruption to data or systems integrity. The ISR function is also responsible for investigating
information breaches and taking remedial action;

»  Physical Security Risk developspractical physical, electronic, and operational countermeasuresto ensurethat the people,
property and assets we manage are protected from crime, theft, attack and groups hostile to our interests. Security travel
controls and guidance are also maintained; and

*  Geopolitical Risk provides both regular and ad hoc reporting to business executives and senior S& FR management on
geopolitical risk profiles and evolving threats in the U.S. where we operate. This enhances strategic business planning
and provides an early view into developing security risks. This both enhances strategic business planning and provides
an early view into devel oping security risks.
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There are several Security and Fraud Risk related committeesthat aid and assist the S& FR function to identify, measure, monitor,
and manage the Security and Fraud risks across HSBC North America.

Model Risk Management In order to manage the risks arising out of the use of incorrect or misused model output or reports, a
comprehensive Model Governance framework has been established that provides oversight and challenge to all models across
HSBC North America. This framework includes a revamped HSBC North America Model Standards Policy, the transformation
of HSBC NorthAmericaCredit Risk AnalyticsOversight CommitteeintoaHSBC North Americalevel Model Oversight Committee
that ischaired by the Chief Risk Officer and has broad representation from across HSBC North America businesses and functions.
The committee provides broad oversight around model risk management including the review and approval of model governance
sub-committees. Materiality levels of models are approved by the HSBC North AmericaModel Oversight Committee that isalso
notified of all material model approvals or changes to existing material models by the respective business or functional areas. A
completeinventory of all HSBC North Americamodelsis maintained and reported to the HSBC North AmericaModel Oversight
Committee at least semi-annually.

An Independent Model Review ("IMR") function isresponsible for providing effective challenge of modelsand critical processes
implemented for use within HSBC North America. Reviews are conducted in-line with supervisory guidance on model risk
management issued by the OCC and Federal Reserve as well as other applicable internal and regulatory guidelines. Effective
challengeis defined as a critical analysis by objective, informed parties who can identify model limitations and assumptions and
produce appropriate changes. IMR’s activities are separate from the model development process to ensure that incentives are
aligned with the function’s role to challenge models and identify model limitations, and the authority and access provided by the
HSBC North AmericaBoard providesthe function with the necessary influence to ensure that its recommendations are acted upon.
The independent model review process assesses model development, implementation, use, validation, and governance. IMR's
scope covers models reported on our model inventory and critical non-model processes. Examples of models and processes that
IMR currently reviewsinclude: Basel |1 Credit and Operational Risk, Comprehensive Capital Analysisand Review, Internal Capital
Adequacy Assessment Process, Economic Capital, Allowance for Loan and Lease Losses, Loss Forecasting, Retail Credit Risk
Management, and Anti Money Laundering.

Pension Risk Pension risk is the risk that the cash flows associated with pension assets will not be enough to cover the pension
benefit obligations. Effective January 1, 2005, our previously separate qualified defined benefit pension plan was combined with
that of HSBC USA Inc. into a single HSBC North America qualified defined benefit plan. As of January 1, 2013, al future
contributions under the Cash Balance formula ceased, thereby eliminating future benefit accruals. At December 31, 2013, plan
assets were lower than projected plan liabilities resulting in an under-funded status. The accumulated benefit obligation exceeded
the fair value of the plan assets by approximately $457 million. As these obligations relate to the HSBC North America pension
plan, only a portion of this deficit could be considered our responsibility. We and other HSBC North America affiliates with
empl oyees participating in this plan will be required to make up thisshortfall over anumber of years as specified under the Pension
Protection Act. This can be accomplished through direct contributions, appreciation in plan assets and/or increasesin interest rates
resultinginlower liability valuations. SeeNote 16, “ Pension and Other Postretirement Benefits,” inthe accompanying consolidated
financial statements for further information concerning the HSBC North America defined benefit plan.
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New Accounting Pronouncements to be Adopted in Future Periods

Unrecognized Tax Benefits In July 2013, the Financial Accounting Standards Board ("FASB") issued an Accounting Standards
Updatethat providesguidanceonfinancial statement presentation of an unrecognized tax benefit when anet operatingloss(“NOL")
carryforward, asimilar tax loss, or atax credit carryforward exists in the same tax jurisdiction. The standard requires an entity to
present the unrecognized tax benefit as a reduction of the deferred tax asset for an NOL or tax credit carryforward whenever the
NOL or tax credit carryforward woul d be availableto reducethe additional taxableincomeor tax dueif thetax positionisdisallowed.
However, the standard requiresan entity to present an unrecogni zed tax benefit onthebal ance sheet asaliability if certain conditions
are met. The new guidance is effective for al annual and interim periods beginning January 1, 2014. The new guidance is not
expected to impact our unrecognized tax benefit liability upon adoption.

Residential Real Estate Collateralized Consumer Mortgage Loans In January 2014, the FASB issued an Accounting Standards
Update to define an in-substance repossession or foreclosure of residential real estate for purposes of determining whether or not
an entity should derecognize a consumer mortgage loan collateralized by that real estate. Under the standard, an in-substance
repossession or foreclosure has occurred if the entity has obtained legadl title to the real estate as aresult of the completion of a
foreclosure (even if the borrower has rights to reclaim the property after the foreclosure upon the payment of certain amounts
specified by law), or if, through adeed in lieu of foreclosure or other legal agreement, the borrower conveysall interest in the real
estateto the entity in satisfaction of theloan. The standard al so requires entitiesto disclose both the amount of forecl osed residential
real estate held as well as the recorded investment in consumer mortgage loans collateralized by residential real estate that the
entity isin the process of foreclosing upon. The new guidance is effective for al annual and interim periods beginning January 1,
2015. We do not expect adoption of this standard will have a significant impact on our financial statements.
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GLOSSARY OF TERMS

Basis point —A unit that is commonly used to describe changesin interest rates. The rel ationship between percentage changes and
basis points can be summarized as a 1 percent change equals a 100 basis point change or .01 percent change equals 1 basis point.

Collateralized Funding Transaction — A transaction in which we use a pool of our consumer receivables as a source of funding
and liquidity through either a Secured Financing or Securitization. Collateralized funding transactions allow usto limit our reliance
on unsecured debt markets and can be a more cost-effective source of funding.

Contractual Delinquency —A method of determining aging of past due accounts based on the status of payments under the loan.
An account isgenerally considered to be contractually delinquent when payments have not been made in accordance with theloan
terms. Delinquency statusmay beaffected by customer account management policiesand practicessuch asthere-aging of accounts,
forbearance agreements, extended payment plans, modification arrangements, external debt management plans, loan rewritesand
deferments.

Delinquency Ratio — Two-months-and-over contractual delinquency expressed as a percentage of receivables and receivables held
for sale at agiven date.

Effective Hedge or Qualifying Hedge — A hedging relationship which qualifies for fair value or cash flow hedge accounting
treatment.

Efficiency Ratio — Total operating expenses expressed as a percentage of the sum of net interest income and other revenues.

Enhancement Services Revenue — Income associated with ancillary credit card revenue from products such as Account Secure
(debt protection) and Identity Protection Plan.

FASB — Financial Accounting Standards Board.

Federal Reserve — The Federal Reserve Board, the principal regulator of HSBC North America.

FDIC — Federal Deposit Insurance Corporation.

Foreign Exchange Contract —A contract used to minimize our exposure to changes in foreign currency exchange rates.
FVO — Fair value option.

Goodwill — The excess of purchase price over the fair value of identifiable net assets acquired, reduced by liabilities assumed in
a business combination.

G-SIBs — Global systemically important banks.
HSBC Affiliate — Any direct or indirect subsidiary of HSBC outside of our consolidated group of entities.
IASB — International Accounting Standards Board.

IFRS Basis —A non-U.S. GAAPmeasure of reporting resultsin accordance with International Financial Reporting Standards. IFRS
Basis also assumes that all purchase accounting fair value adjustments relating to our acquisition by HSBC have been “pushed
down” to HSBC Finance Corporation.

Intangible Assets — Assets (excluding financial assets) which lack physical substance. Our acquired intangibles have historically
included purchased credit card relationships and related programs, other 1oan rel ated rel ationships, technology and customer lists.

Interest Rate Swap — Contract between two partiesto exchange interest payments on a stated principal amount (notional principal)
for aspecified period. Typically, one party makesfixed rate payments, while the other party makes paymentsusing avariable rate.

IRS — Interna Revenue Service.

Late Stage Delinquency — Two-months-and-over contractually delinquent receivables are classified as|ate stage delinquency if at
any point in itslife cycleit has been written down to the lower of amortized cost or fair value of the collateral less cost to sell in
accordancewith our existing charge-off policies(generally 180 days past due). However, asaresult of account management actions
or other account activity, these receivables may no longer be greater than 180 days past due.

LIBOR — London Interbank Offered Rate; A widely quoted market rate which is frequently the index used to determine the rate at
which we borrow funds.

Liquidity — A measure of how quickly we can convert assets to cash or raise additional cash.
LCR —Liquidity Coverage Ratio.

Loan-to-Value (“LTV”’) Ratio — LTV ratios for first liens are calculated using the receivable balance as of the reporting date
(including any charge-offs recorded to reduce receivables to the lower of amortized cost or fair value of the collateral less cost to
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sell in accordance with our existing charge-off policies). LTV ratios for second liens are calculated using the receivable balance
as of the reporting date (including any charge-offs recorded to reduce receivables to the lower of amortized cost or fair value of
the collateral less cost to sell in accordance with our existing charge-off policies) plus the senior lien amount at origination.

Net Charge-off Ratio — Net charge-offs of receivables expressed as a percentage of average consumer receivables outstanding for
agiven period.

Net Interest Income — Interest income from receivables and noninsurance investment securities reduced by interest expense.
Net Interest Margin — Net interest income expressed as a percentage of average interest-earning assets.

Nonaccrual Receivables — Receivableswhich are 90 or more days contractually delinquent aswell as second lien loans (regardless
of delinquency status) where the first lien loan that we own or service is 90 or more days contractually delinquent.

Non-qualifying hedge —A hedging rel ationship that does not qualify for hedge accounting treatment but which may be an effective
economic hedge.

NSFR — Net stable funding ratio.

OCC - Office of the Comptroller of the Currency.

OFR — Office of Financial Research.

OTC — Over-the-counter — Market for trading securities that are not listed on an organized stock exchange.
Personal Non-Credit Card Receivables — Unsecured lines of credit or closed-end loans made to individuals.

Real Estate Secured Receivable — Closed-end loans and revolving lines of credit secured by first or subordinate liens on residential
real estate.

ROE — Real estate owned.
ROA — Return on Average Assets — Income (loss) after tax for continuing operations as a percentage of average assets.

ROE — Return on Average Common Shareholder’s Equity — Income (loss) after tax for continuing operations less dividends on
preferred stock as a percentage of average common sharehol der’s equity.

SEC — The Securities and Exchange Commission.

Secured Financing—A typeof Collateralized Funding Transactioninwhichtheinterestsin adedicated pool of consumer receivables,
typicaly real estate secured, credit card, auto finance or personal non-credit card receivables, are sold to investors. Generaly, the
pool of consumer receivables are sold to a special purpose entity which then issues securities that are sold to investors. Secured
Financings do not receive sale treatment for accounting purposes and, as aresult, the receivables and related debt remain on our
balance sheet.

Tangible Assets — Total assets less intangible assets, goodwill and derivative financia assets.

Tangible Common Equity —Common shareholder’s equity excluding unrealized gains and losses on cash flow hedging instruments,
postretirement benefit plan adjustments and unrealized gains and |osses on investments and interest-only strip receivables aswell
as subsequent changes in fair value recognized in earnings associated with debt and related derivatives for which we elected fair
value option accounting, less intangible assets and goodwill.

Tangible Shareholders’ Equity — Tangible common equity plus preferred stock and company obligated mandatorily redeemable
preferred securities of subsidiary trusts (including amounts due to affiliates).

TDR Loans — Troubled debt restructurings.
U.S. GAAP — Generally accepted accounting principlesin the United States.
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CREDIT QUALITY STATISTICS - CONTINUING OPERATIONS

2013 2012 2011 2010 2009
(dollars are in millions)
Two-Month-and-Over Contractual Delinquency Ratios
for Receivables and Receivables Held for Sale:
Real estate SECUrEd .........coveeveireeieceeee e 14.44% 17.16% 18.98% 16.56% 15.78%
Personal non-credit card...........cccooevveeeeiieiecce e, — 3.24 9.35 10.94 13.65
TOAl . e 14.44% 16.03% 17.93% 15.85% 15.46%
Ra\}(i;{)i ﬁnz Net Charge-offs to Average Receivables for the =~
Real estate SECUred ........ccccvveeeeiecece e 4.61% 6.70% 7.13% 9.50% 9.85%
Personal non-credit card...........cccooevveeeeiieiecie e, — 4.47 11.84 22.65 27.96
TOAl e 4.44% 6.59% 7.69% 11.30% 12.91%
Real estate charge-offs and REO expense as a percent
of average real estate secured receivables® ............... 4.84% 6.94% 7.58% 10.01% 10.14%
Nonaccrual Receivables: -
Real estate SECUred .........coeeveveeiicieeeese e $ 1,769 $ 3032 $ 6544 $ 6356 $ 6,989
Personal non-credit card...........cccovvveeieieneccie e — — 330 530 998
Nonaccrual receivables held for sale........ccocevveriieennee. 1,422 2,161 — 4 6
1= | R $ 3,191 $ 5193 $ 6874 $ 680 $ 7,993
Real Estate OWNEd .........cc.cocomveerecreeceercscesnisrisreesienneee. 323 S 227 $ 299 $ 962 $ 592

@

See “Credit Quality” in this MD&A for discussion of the trends between years for the ratio of net charge-offs to average receivables and the ratio of real

estate charge-offs and REO expense as a percent of average real estate secured receivables.
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ANALYSIS OF CREDIT LOSS RESERVES ACTIVITY — CONTINUING OPERATIONS

2013 2012 2011 2010 2009
(dollars are in millions)
Total Credit Loss Reserves at January 1..............c.c....... $ 4607 $ 5952 $ 5512 $ 7275 $ 9,781
Provision for Credit Losses (21) 2,224 4,418 5,346 7,904
Charge-offs®:
Real estate secured:
= o 1= TS (1,186) (2,094) (2,527) (3,811) (4,381)
SECONA BN ..o (335) (538) (827) (1,456) (2,282)
Total real estate secured receivables...........covveennennas (1,521) (2,632) (3,354) (5,267) (6,663)
Personal non-credit Card..........ccvreeeccinneeecnnnenes — (389) (1,227) (2,329) (4,039)
Total receivables charged Off ... (1,521) (3,021) (4,481) (7,596) (10,702)
Recoveries:
Real estate secured:
TS R TT= TS 112 60 34 43 25
TS o0 010 [ 1T o 38 58 60 69 40
Total real estate secured receivables............ccceevvevenneee. 150 118 94 112 65
Personal non-credit card..........coovveeevevecceecesie e 50 299 409 375 227
Total recoveriesonrecaivables..........ccccevvevececciececeeeneene, 200 417 503 487 292
Reserves on Personal Non-Credit Card Receivables
Transferred to Held for Sale............cccceveeeeeeeeinnnnns — (965) — — —
Other, NEL ... s 8 — — — —
Credit Loss Reserves:
Real estate SECUrEd........ceeevveeiiieceecee e 3,273 4,607 4,912 4,187 5,427
Personal non-credit card..........ccoveevievieceececeeie e, — — 1,040 1,325 1,848
Total Credit Loss Reserves at December 31................... $ 3,273 4607 $ 5,952 5,512 7,275
Ratio of Credit Loss Reserves to®: -
RECEIVADIES ... 11.30% 13.4% 12.0% 10.5% 11.7%
Nonaccrual receivables...........oovvvivereveccecince e 256.2 320.5 235.0 184.3 147.6

@ For collateral dependent receivables that are transferred to held for sale, existing credit loss reserves at the time of transfer are recognized as a charge-off.
We transferred to held for sale apool of real estate secured receivables that were carried at the lower of amortized cost or fair value of the collateral less cost
and recognized the existing credit | oss reserves on these receivabl es as additional charge-off totaling $164 million during 2013 and $333 million during 2012.

See Note 7, "Receivables Held for Sale," in the accompanying consolidated financial statements for additional information.

@ Ratio excludes credit loss reserves associated with accrued finance charges and receivables and nonaccrual receivables related to receivable portfolios held
for sale. The ratio also excludes receivables and nonaccrual receivables carried at the lower of amortized cost or fair value of the collateral less cost to sell
and the related credit l0ss reserves associated with these receivables which represents a non-U.S. GAAP financial measure. See "Credit Quality" in this
MD&A for the most comparable U.S. GAAP measure and additional information.
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NET INTEREST MARGIN — CONTINUING OPERATIONS 2013 COMPARED WITH 2012

Thefollowing table shows the average bal ances of the principal components of assets, liabilities and shareholders’ equity together
withtheir respectiveinterest amountsand rates earned or paid and the average rate by each component for theyearsended December
31, 2013 and 2012. Net interest margin is calculated by dividing net interest income by the average interest earning assets from
whichinterest incomeisearned. Interest expense and the cal cul ation of net interest margin includesinterest expense of $30 million
for the year ended December 31, 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 the classification of businesses as discontinued
operations. During 2013, there was no interest expense allocated to our discontinued operations.

Increase/(Decrease) Due to:

Finance and
Average Average Interest Income/
Outstanding Rate! Interest Expense Total Volume Rate
2013 2012 2013 2012 2013 2012 Variance Variance®  Variance®
(dollars are in millions)
RECEIVADIES.......coeiieeeeec e
Real estate secured .........cccvvveeeerenneen. $ 33489 $ 39,135 6.71% 6.67% $ 2247 $ 2612 $ (365 $ (379 $ 14
750 3928  22.13 19.73 166 775 (609) (693) 84
40 49 — — — — — — —
Total receiVables........coovvieernecerinsenns 34,279 43,112 7.04 7.86 2,413 3,387 (974) (646) (328)
5,738 4,840 A7 .68 27 33 (6) 6 (12)
— — — — ) 3 (5 (5 —
Total interest-earning assets....................... $ 40,017 $ 47,952 6.09% 714% $ 2438 $ 3423 $ (985 $ (523) $ (462)
Other 8SSetS......cvveveirerieererieerese e 1,824 1,575
Total ASSELS.....c.cveveereeieirieiereeese s
$ 41,841 $ 49,527
[T o TR -
Commercial PAPES .....ccveererreeeererneienns $ —  $ 1647 —% 30% $ — 8 5 $ 5 $ 3 $ )
Dueto related party .. 8,664 8,045 2.37 2.03 205 163 42 13 29
Long-term debt ......ovvvveeeeereeeeeeeeeenees 24836 34,502 4.69 475 1,165 1,639 (474) (453) (21)
Total debt. ... $ 33,500 $ 44,194 4.09% 409% $ 1370 $ 1807 $ (437) $ (438) $ 1
Other liahilitieS.....cvvireerrrerereeereees 1,419 6,448
Total liabilities 34,919 50,642
Preferred securities 1,575 1,575
Common shareholder’s equity............ccc.... 5,347 (2,690)
Total Liabilities and Shareholders’
EQUILY ..o w s];zlgi
Net Interest Margin®...........cocccccoeveneen T 267% 337% $ 1068 $ 1616 $ (549 $ (85) $  (463)
Interest Spreads® ...........coocemmeecenmrernnnnns - 200% _ 30%%

@ Rate/volume variance is allocated based on the percentage relationship of changes in volume and changes in rate to the total interest variance. For total
receivables, total interest-earning assets and total debt, the rate and volume variances are calculated based on the relative weighting of the individual
components comprising these total's. These totals do not represent an arithmetic sum of theindividual components.

@ Represents net interest income as a percent of average interest-earning assets.
®  Represents the difference between the yield earned on interest-earning assets and the cost of the debt used to fund the assets.
@ Average rate may not recompute from the dollar figures presented due to rounding.

®  The average outstanding and average rate for 2013 in the table above have been impacted by the sale of our personal non-credit card receivable portfolio
onApril 1, 2013. The average rate for the period prior to sale was 21.42 percent using an average outstanding balance that is reflective of the period of time
we owned the receivables.
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NET INTEREST MARGIN — CONTINUING OPERATIONS 2012 COMPARED WITH 2011

Thefollowing table shows the average bal ances of the principal components of assets, liabilities and shareholders’ equity together
withtheir respectiveinterest amountsand rates earned or paid and the average rate by each component for theyearsended December
31, 2012 and 2011. Net interest margin is calculated by dividing net interest income by the average interest earning assets from
whichinterest incomeisearned. Interest expense and the cal cul ation of net interest margin includesinterest expense of $30 million
and $95 millionfor theyearsended December 31, 2012 and 2011, respectively, that hasbeen allocated to our discontinued operations
in accordance with our existing internal transfer pricing policies as external interest expense is unaffected by the classification of

businesses as discontinued operations.

Increase/(Decrease) Due to:

Finance and
Average Average Interest Income/
Outstanding Rate Interest Expense Total Volume Rate
2012 2011 2012 2011 2012 2011  Variance Variance®  Variance®
(dollars are in millions)
ReCEIVADIES: ...
Real estate secured...........cccovvvveeerennee. $ 39,135 $ 45,689 6.67% 643% $ 2612 $ 2936 $ (3249 $ (434) $ 110
Personal non-credit card .. . 3,928 6,059 19.73 16.78 775 1,017 (242) (400) 158
(0127 ST 49 65 — 154 — 1 (D) — 1)
Total receivables........ccccocrieeeccccieeeens 43,112 51,813 7.86 7.63 3,387 3,954 (567) (681) 114
4,840 6,165 68 .83 33 51 (18) (10) ®)
— — — — 3 117 (114) (114) —
Total interest-earning assets.........cocceevveeeene. $ 47,952 $ 57,978 7.14% 7.11% 3,423 4122 $ (699) $ (716) $ 17
Other aSSEtS......oeeeririeirerieerereee e 1,575 1,012
Total ASSES.....coooveveiireieireeereee e
$ 49,527 $ 58,990
DEDE s -
Commercial Paper.........oocveevereneeeines $ 1647 $ 3815 30% 24% 5 9 3 @ $ "N $ 3
Dueto related party... 8,045 8,447 2.03 1.94 163 164 ) (8) 7
LONG-termM debt........veevveerrvveersessseeenns 34502 47,576 4.75 477 1,639 2,268 (629) (621) ®
Total debt....c.coveveeceiececceceeeea $ 44,194 $ 59,838 4.09% 4.08% 1,807 2441 $ (634) $ (640) $ 6
Other [1aDIltIeS. ..o 6,448 (6,549)
Totd liabilities..... 50,642 53,289
Preferred SeCUrities........ooovvveeenneccnininne 1,575 1,575
Common shareholder’s equity ..........cccc...... (2,690) 4,126
Total Liabilities and Shareholders’
EQUILY oo $49i M
Net Interest Margin® ...........c..cccoovvvuennne. _337% _ 290% $ 1616 $ 168l $ (65 $  (76) $ 11
Interest Spreads®...........cooocoveveconevernern. T 305%  3.03%

@ Rate/volume variance is allocated based on the percentage relationship of changes in volume and changes in rate to the total interest variance. For total
receivables, total interest-earning assets and total debt, the rate and volume variances are calculated based on the relative weighting of the individual
components comprising these total's. These totals do not represent an arithmetic sum of theindividual components.

Represents net interest income as a percent of average interest-earning assets.
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RECONCILIATIONS OF NON-U.S. GAAP FINANCIAL MEASURES TO U.S. GAAP FINANCIAL MEASURES

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

IFRSs Segment Results A non-U.S. GAAP measure of reporting results in accordance with IFRSs. For areconciliation of IFRSs
results to the comparable owned basis amounts, see Note 18, “Business Segments,” in the accompanying consolidated financial
statements.

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

Quantitative Reconciliations of Non-U.S. GAAP Financial Measures to U.S. GAAP Financial Measures The following table
provides areconciliation for selected equity ratios:

2013 2012 2011 2010 2009
(dollars are in millions)

Tangible common equity:

Common shareholder’s equity..........ccceeeereneneneneniene. $ 5,086 $ 4530 $ 5351 $ 6145 $ 7,804
(o 11 o =S
Fair value option adjustment ...........ccoovveenrneenenennas (99) (182 (755) (453) (518)
Unrealized (gains) losses on cash flow hedging
INSITUMENES. ... e 97 358 494 575 633
Postretirement benefit plan adjustments, net of tax..... 11 26 11 — (8)
Unrealized losses on investments and interest-only
SLriP reCEIVADIES ... — (116) (102 (74) (3D
INtangible @SSELS........covvvvevrerree s — — (514) (605) (748)
Tangible commON EQUILY ........cceevrierceeireree e $ 509 $ 4616 $ 448 $ 558 $ 7,132
Tangible shareholders’ equity: -
Tangible commMON EQUILY ........ccevvrrereeerereee e $ 50 $ 4616 $ 448 $ 558 $ 7,132
Preferred StOCK.........cocicie e 1,575 1,575 1,575 1,575 575
Mandatorily redeemable preferred securities of HSBC
Finance Capital Trust IX......cocooeoevenninneeeneseeen 1,000 1,000 1,000 1,000 1,000
Tangible shareholders’ equity..........ccocoveeeeeeeeeceveeeeenne. $ 7670 $ 7191 $ 7060 $ 8163 $ 8,707
Tangible assets: -
TOtal @SSELS.....eivereieseerie et s $ 37,872 $ 46,778 $ 63567 $ 77,255 $ 95,043
Exclude:
INtangible 8SSELS.......cvvvvvereirre e — — (514) (605) (748)
Derivative financial @SSets........coovveeererereeenerenieienenenins — — — (75) —
Tangibl@ aSSEtS......civvereere e $ 37,872 $ 46,778 $ 63053 $ 76575 $ 94,295
Equity ratios: -
Common and preferred equity to total assets................... 17.59% 13.05% 10.90% 9.99% 8.82%
Tangible common equity to tangible assets...................... 13.45 9.87 711 7.30 7.56
Tangible shareholders’ equity to tangible assets.............. 20.25 15.37 11.20 10.66 9.23
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Item 7A. Quantitative and Qualitative Disclosures About Market Risk.

Information required by this Item isincluded in the following sections of Item 7. Management’s Discussion and Analysis of
Financial Condition and Results of Operations: “Liquidity and Capital Resources’ and “Risk Management.”

Item 8. Financial Statements and Supplementary Data.

Our 2013 Financial Statements meet the requirements of Regulation S-X. The 2013 Financial Statements and supplementary
financial information specified by Item 302 of Regulation S-K are set forth below.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Shareholders
HSBC Finance Corporation:

We have audited the accompanying consolidated balance sheet of HSBC Finance Corporation and subsidiaries, an
indirect and wholly-owned subsidiary of HSBC Holdings plc, as of December 31, 2013 and 2012, and the related
consolidated statements of income (loss), comprehensive income (loss), changes in shareholders’ equity, and cash
flowsfor each of theyearsinthe period ended December 31, 2013. These consolidated financia statements
are the responsibility of HSBC Finance Corporation’s management. Our responsibility is to express an opinion on
these consolidated financial statements based on our audits.

We conducted our auditsin accordance with the standards of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statementsarefree of material misstatement. An audit includesexamining, on atest basis, evidence supporting
theamountsand disclosuresin thefinancial statements. An audit a so includes assessing the accounting principlesused
and significant estimates made by management, aswell as evaluating the overall financial statement presentation. We
believe that our audits provide a reasonable basis for our opinion.

Inour opinion, theconsolidated financial statementsreferredto abovepresentfairly, inal material respects, thefinancial
position of HSBC Finance Corporation and subsidiaries as of December 31, 2013 and 2012, and the results of their
operations and their cash flowsfor each of theyearsin the period ended December 31, 2013, in conformity
with U.S. generally accepted accounting principles.

Asdiscussedin Note 5to the consolidated financial statements, inthethird quarter of 2011, HSBC Finance Corporation
adopted the provisions of Accounting Standards Update No. 2011-02 - Receivables (Topic 310): A Creditor’s
Determination of Whether a Restructuring Is a Troubled Debt Restructuring. The new guidance was applied
retrospectively to restructurings occurring on or after January 1, 2011.

/s’ KPMGLLP

Chicago, Illinois
February 24, 2014
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CONSOLIDATED STATEMENT OF INCOME (LOSS)

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

Finance and Other iINEENESE INCOME ........civiiveiee et sttt re e v enis $ 2438 $ 3423 $ 4122
Interest expense on debt held by:

HSBC @fIlIAES ...veveieeeseeie ettt st st sttt ettt nenbe e 205 163 164

NON-BF I HTBLES. ..ttt ettt st et et seesesae s e besesbe e ste e eteseeteseerenens 1,165 1,614 2,182
F 1 eSS 1 = 1,370 1,777 2,346
NEL INTEIEST INCOME.....cueieieeiieetiste ettt be e se st s sans 1,068 1,646 1,776
ProvisSion fOr CrEdit IOSSES.......cc.eiieiciece ettt et ettt s s teeeaeesbeesreeeaneesres (21) 2,224 4,418
Net interest income (loss) after provision for credit 10SSES.........ccovvivvievvrcererereeeeeeeeeen 1,089 (578) (2,642)
Other revenues:

Derivative related iNCOME (EXPENSE)........covrreerrereetereeiereete st seee s s e sre s seereseas 145 (207) (1,146)

Gain (loss) on debt designated at fair value and related derivatives.........cccevveeeeereiennnns 228 (449) 1,164

Servicing and other fees from HSBC affiliates...........ccooeveiiniiineninecceeeeercree 26 35 20

Lower of amortized cost or fair value adjustment on receivables held for sdle................ 536 (1,529) 1

(©1 0= oo g g (1o 1= ) IS (54) 31 101
TOtAl OTNEE FEVENUES.......cviieeiesecteseeie sttt st s eb sttt et e e benente e 881 (2,119) 140
Operating expenses:

Salaries and employee BENEFIS.......ccccviereccceer e 229 183 158

Occupancy and equipment EXPENSES, NEL.......c.cccuririreriere e e e se e erens 36 44 51

Real eStale OWNE EXPENSES ... .c.eiveeireeierteeete sttt sttt sb et b e bbb ebe e 74 90 206

Other servicing and adminiStrative EXPENSES. .......cccovvereierese e seeses e seeeeeeseeseesesseseesens 312 487 570

Support services from HSBC affilliales.......covoerirereienerecere e 281 310 270
TOtal OPEratiNg EXPENSES.....cveiveeeieeresteeesteesteesteseeteseeteseeteseetesaesesaesesaesessesessesestesseseseesesensesens 932 1,114 1,255
Income (loss) from continuing operations before incometax .........coovveveverereeceeeseeecesennn 1,038 (3,811) (3,757)
INncome tax (EXPENSE) DENEFIT.......ccvvirieireireerere e (325) 1,406 1,431
Income (l0ss) from coNtinUING OPEratiONS.........cccvvieviveeirice et 713 (2,405) (2,326)
Discontinued operations (Note 3):

Income (loss) from discontinued operations before income tax ..........coeeeveeeeeencereneenne, (249) 2,521 1,380

INncome tax DENEFIt (EXPENSE) ...o.ccvirciereee e e 72 (961) (462)
Income (loss) from discontinued OPEratioNns............cecveeveresesesiesere e 77 1,560 918
NEL INCOME (I0SS) .....vvieieieeeteteee ettt ettt ettt ettt ee et s et et b eae s st ebete s ssebesensesssesesssnssasas $ 536 $ (845 $ (1,408)

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

Year Ended December 31, 2013 2012 2011
(in millions)
NEL INCOME (I0SS) «..eeeieeeeeeeeeeeeee et ettt et ettt ettt r e e et ee e e s s enenen s s s et en s s s s s an s s s anan e e $ 536 $ (845 $ (1,408)

Other comprehensive income (loss), net of tax:
Net change in unrealized gains (losses), net of tax, on:

Derivatives designated as cash flow hedges..........ccveiiirrinnncnere e 261 136 81
Securities available-for-sale, not other-than temporarily impaired ..........cccoevvevvivinnnns (115) 12 24
Other-than-temporarily impaired debt securities available-for-sale.........ccoceevveivrennenne, 1) 2 4
Pension and postretirement benefit plan adjustments, net of taX..........ccccoeevernenniennenenn 15 (15 (1)
Foreign currency translation adjustments, Net Of taX.......cccvvvvievierererereccre e (11) 4 ©)]
Other comprehensive INCOME, NEt OF tAX .........cccieiciiice e 149 139 95
Total comprehensive INCOME (I0SS) ......c.cuvurueueeeeeereeeeeeeeeeeeeeeeteeeeeseeeserese e s s ese s e sesesesessaseeees $ 68 $ (706) $ (1,313

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

December 31,
2013

December 31,
2012

Assets

Interest bearing deposits With DANKS............ccoiiiiiiii e
Securities purchased under agreementSto rESEll ...
Securities availablE-TOr-SalE.........oo i

Receivables, net (including $4.0 billion and $4.9 billion at December 31, 2013 and 2012,
respectively, collateralizing long-term debt and net of credit loss reserves of $3.3 billion and
$4.6 billion at December 31, 2013 and 2012, reSPECHIVEIY).......cveererereriereririeere e

ReCaiVADIES NEIA FOr SAIE ..ot
Properties and EqUIPIMENT, NEL..........ccooiiiiee ettt e b e e e e e ne e sae e
S = =S = (X 0 1Y = P

ASSELS Of diSCONtINUEA OPEFELIONS........ouiieeiieiirieierie bbb e
TOUAL @SSEES.....e.veeeeeetere et e bR bRt
Liabilities

Debit:

Dueto affiliates (including $496 million and $514 million at December 31, 2013 and 2012,
respectively, carried at fair VAIUE)...........ccoeiiiirineereeeet e

Long-term debt (including $8.0 billion and $9.7 billion at December 31, 2013 and 2012,
respectively, carried at fair value and $2.2 billion and $2.9 hillion at December 31, 2013
and 2012, respectively, collateralized by recalvables) ...

LIz 0 L= o ST
Derivative related lHaDilitIES........coeiireee e
Liability for postretirement DENEFITS ..o
(@11 B T o T =TRSO
Liabilities of discONtinUEd OPEratioNS...........cviereeriererierieeereeeeere e sre e st reee e e e e eseeneeneerennes
JLICCL t= U Lo | TSRS
Shareholders’ equity

Redeemable preferred stock:

Series B (1,501,100 shares authorized, $0.01 par value, 575,000 shares issued and
(o101 == 00 (1110 ) IS OSSO

Series C (1,000 shares authorized, $0.01 par value, 1,000 sharesissued and outstanding)..........
Common shareholder’ s equity:

Common stock ($0.01 par value, 100 shares authorized; 68 shares issued at December 31,
2013 and 2012, rESPECHIVEIY) ....veuerieerieiriereeiere ettt

Additional paid-iN-Capital ..........ccceoiiiiiiriiiiiir e e enes
ACCUMUIBEEA AEFICIT ...t bbb e bbb enas
Accumulated other COMPreNENSIVE 10SS..........cviiiiiiieee e
Total common sharehOl A S @QUILY ........civirerereeeeee e s e se e ene e nrens
Total Shareholders” EQUILY.........ciiiiieie et sa e e e eseeaeeaenreas
Total liabilities and Shareholders” BQUILY ..........ccueucoeeeeceeee et ena

The accompanying notes are an integral part of the consolidated financial statements.
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except share data)

$ 175 $ 197
— 1,371

6,924 2,160

— 80

24,173 29,284
2,047 6,203

68 71

323 227

2,580 3,889
1,417 1,264

165 2,032

$ 37872 $ 46,778
$ 8742 $ 9089
20,839 28,426
29,581 37,515

— 22

228 263

1,299 1,372

103 1,501
31,211 40,673
575 575

1,000 1,000
23,968 23,974
(18,774) (19,187)
(108) (257)
5,086 4,530
6,661 6,105

$ 37872 $ 46,778
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CONSOLIDATED STATEMENT OF CHANGES IN SHAREHOLDERS’ EQUITY

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

Preferred stock

Balance at the beginning and end of PEriod........ccverrrrnnennnrree e $ 1575 $ 1575 $ 1575
Common shareholder’s equity

Common stock

Balance at beginning and end of Period............cocoeriiiiinine e — — —
Additional paid-in-capital

Balance at beginning of PEriod..........cceoeienenie s 23,974 23,966 23,321

Capital contribution from PareNt...........ccoevererereereeeeere e e — — 690

Employee benefit plans, including transfersand other ..., (6) 8 (45)

Balance at end Of PEIOA .......cccveveveeeceece s 23,968 23,974 23,966
Accumulated deficit

Balance at beginning of PEMOd ........cccoiveiveiiei e (19,187) (18,219) (16,685)

NEL TNCOME (JOSS) ...ttt sttt b e st st s ebe e 536 (845) (1,408)

Dividends on preferred StOCK ........oievceieiciscse s (123) (123) (126)

Balance at end Of PENOU .......ccvciieiirieiriee ettt neas (18,774) (19,187) (18,219)
Accumulated other comprehensive loss

Balance at beginning of PEriod..........coeoeerinerie s (257) (396) (491)

Other compreneNSIVE INCOME .......co.eiuiiire e e 149 139 95

Balance at end Of PEriod .........coeoiiiiiirceree bbb (108) (257) (396)

Total common shareholder’s equity at end of period..........cccccocvvivvvvvniererescccceceee, 5,086 4,530 5,351
Total shareholders' equity at end of PEFiod ..........c.cccveeeeeeeiceeeecceeeeece e $ 6661 $ 6105 $ 6,926

Shares of preferred stock

Number of shares at beginning and end of Period...........cccvvvrirriennincinee s 576,000 576,000 576,000
Shares of common stock -

Number of shares at beginning Of PEriod..........coceeririiinene e 68 68 66

Number of shares of common stock issued to parent ..........ccveeeereereeercerieeneas — — 2

Number of shares at end of PEriOd.........ccceoveiririecceniesr e 68 68 68

The accompanying notes are an integral part of the consolidated financial statements.
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CONSOLIDATED STATEMENT OF CASH FLOWS

Year Ended December 31, 2013 2012 2011
(in millions)
Cash flows from operating activities
NEL INCOME (IOSS) ...ttt 536 $ (845) $ (1,408)
Income (10ss) from diSCoNtinUEd OPEFaiONS ............coiiiiricieiieree s 177) 1,560 918
Income (10ss) from CoNtiNUING OPEratiONS..........cviveirieirieirierieese et 713 (2,405) (2,326)
Adjustments to reconcile income (loss) to net cash provided by (used in) operating
activities:
Provision for Credit I0SSeS..........cciiiiiiiic s (21) 2,224 4,418
Lower of amortized cost or fair value adjustment on receivables held for sale................. (536) 1,529 D
Loss on sale of real estate owned, including lower of amortized cost or fair value
BOJUSIMENES. ...ttt bbb et e e et e et e b e et e st ebesbesaesbesbesaeseea 8 44 103
Depreciation and amOrtiZaLION............ccveiiiinineeeee s 8 7 19
Mark-to-market on debt designated at fair value and related derivatives............ccoeeneee. 90 852 (560)
Foreign exchange and derivative movements on long-term debt and net change in non-
fair value option related derivative assets and liabilities ... (445) (621) (765)
Deferred income tax (DENEfit) ProVISION.......ccoirririeireeree s 1,242 (448) (659)
Net change in Other 8SSELS...........ociii s (72) 77) (22)
Net changein other [1abilItIES........ccecereeecee e (109) (333) 456
OBNEE, NEL ...ttt e et b et b ettt b e b 121 331 298
Cash provided by operating activities — continuing OPErations............ccoveveveereeneiesienesieens 999 1,103 962
Cash provided by (used in) operating activities — discontinued Operations............c.ccoeeeeveuns (239) 2,161 1,619
Cash provided by operating aCtiVitieS .........cociveiiiiieree e 760 3,264 2,581
Cash flows from investing activities
Securities:
PUFCNESEA......c ettt ettt — (46) (591)
Y 10 =" OSSPSR — 89 252
S0 o SO STV ST ST UP TP PTRTOPPTPRN — 124 1,208
Net change in short-term securities available-for-sale............oocvivcniicccnce 80 (56) 291
Net change in securities purchased under agreementsto resell ... (4,763) (1,240) 3,391
Net change in interest bearing deposits With Danks.............ccocoevriennnecccn s 1,371 (231) (132
Receivables:
NS o0 o 1 o 2,872 3,085 3,600
Proceeds from sales Of reCalVabIES..........coov i 6,095 — —
Proceeds from sales of real eState OWNE ........c.eoivevieeeeeeei it 640 579 1,465
Purchases of properties and EQUIPMENT .........co.ooirrir e e e (6) 3 4
Cash provided by investing activities — continuing OPerations...........ccoeeerereereereriesiesieseneens 6,289 2,301 9,480
Cash provided by (used in) investing activities — discontinued operations.............ccccoeeevrvenens 215 9,508 (224)
Cash provided by inVesting 8CIVITIES..........cvorrereireeeen s 6,504 11,809 9,256
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CONSOLIDATED STATEMENT OF CASH FLOWS (Continued)

Year Ended December 31, 2013 2012 2011
(in millions)
Cash flows from financing activities
Debt:
Net change in COMMEICial PAPEN .......ccoeveuriirereeeere s — (4,026) 869
Net change in due to affiliales..........ooviiiiiire e (329) 759 3
LONG-tErmM debt ISSUB .......ovvirieie et snennen — — 245
LONG-tErM dEDL FEHIEM. ...t (7,011) (11,408)  (13,386)
Capital contribution frOM PAIrENt ..........ccooeeriiireeree e — — 690
Shareholders’ diVIAENGS..........corrierrrrer e (123) (123) (126)
Cash used in financing activities — continuing OPErations ... (7,463) (14,798) (11,711)
Cash provided by (used in) financing activities — discontinued operations............ccccocvevvienns — (196) 17
Cash used in fiNANCING ACHIVITIES .....ocuiiieeeee e snens (7,463) (14,994) (11,694)
= e 00T (T g o= o U (199) 79 143
Cash at beginning Of PErOAW ... eee e es s eere e 397 318 175
Cash at €N OF PEFIOUP ...ttt e e ee e nees $ 198 $ 397 $ 318
Supplemental Cash Flow Information: -
INEEIESE PAIA ..ottt ettt ettt ettt ee et et e e e st b eseae st st ebensssssebesensesesenens $ 1420 $ 1913 $ 2414
Income taxes paid dUriNG PEIOM ........coueeruirieirieeirieeree et 8 982 16
Income taxes refunded during PEFOU.........co.oureireireree e 9 254 516
Supplemental Noncash Investing and Capital Activities:
Fair value of properties added t0 real estate OWNEd ..........cocvevreereennneeer e $ 744 $ 551 $ 906
Transfer of receivablesto held fOr SAlE ..o 2,130 6,756 8,620

@ Cashat beginning of periodincludes$200 million, $103 million and $11 millionfor discontinued operationsasof January 1, 2013, 2012 and 2011, respectively.
@ Cashat end of periodincludes $23 million, $200 million and $103 million for discontinued operations as of December 31, 2013, 2012 and 2011, respectively.

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

HSBC Finance Corporation is an indirect wholly owned subsidiary of HSBC North America Holdings Inc. (“HSBC North
America’), which is an indirect wholly-owned subsidiary of HSBC Holdings plc (“HSBC”). HSBC Finance Corporation and its
subsidiaries may aso be referred to in these notes to the consolidated financial statements as “we,” “us’ or “our.” Historically,
HSBC Finance Corporation provided middle-market consumers with several types of loan products in the United States. While
wenolonger originate any receivable products, our lending products historically included real estate secured, auto finance, personal
non-credit card, MasterCard, Visa, American Express and Discover credit card receivables aswell as private label receivablesin
the United States. We al so historically offered tax refund anticipation loans and related productsin the United States. Additionally,
we aso previously offered credit and speciaty insurance in the United States and Canada. We have one reportable segment:
Consumer, which consists of the run-off real estate secured receivable portfolio of our Consumer Lending and Mortgage Services
businesses.

2. Summary of Significant Accounting Policies and New Accounting Pronouncements

Summary of Significant Accounting Policies

Basis of Presentation The consolidated financial statements have been prepared on the basis that we will continue as a going
concern. Such assertion contemplatesthe significant lossesrecognized in recent yearsand the challengeswe antici pate with respect
to an on-going return to profitability under prevailing and forecasted economic conditions. HSBC continuesto be fully committed
and has the capacity to continue to provide the necessary capital and liquidity to fund continuing operations.

Theconsolidated financial statementsincludethe accountsof HSBC Finance Corporationand all subsidiariesincluding all variable
interest entities (“VIES") in which we are the primary beneficiary. All significant intercompany accounts and transactions have
been eliminated.

We assess whether an entity isaVIE and, if so, whether we areits primary beneficiary at the time of initial involvement with the
entity and on an ongoing basis. A VIE is an entity in which the equity investment at risk is not sufficient to finance the entity's
activities, the equity investors lack certain characteristics of a controlling financial interest, or voting rights are not proportionate
to the economic interests of equity investors and the entity's activities are conducted primarily on behalf of investors having few
voting rights. A VIE must be consolidated by its primary beneficiary, which is the entity with the power to direct the activities of
aVIE that most significantly impact its economic performance and the obligation to absorb losses of , or theright to receive benefits
from, the VIE that could potentially be significant to the VIE. We are involved with VIES primarily in connection with our
collateralized funding transactions. See Note 9, “Long-Term Debt,” for additional discussion of those activities and the use of
VIEs.

Thepreparation of financial statementsin conformity with accounting principlesgenerally accepted inthe United States of America
requires management to make estimates and assumptions that affect the amounts reported in the financial statements and
accompanying notes. Actual results could differ from those estimates. Certain reclassifications may be madeto prior year amounts
to conform to the current year presentation. Areas which we consider to be critical accounting estimates and require ahigh degree
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of judgment and complexity include credit loss reserves, valuation of financial instruments including receivables held for sale,
deferred tax asset valuation allowance and contingent liabilities.

Unlessotherwiseindicated, informationincluded inthese notesto consolidated financial statementsrel atesto continuing operations
for al periods presented. In 2013, we completed the sale of our interests in substantially all of the subsidiaries of our Insurance
businessto Enstar Group Ltd ("Enstar"), and in 2012, we completed the sale of our credit card operationsto Capital One Financial
Corporation. Also starting in the second quarter of 2012, we reported our Commercial businessin discontinued operations because
it no longer had any outstanding receivable bal ances and does not generate any remaining significant cash flows. Asaresult, each
of these businesses are reported as discontinued operations. See Note 3, “ Discontinued Operations,” for further details.

Securities Purchased under Agreements to Resell Securities purchased under agreements to resell are treated as collateralized
financing transactions and are carried at the amounts at which the securities were acquired plus accrued interest. Interest income
earned on these securitiesisincluded in net interest income.

Securities Duringthefirst quarter of 2013, weliquidated our remaining investment portfolio of debt securities(comprising primarily
corporate debt securities) and, as aresult, do not hold any debt or equity securities at December 31, 2013. Before the liquidation,
our entire non-insurance investment securities portfolio was classified as available-for-sale and our entire insurance investment
securities portfolio was reported in discontinued operations and included in the Insurance disposal group held for sale. See Note
3, “Discontinued Operations,” for additional discussion.

Prior to the liquidation of our investment portfolios, available-for-sale investment securities were intended to be invested for an
indefinite period but could be sold in response to events we might expect to occur in the foreseeable future. These investments
werecarried at fair valuewith changesinfair value recorded asadjustmentsto common sharehol der's equity in other comprehensive
income (loss), net of income taxes.

When the fair value of asecurity declined below its amortized cost basis, we eval uated the decline to assess whether it was other-
than-temporary. For debt securities that we intended to sell or for which it was more likely than not that we would be required to
sell before the recovery of its amortized cost basis, the decline in fair value below the security's amortized cost was deemed to be
other than temporary and we recognized an other-than-temporary impairment loss in earnings equal to the difference between the
security's amortized cost and its fair value. We measured the impairment loss for equity securities that were deemed other-than-
temporarily impaired in the same manner. For a debt security that we did not intend to sell and for which it was not more likely
than not that we would be required to sell prior to recovery of itsamortized cost basis, but for which we nonethel ess did not expect
to recover the entire amortized cost basis of the security, we recognized the portion of the declinein the security's fair value below
its amortized cost that represented a credit |0ss as an other-than-temporary impairment in earnings and the remaining portion of
the decline as an other-than-temporary impairment in other comprehensive income. For these debt securities, anew cost basiswas
established, which reflected the amount of the other-than-temporary impairment [oss recognized in earnings.

Cost of investment securities sold was determined using the specific identification method. Realized gains and losses from the
investment portfolio were recorded in investment income. Interest income earned on the non-insurance investment portfolio was
classified in the consolidated statement of income (loss) in net interest income, while investment income from the insurance
portfolio was reflected in discontinued operations. Accrued investment income was classified with investment securities.

For cash flow presentation purposes, we considered available-for-sal e securitieswith original maturities|essthan 90 days as short
term, and thus purchases, sales and maturities were presented on anet basis.

Receivables Held for Sale Receivables are classified as held for sale when management does not have the intent or the ability to
hold the receivables for the foreseeable future or until maturity or payoff. Such receivables are carried at the lower of cost or fair
value with any subsequent write downs or recoveries charged to other income. While receivables are held for sale, the carrying
amounts of any unearned income, unamortized deferred fees or costs (on originated receivables), or discounts and premiums (on
purchased receivables) are not amortized into earnings.

Receivables Finance receivables are carried at amortized cost, which represents the principal amount outstanding, net of any
unearned income, charge-offs, unamortized deferred feesand costson originated |oans, purchase accounting fair val ue adjustments
and premiums or discounts on purchased |oans. Finance receivables are further reduced by credit loss reserves and unearned credit
insurance premiums and claims reserves applicable to credit risk on our consumer receivables. Finance income, which includes
interest income, unamortized deferred feesand costson originated receivabl esand premiumsor discountson purchased receivables,
isrecognized using the effectiveyield method. Premiumsand di scounts, i ncluding purchase accounting adj ustmentson receivabl es,
are recognized as adjustmentsto the yield of the related receivables. Origination fees, which include points on real estate secured
loans, are deferred and generally amortized to financeincome over the estimated life of therelated receivables, except to the extent
they offset directly related lending costs.

102



HSBC Finance Corporation

Provision and Credit Loss Reserves Provision for credit losses on receivablesis made in an amount sufficient to maintain credit
lossreserves at alevel considered adequate, but not excessive, to cover probableincurred losses of principal, accrued interest and
fees, and, as it relates to loans which have been identified as troubled debt restructurings, credit loss reserves are based on the
present val ue of expected future cash flows discounted at theloans' original effective interest rates. We estimate probable incurred
lossesfor consumer receivabl esother thantroubled debt restructuring using aroll ratemigration analysisthat estimatesthelikelihood
that aloan will progress through the various stages of delinquency and ultimately charge-off. This analysis considers delinquency
status, lossexperienceand severity and takesinto account whether loansarein bankruptcy or have been subject to customer account
management actions, such as the re-age of accounts or modification arrangements. Our credit loss reserves aso take 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 arolling average of several months' data using the most recently
available information. When customer account management policies and practices, or changesthereto, shift loansfrom a*“ higher”
delinquency bucket to a“lower” delinquency bucket, thiswill be reflected in our roll rate statistics. To the extent that restructured
accounts have agreater propensity to roll to higher delinquency buckets, thiswill be captured intheroll rates. Sincethelossreserve
iscomputed based on the composite of all these calculations, thisincreaseinroll ratewill be applied to receivablesin al respective
buckets, which will increase the overall reservelevel. In addition, l0ss reserves on consumer receivables are maintained to reflect
our judgment of portfolio risk factorswhich may not befully reflected in the statistical roll rate calculation. Risk factors considered
in establishing lossreserves on consumer receivablesinclude product mix, unemployment rates, the credit performance of modified
loans, loan product features such as adjustable rate loans, the credit performance of second lien loanswhere thefirst lien loan that
we own or serviceis 90 or more days contractually delinquent, economic conditions, such as national and local trends in housing
markets and interest rates, portfolio seasoning, account management policies and practices, changes in laws and regulations and
other factors which can affect consumer payment patterns on outstanding receivables, such as natural disasters.

While our credit loss reserves are available to absorb losses in the entire portfolio, we specifically consider the credit quality and
other risk factors for each of our products. We recognize the inherent loss characteristics in each of our products, and for certain
productstheir vintages aswell as customer account management policies and practices and risk management/collection practices.
Charge-off policies are also considered when establishing loss reserve reguirements. We also consider key ratios such as reserves
to nonperforming loans and reserves as a percentage of receivablesin developing our lossreserve estimate. L oss reserve estimates
are reviewed periodically and adjustments are reported in earnings when they become known. As these estimates are influenced
by factors outside our control, such as consumer payment patterns and economic conditions, there is uncertainty inherent in these
estimates, making it reasonably possible that they could change.

Provisionsfor credit losses on consumer |oansfor which we have modified thetermsas part of atroubled debt restructuring (“ TDR
Loans’) are determined using a discounted cash flow impairment methodol ogy. During the third quarter of 2011, we adopted the
Financial Accounting Standards Board's ("FASB") Accounting Standards Update No. 2011-02, "Receivables (Topic 310): A
Creditor's Determination of Whether a Restructuring is a Troubled Debt Restructuring,” which provided additional guidance for
determining whether a restructuring of a receivable meets the criteriato be considered atroubled debt restructuring for purposes
of the identification and reporting of TDR Loans as well as for recording impairment. Under this new guidance, we determined
that substantially all receivablesmodified asaresult of afinancia difficulty, regardless of whether the modification was permanent
or temporary, including all modifications with trial periods, should be reported as TDR Loans. Additionally, we determined that
all re-ages, except first timeearly stage delinquency re-ageswherethe customer has not been granted aprior re-age or modification,
should be considered TDR Loans. Prior to 2011, loans which have been granted a permanent modification, a twelve-month or
longer modification, or two or more consecutive six-month modifications were considered TDR Loans, and loans which were
granted re-ages were not considered TDR Loans as these were not considered permanent modification events. Modifications may
include changes to one or more terms of the loan, including but not limited to, a change in interest rate, an extension of the
amortization period, a reduction in payment amount and partial forgiveness or deferment of principal or accrued interest. As a
result of regulatory guidance adopted beginning in the fourth quarter of 2012, TDR Loans aso include receivables discharged
under Chapter 7 bankruptcy and not re-affirmed.

TDR Loans are considered to beimpaired loans. Interest income on TDR Loansis recognized in the same manner as loans which
arenot TDRs. Once aloan is classified asa TDR Loan, it continues to be reported as such until it is paid off or charged-off.
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Charge-Off and Nonaccrual Policies and Practices Our consumer charge-off and nonaccrual policies differ by product and are
summarized below:

Product

Charge-off Policies and Practices

Nonaccrual Policies and Practices

Continuing Operations:
Real estate secured ........oooovveverencnencnienenn

Personal non-credit card®.........ocoeveven..

Discontinued Operations:

Credit card®

Carrying amounts in excess of fair
value less cost to sell are generally
charged-off at or before the time
foreclosure is completed or
settlement is reached with the
borrower but, in any event,
generaly no later than the end of the
month in which the account
becomes six months contractually
delinquent. If foreclosureis not
pursued (which frequently occurs on
second lien loans) and thereis no
reasonable expectation for recovery
(insurance claim, title claim, pre-
discharge bankrupt account), the
account is generally charged-off no
later than the end of the month in
which the account becomes six
months contractually delinquent.®

Accounts are generally charged-off by
the end of the month in which the
account becomes six months
contractually delinquent.

Accounts are generally charged-off by
the end of the month in which the
account becomes six months
contractually delinquent.

Interest income accrual s are suspended
when principal or interest payments are
more than three months contractually
past due. Interest accruals are resumed
and suspended interest recognized when
the customer makes the equivalent of
six qualifying payments® under the
terms of the [oan, while maintaining a
current payment status when we receive
the sixth payment. If the re-aged
receivable again becomes more than
three months contractually delinquent,
any interest accrued beyond three
months delinquency is reversed. Interest
income for all accounts that have been
written down to the lower of amortized
cost or fair value of the collateral less
cost to sell is recognized on a cash basis
asreceived.

Interest income accrual s are suspended
when principal or interest payments are
more than three months contractually
past due. Interest subsequently received
isgenerally recorded as collected and
accruals are not resumed upon are-age
when the receivable becomes less than
three months contractually delinquent.

Interest generally accrues until charge-
off.

@ Values are determined based upon broker price opinions or appraisals, which are updated at least every 180 days. During the quarterly period between
updates, real estate price trends are reviewed on a geographic basis and additional reductionsin value are recorded as necessary.

()]

Fair values of foreclosed properties at the time of acquisition areinitially determined based upon broker price opinions. Subsequent to acquisition, a more
detailed property valuation is performed, reflecting information obtained from awalk-through of the property in the form of alisting agent broker price
opinion as well as an independent broker price opinion or appraisal. A valuation is determined from this information within 90 days and any additional
write-downs required are recorded through charge-off at that time.

In determining the appropriate amounts to charge-off when a property is acquired in exchange for aloan, we do not consider losses on sales of foreclosed
properties resulting from deterioration in value during the period the collateral is held because these losses result from future loss events which cannot be
considered in determining the fair value of the collateral at the acquisition date.

In the second quarter of 2013, we completed the sale of our personal non-credit card receivable portfolio. See Note 7, “Receivables Held for Sale,” for
further information. In 2012, we completed the sale of our Credit Card business, which was reported as adiscontinued operation. See Note 3, “ Discontinued
Operations,” for additional information.

Our real estate secured receivables had historically been maintained on two mortgage |oan servicing platforms. One platform (representing approximately
two-thirds of our outstanding real estate secured receivables) established a qualifying payment as a payment that was within $10 of the required payment.
The other platform (representing approximately one-third of our outstanding real estate secured receivables) established a qualifying payment as a payment
that, on a life-to-date basis, |eft the total less than 50 percent of one required payment unpaid. In April 2013, we moved all closed-end real estate secured
receivablesonto thefirst platform discussed above which resulted in the substantial majority of our real estate secured receivablesutilizing the sameplatform.

Charge-offsinvolving a bankruptcy for our credit card receivables occurred by the end of the month at the earlier of 60 days after
notification or 180 days delingquent.

Delinguency status for loans is determined using the contractual method which is based on the status of payments under the loan.
An account isgenerally considered to be contractually delinquent when payments have not been made in accordance with the loan
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terms. Delinquency statusmay beaffected by customer account management policiesand practi cessuch asthere-ageor modification
of accounts.

Payments received on nonaccrual |oans are generally applied first to reduce the current interest on the earliest payment due with
any remainder applied to reduce the principal balance associated with that payment due.

Transfers of Financial Assets and Securitizations Transfers of financial assets in which we have surrendered control over the
transferred assets are accounted for as sales. | n assessing whether control has been surrendered, we consider whether thetransferee
would be a consolidated affiliate, the existence and extent of any continuing involvement in the transferred financial assets and
theimpact of al arrangements or agreements made contemporaneously with, or in contemplation of, the transfer, evenif they were
not entered into at the time of transfer. Control is generally considered to have been surrendered when (i) the transferred assets
have been legally isolated from us and our consolidated affiliates, even in bankruptcy or other receivership, (ii) the transferee (or,
if the transferee is an entity whose sole purpose is to engage in securitization or asset-backed financing that is constrained from
pledging or exchanging the assetsit receives, each third-party holder of itsbeneficial interests) hasthe right to pledge or exchange
the assets (or beneficial interests) it received without any constraints that provide more than atrivial benefit to us, and (iii) neither
we nhor our consolidated affiliates and agents have (@) both the right and obligation under any agreement to repurchase or redeem
the transferred assets before their maturity, (b) the unilateral ability to cause the holder to return specific financial assetsthat also
provides us with amore-than-trivial benefit (other than through a cleanup call) and (c) an agreement that permits the transferee to
reguire usto repurchase the transferred assets at a price so favorable that it is probable that it will require us to repurchase them.

If thesalecriteriaaremet, thetransferred financial assetsare removed from our balance sheet and again or losson saleisrecognized.
If the sale criteriaare not met, the transfer is recorded as a secured borrowing in which the assets remain on our balance sheet and
the proceeds from the transaction are recognized as aliability (a“ secured financing”). For the mgjority of financial asset transfers,
it is clear whether or not we have surrendered control. For other transfers, such as in connection with complex transactions or
where we have continuing involvement such as servicing responsibilities, we generally obtain alegal opinion as to whether the
transfer resultsin atrue sale by law.

We haveused collateral funding transactionsfor certain real estate secured, and previoudly for personal non-credit card receivables,
whereit provides an attractive source of funding. All collateralized funding transactions remaining on our balance sheet have been
structured as secured financings.

Properties and Equipment, Net Properties and equipment are recorded at cost, net of accumulated depreciation and amortization.
For financial reporting purposes, depreciationisprovided on astraight-line basis over the estimated useful lives of the assetswhich
generally range from 3 to 40 years. L easehold improvements are amortized over the shorter of the useful life of the improvement
or theterm of the lease. The costs of maintenance and repairs are expensed asincurred. Impairment testing is performed whenever
events or changes in circumstances indicate that the carrying amount of the asset may not be recoverable.

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

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

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

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

Derivative Financial Instruments All derivatives are recognized on the balance sheet at their fair values. At the inception of a
hedging relationship, we designate the derivative as afair value hedge or acash flow hedge. A fair value hedge offsets changesin
thefair value of arecognized asset or liability, including certain foreign currency positions. A cash flow hedge offsetsthe variability
of cash flows to be received or paid related to a recognized asset or liability, including those related to certain foreign currency
positions. A derivative that does not qualify for or is not designated in a hedging relationship is accounted for as a non-hedging
derivative.

Changesin thefair value of aderivative designated as afair value hedge, along with the changesin fair value of the hedged asset
or liability that is attributable to the hedged risk (including changesin fair value on firm commitments), are recorded as derivative
related income (expense) in the current period. Changes in the fair value of a derivative designated as a cash flow hedge, to the
extent effective as a hedge, are recorded in accumulated other comprehensive income (10ss), net of income taxes, and reclassified
into net interest margin in the period during which the hedged item affects earnings. Changes in the fair value of derivative
instruments not designated as hedging instruments and ineffective portions of changesin the fair value of hedging instruments are
recoghized in other revenue as derivative related income (expense) in current period earnings. Realized gains and |osses as well
aschangesinthefair value of derivativeinstrumentsassociated with fixed rate debt we have designated at fair value are recognized
in other revenues as gain (loss) on debt designated at fair value and related derivativesin the current period.

For derivativeinstruments designated as hedges, weformally document all rel ationshi ps between hedging instruments and hedged
items at the inception of the hedging relationship. This documentation includes our risk management objective and strategy for
undertaking various hedge transactions as well as how hedge effectiveness and ineffectiveness will be measured. This process
includes linking derivatives to specific assets and liabilities on the balance sheet. We also formally assess, both at the hedge's
inception and on a quarterly basis, whether the derivatives that are used in hedging transactions are highly effective in offsetting
changesin fair values or cash flows of hedged items. This assessment is conducted using statistical regression analysis. When as
aresult of the quarterly assessment, it is determined that a derivative is not expected to continue to be highly effective as a hedge
or has ceased to be a highly effective hedge, we discontinue hedge accounting as of the beginning of the quarter in which such
determination was made.

When hedge accounting is discontinued because it is determined that the derivative no longer qualifies as an effective hedge, the
derivative will continue to be carried on the balance sheet at its fair value, with changes in its fair value recognized in current
period earnings. For fair value hedges, the formerly hedged asset or liability will no longer be adjusted for changesin fair value
and any previously recorded adjustments to the carrying amount of the hedged asset or liability will be amortized in the same
manner that the hedged item affects income. For cash flow hedges, amounts previously recorded in accumulated other
comprehensive income (loss) will be reclassified into income in the same manner that the hedged item affects income, unless the
hedged item was a forecasted transaction for which it is probable that it will not occur by the end of the original specified time
period or within an additional two-month period thereafter, in which casethe amounts accumulated in other comprehensiveincome
will beimmediately reclassified into income.

If the hedging instrument is terminated early, the derivative is removed from the balance sheet. Accounting for the adjustmentsto
the hedged asset or liability or adjustments to accumulated other comprehensive income (loss) are the same as described above
when a derivative no longer qualifies as an effective hedge.

If the hedged asset or liability issold or extinguished, thederivativewill continueto be carried on the balance sheet until termination
atitsfair value, with changesinitsfair valuerecognized in current period earnings. The hedged item, including previously recorded
mark-to-market adjustments, is derecognized immediately as a component of the gain or loss upon disposition.

Foreign Currency Translation Effects of foreign currency trandation in the statements of cash flows, primarily a result of the

specialty insurance productswe offer in Canada, are offset against the cumulative foreign currency adjustment within accumul ated

other comprehensive income. Foreign currency transaction gains and losses are included in income as they occur. As described in
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Note 3, “ Discontinued Operations,” we completed the sale of our interestsin substantially all of the subsidiaries of our Insurance
business, which previously offered the specialty insurance products in Canada, in the second quarter of 2013.

Share-Based Compensation We use the fair value based method of accounting for awards of HSBC stock granted to employees
under various stock options, restricted share and employee stock purchase plans. Stock compensation costs are recognized
prospectively for al new awards granted under these plans. Compensation expense relating to restricted share rights, restricted
shares and restricted share units is based upon the fair value on the date of grant and is charged to earnings over their requisite
service period (e.g., vesting period). Compensation expense relating to share options is calculated using a methodology that is
based on the underlying assumptions of the Black-Scholes option pricing model and ischarged to expense over therequisite service
period (e.g., vesting period), generally one to five years. When modeling awards with vesting that is dependent on performance
targets, these performancetargets areincorporated into the model using Monte Carlo simulation. The expected life of these awards
depends on the behavior of the award holders, which isincorporated into the model consistent with historical observable data.

Pension and Other Postretirement Benefits We recognize the funded status of our postretirement benefit plans on the consolidated
balance sheet. Net postretirement benefit cost charged to current earnings related to these plans is based on various actuarial
assumptions regarding expected future experience.

Certain of our employees are participantsin various defined contribution and other non-qualified supplemental retirement plans.
Our contributions to these plans are charged to current earnings.

We maintain a401(k) plan covering substantially all employees. Employer contributionsto the plan, which are charged to current
earnings, are based on employee contributions.

Income Taxes HSBC Finance Corporation is included in HSBC North America's consolidated federal income tax return and in
various combined state income tax returns. As such, we have entered into atax allocation agreement with HSBC North America
and its subsidiary entities (“the HNAH Group”) included in the consolidated returns which governs the current amount of taxes
to be paid or received by the various entities included in the consolidated return filings. Generally, such agreements all ocate taxes
to members of the HNAH Group based on the cal culation of tax on a separate return basis, adjusted for the utilization or limitation
of tax credits of the consolidated group. To the extent all thetax attributes available cannot be currently utilized by the consolidated
group, the proportionate share of the utilized attribute is allocated based on each affiliate's percentage of the available attribute
computed in amanner that is consistent with the taxing jurisdiction's laws and regul ations regarding the ordering of utilization. In
addition, we file some unconsolidated state tax returns.

Werecognizedeferred tax assetsand liabilitiesfor thefuturetax consequencesrel ated to differencesbetween thefinancial statement
carrying amounts of existing assets and liabilities and their respective tax bases, and for tax credits and net operating and other
losses. Deferred tax assets and liabilities are measured using the enacted tax rates including enacted rates for periodsin which the
deferred tax items are expected to be realized. If applicable, valuation allowances are recorded to reduce deferred tax assetsto the
amountswe conclude are morelikely than not to berealized. Sincewe areincluded in HSBC North America's consolidated federal
tax return and various combined state tax returns, the related eval uation of the recoverability of the deferred tax assetsis performed
at the HSBC North America consolidated level. We consider the HNAH Group's consolidated deferred tax assets and various
sources of taxable income, including the impact of HSBC and HNAH Group tax planning strategies, in reaching conclusions on
recoverability of deferred tax assets. The HNAH Group evaluates deferred tax assetsfor recoverability using aconsistent approach
which considers the relative impact of negative and positive evidence, including historical financial performance, projections of
futuretaxableincome, futurereversal sof existing taxabletemporary differences, tax planning strategiesand any avail ablecarryback
capacity. In evaluating the need for aval uation allowance, the HNAH Group estimatesfuture taxabl eincome based on management
approved business plans, future capital requirements and ongoing tax planning strategies, including capital support from HSBC
necessary as part of such plans and strategies. This process involves significant management judgment about assumptionsthat are
subject to change from period to period. Only those tax planning strategies that are both prudent and feasible, and for which
management has the ability and intent to implement, are incorporated into our analysis and assessment.

Whereavaluation allowanceisdetermined to be necessary at the HNAH consolidated level, such allowanceisallocated to principal
subsidiarieswithin the HNAH Group in amanner that is systematic, rational and consistent with the broad principles of accounting
for income taxes. The methodology allocates the valuation allowance to the principal subsidiaries based primarily on the entity's
relativecontributiontothegrowth of theHSBC North Americaconsolidated deferred tax asset against which theval uationallowance
is being recorded.

Further evaluation is performed at the HSBC Finance Corporation legal entity level to evaluate the need for avaluation allowance
where we file separate company state income tax returns.

Transactions with Related Parties In the normal course of business, we enter into transactions with HSBC and its subsidiaries.
These transactions occur at prevailing market rates and terms and include funding arrangements, derivatives, servicing
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arrangements, information technology, item and statement processing services, centralized support services, banking and other
miscellaneous services. Prior to 2013, we also sold receivablesto related parties.

New Accounting Pronouncements Adopted The following new accounting pronouncements were adopted effective January 1,
2013:

» Disclosures About Offsetting Assets and Liabilities In December 2011, the FASB issued an Accounting Standards Update
("ASU") that required entitiesto disclose information about offsetting and rel ated arrangementsto enable users of itsfinancia
statements to understand the effect of those arrangementson itsfinancial 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 annua and interim periods beginning January 1, 2013. Additionally, entitiesare required to provide the disclosures required
by the new guidance retrospectively for al comparative periods. In January 2013, the FASB issued another ASU to clarify
the instruments and transactions to which the guidance in the previously issued 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. See
Note 11, “Derivative Financia Instruments.”

e Accumulated Other Comprehensive Income InFebruary 2013, the FA SB issued an A SU that adds new di sclosurerequirements
for itemsreclassified out of accumulated other comprehensiveincome. The new guidance became effective for all annual and
interim periods beginning January 1, 2013 and was applied prospectively. The adoption of thisguidancedid not have animpact
on our financial position or results of operations. See Note 14, “ Accumulated Other Comprehensive Income (L0ss).”

3. Discontinued Operations

2012 Discontinued Operations:

Insurance During the second quarter of 2012, we decided to exit the manufacturing of all insurance products through the sale of
our interest in substantially all of our insurance subsidiaries as this business did not fit with HSBC's core strategy in the United
States and Canada. | nsurance products will continue to be offered to HSBC customers through non-affiliate providers. Asaresult,
our Insurance operations are part of adisposal group held for sale and we began reporting this business as discontinued operations
in the second quarter of 2012. Since the carrying value of the disposal group was greater than its estimated fair value less costs to
sell, during 2012 we recorded a pre-tax lower of amortized cost or fair value less cost to sell adjustment of $119 million ($90
million after-tax) which took into consideration foreign currency trandation adjustments and unrealized gains on available-for-
sale securities associated with the disposal group which werereflected in accumulated other comprehensiveincome. At December
31, 2012, disposa group assets consisted primarily of available-for-sale securities totaling $1,411 million and disposa group
liabilities consisted primarily of insurance policy and claim reserves totaling $988 million.

On March 29, 2013, we sold our interest in substantially all of our insurance subsidiaries to Enstar for $153 million in cash and
recorded again on sale of $21 million ($13 million after-tax), which is reflected in the table below.

The following table summarizes the operating results of our discontinued Insurance business for the periods presented:

Year Ended December 31, 2013 2012 2011

(in millions)
Net interest income and other revenUEST@ ... $ 70 $ 167 $ 362
Income (loss) from discontinued operations before income tax® ..............coocoeveereeeeeeseeceseennees (10) (162) 17

@ Interest expense, which isincluded as acomponent of net interest income, was allocated to discontinued operations in accordance with our existing internal
transfer pricing policy. This policy uses match funding based on the expected lives of the assets and liabilities of the business at the time of origination,
subject to periodic review, as demonstrated by the expected cash flows and re-pricing characteristics of the underlying assets.

@ For the year ended December 31, 2012 amountsinclude the lower of amortized cost or fair value adjustment of $119 million as discussed above which was
reported as a component of other revenues.

Assets and liabilities of our discontinued Insurance operations, which are reported as a component of Assets of discontinued
operations and Liabilities of discontinued operationsin our consolidated balance sheet, consisted of the following:
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December 31, December 31,
2013 2012
(in millions)
L@ TSRS $ — 3 2
Interest bearing deposits With DaNKS...........cccceieiccccc e — 29
AV |8DIE-FOr-SAlE SECUNTIES.......covieeecee ettt st st eneeee e e — 1,411
(@11 == (TSRS — 226
Assets of discontinued operations............. — $ 1,668
Insurance policy and claim reserves — $ 988
(@151 B T o ] LT 1= SRS — 224
Liabilities of discontinUed OPEratioNS............c.ceeeeeveieueeieeieetee ettt es $ — $ 1,212

Commercial Beginning in the second quarter of 2012, we have reported our Commercial business in discontinued operations as
there are no longer any outstanding receivable balances or any remaining significant cash flows generated from this business. The
following table summarizes the operating results of our discontinued Commercial business for the periods presented:

Year Ended December 31, 2013 2012 2011

(in millions)
Net interest income and OthEr FEVENUES™Y ............vveeeeeeeseeseeeeeeeeeseseeseeseeeeeeesesseseeeseseeeesees $ 2 $ 23 $ 10
Income from discontinued operations before iNCOME taXx .........ccouevrereiereeveeeseeesienene 14 20 6

@ Interest expense, which isincluded as a component of net interest income, was allocated to discontinued operations in accordance with our existing internal

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

2011 Discontinued Operations:

Card and Retail Services On May 1, 2012, HSBC, through its wholly-owned subsidiaries HSBC Finance Corporation, HSBC
USA Inc. and other wholly-owned affiliates, sold its Card and Retail Services business to Capital One Financial Corporation
(“Capital One”) for a premium of 8.75 percent of receivables. In addition to receivables, the sale included real estate and certain
other assets and liabilities which were sold at book value or, in the case of real estate, appraised value. Under the terms of the
agreement, interestsin facilitiesin Chesapeake, Virginia; LasVegas, Nevada; Mettawa, lllinois; Volo, Illinois; Hanover, Maryland,;
Salinas, California; Sioux Falls, South Dakota and Tigard, Oregon were sold or transferred to Capital One, although we have
entered into site-sharing arrangements for certain of these locationsfor aperiod of time. Thetotal cash consideration was $11,786
million, which resulted in a pre-tax gain of $2,178 million ($1,421 million after-tax) being recorded during the second quarter of
2012. The majority of the employeesin our Card and Retail Services business transferred to Capital One. As such, no significant
one-time closure or severance costs were incurred as aresult of thistransaction. Our Card and Retail Services businessisreported
in discontinued operations.

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

Year Ended December 31, 2013 2012 2011

(in millions)
Net interest income and Other FVENUEST P ...........veoeeeeeeeeeeeeeeeeee e ssee e reeeen $ 1 $ 3342 $ 3729
Income (loss) from discontinued operations beforeincome tax®® ..o, (253) 2,649 1,364

Interest expense, which isincluded as a component of net interest income, was allocated to discontinued operations in accordance with our existing internal
transfer pricing policy. This policy uses match funding based on the expected lives of the assets and liabilities of the business at the time of origination, subject
to periodic review, as demonstrated by the expected cash flows and re-pricing characteristics of the underlying assets.

@ For 2012, amountsinclude the gain on sale to Capital One of $2,178 million. For 2012, anounts also includes a gain of $79 million resulting from the sale of

account relationships to HSBC Bank USA which we had previously purchased from HSBC Bank USA in July 2004.

®  For 2013, amount includes an incremental expense of $87 million recorded based on actions taken and to be taken in connection with an industry review of

enhancement services products. Additionally for 2013, the amounts also reflect expenses related to activities to complete the separation of the credit card
operational infrastructure between us and Capital One. We expect costs associated with the separation of the credit card operational infrastructure to continue
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into 2014. For 2013 amounts also reflect alegal accrual of $40 million. See Note 22, "Litigation and Regulatory Matters," for further discussion of the legal
matter.

Assets and liabilities of our discontinued Card and Retail Services business, which are reported as a component of Assets of
discontinued operations and Liabilities of discontinued operationsin our consolidated balance sheet, consisted of the following;:

December 31, December 31,

2013 2012
(in millions)
a9 ettt e e e be b e e be bt e beeate bt eta bt eteahe et sheebesheebeeaeebeeaeetenaeents $ 23 $ 197
ONEE BSSEISY ...o.ooooeeeoeeee e s s es s ssses s 79 84
ASSets Of disCONtiNUEd OPEIELIONS.........cvovrerereireree e $ 102 $ 281
OthEr [1BDIITIESD ........oooeveecveeceeeesiee st 102 $ 283

Liabilities of discontinued operations 102 $ 283

@ At December 31, 2013 and December 31, 2012, other assets primarily consists of current and deferred taxes.
@ At December 31, 2013 and December 31, 2012, other liabilities primarily consists of certain legal accruals as discussed above.

2010 Discontinued Operations:

Taxpayer Financial Services ("TFS") In December 2010, it was determined that we would not offer any tax refund anticipation
loans or related products for the 2011 tax season and we exited the TFS business. As a result of this decision, our TFS business
was reported in discontinued operations. Therewere no assetsor liabilitiesin our TFS business as of December 31, 2013 and 2012.
The following summarizes the operating results of our TFS business for the periods presented:

Year Ended December 31, 2013 2012 2011

(in millions)
Net interest income and Other FEVENUES™ ...........c.veeeereeeeeeeeeeeeseeeeeseeseeseeseeesseessesee $ — 3 — 3 2
Income (loss) from discontinued operations before income tax — — 4

@ Interest expense, which is included as a component of net interest income, has been allocated to discontinued operations in accordance with our existing
internal transfer pricing policy. Thispolicy usesmatch funding based on the expected lives of the assetsand liabilitiesof the businessat thetime of origination,
subject to periodic review, as demonstrated by the expected cash flows and re-pricing characteristics of the underlying assets.

Auto Finance In March 2010, we sold our auto finance receivable servicing operations as well as a portion of our auto finance
receivable portfolio to Santander Consumer USA Inc. (“SC USA™) and in August 2010, we sold the remainder of our auto finance
receivable portfolioand other rel ated assetsto SC USA. Asaresult, our Auto Financebusiness, previously includedin our Consumer
Segment, is reported as discontinued operations. The assets and liabilities of our Auto Finance business as of December 31, 2013
and 2012 were not significant. The following summarizes the operating results of our Auto Finance business for the periods

presented:

Year Ended December 31, 2013 2012 2011

(in millions)
Net interest income and other revenUES™®@ ... ..., $ — $ 14 $ —
Income (loss) from discontinued operations before income tax® ...........c.cocveeveereeeeene. — 14 3

@ Interest expense, which is included as a component of net interest income, has been allocated to discontinued operations in accordance with our existing
internal transfer pricing policy. Thispolicy usesmatch funding based on the expected lives of theassetsand liabilities of the businessat thetimeof origination,
subject to periodic review, as demonstrated by the expected cash flows and re-pricing characteristics of the underlying assets.

@ For the year ended December 31, 2012, amounts reflect the receipt of a state sales tax refund from the state of California related to accounts that were
charged-off prior to the sale of the Auto Finance business.
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4. Securities

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

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

Securities Purchased Under Agreements to Resell Securities purchased under agreements to resell ("Resale Agreements') are
treated as collateralized financing transactions and are carried on our balance sheet at the amount advanced plus accrued interest
with a balance of $6.9 hillion and $2.2 billion at December 31, 2013 and December 31, 2012, respectively, all of which were
purchased from HSBC Securities (USA) Inc. ("HSI"). Resale Agreements are collateralized by securities, and the market value of
thesecuritiesisregularly monitored, with additional collateral obtained when appropriate. At December 31, 2013 and December 31,
2012, the market value of the securities obtained as collateral exceeded the carrying value of the Resale Agreements.

5. Receivables

Receivables consisted of the following:

December 31, December 31,

2013 2012
(in millions)

Real estate secured:
= 0 1= T $ 23568 $ 29,301
= o] 1o I 1= TS 3,016 3,638
Total real estate SECUrEd FECEIVANIES.........coui ittt eeete e sreeeaeesree s 26,584 32,939
Accrued finance iNCOME aNd OtNEY ..ot snens 862 952
Credit 10SSreserve for FECEIVADIES ........coeeeeeceeeeeee et re bt (3,273) (4,607)
TOtal TECEIVADIES, NEL......ecveieieeiteeee sttt ettt s s e s b e st e se s st e beseese et este st esessesessseebesresresresresresenas $ 24,173 $ 29,284

Deferred origination fees, net of costs, totaled $183 million and $221 million at December 31, 2013 and December 31, 2012,
respectively, and are included in the receivable balance. Net unamortized premium on our receivables totaled $102 million and
$127 million at December 31, 2013 and December 31, 2012, respectively.

Collateralized funding transactions Secured financings previously issued under public trusts with a balance of $2,200 million at
December 31, 2013 are secured by $4,020 million of closed-end real estate secured receivables. Secured financings previously
issued under public trusts with a balance of $2,878 million at December 31, 2012 were secured by $4,898 million of closed-end
real estate secured receivables.

Age Analysis of Past Due Receivables The following tables summarize the past due status of our receivables at December 31,
2013 and December 31, 2012. Theaging of past due amountsisdetermined based on the contractual delinquency statusof payments
made under the receivable. An account is generally considered to be contractually delinquent when payments have not been made
in accordance with the loan terms. Delinquency status is affected by customer account management policies and practices such
asre-age.
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Past Due Total Total
December 31, 2013 30 - 89 days 90+ days Past Due Current?  Receivables®
(in millions)
Real estate secured:
[T AL L= o 1 $ 2,462 $ 1538 $ 4000 $ 19568 $ 23,568
SECONA BN .. 249 192 441 2,575 3,016
Total real estate secured receivables?................covnrnee $ 2711 $ 1730 $ 4441 $ 22143 $ 26,584
Past Due Total Total
December 31, 2012 30 - 89 days 90+ days Past Due Current™  Receivables®
(in millions)
Real estate secured:
T L 1 T= o [T $ 2759 $ 2748 $ 5507 $ 23794 $ 29,301
SECONA BN ... 316 239 555 3,083 3,638
Total real estate secured receivables? ..., $ 3075 $ 2987 $ 6062 $ 26877 $ 32,939

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

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

®  Our real estate secured receivables have historically been maintained on two mortgage loan servicing platforms which resulted in differences relating to
how contractual delinquency was determined. In April 2013, we moved all closed-end real estate secured receivables onto one platform which resulted in
the substantial majority of our real estate secured receivables utilizing the same platform.

Contractual maturities Contractual maturities of our receivables were as follows:

2014 2015 2016 2017 2018 Thereafter Total
(in millions)
Real estate secured:
First lien ..ooovceeece e $ 111 $ 2 3% 72 $ 9 $ 117 $ 23,127 $ 23,568
Second lieN.....cccoeveveeeeceeeee e 86 13 27 30 28 2,832 3,016

Total real estate secured receivables......... $ 197 $ 5 $ 29 $ 129 $ 145 $ 25959 $ 26,584

Asasubstantial portion of consumer receivables, based on our experience, will be repaid prior to contractual maturity, the above
maturity schedule should not be regarded as a forecast of future cash collections.

The following table summarizes contractual maturities of receivables due after one year by repricing characteristic:

Over 1
But Within Over
At December 31, 2013 5 Years 5 Years
(in millions)
Receivables at predetermined INTErESt FALES.........ccvreeireirieeree e seens $ 415 $ 23,979
Receivables at floating or adjuStabl@ FELES...........ccieeeirieeirieirie e 13 1,980
LI SO PTSSE PSP $ 428 $ 25,959

Nonaccrual receivables Nonaccrual consumer receivables and nonaccrual receivables held for sale are all receivables which are
90 or more days contractually delinquent as well as second lien loans (regardless of delinquency status) where the first lien loan
that we own or serviceis 90 or more days contractually delinquent. Nonaccrual receivables do not include receivables which have
made qualifying payments and have been re-aged such that the contractual delinquency status has been reset to current. If are-
aged loan subsequently experiences payment default and becomes 90 or more days contractually delinquent, it will be reported as
nonaccrual. Nonaccrual receivables and nonaccrual receivables held for sale consisted of the following:
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December 31, December 31,
2013 2012
(in millions)
Nonaccrual receivable portfolios:
Real €StAE SECUTEHY ..ot $ 1,769 $ 3,032
RecaiVables held fOr SAED ..........oooureeee s 1,422 2,161
Total NONACCTUAl FECEIVADIES ...ttt se s s eeee e $ 3191 $ 5,193

@ At December 31, 2013 and December 31, 2012, nonaccrual real estate secured receivables held for investment include $639 million and $1,748 million,
respectively, of receivablesthat are carried at the lower of amortized cost or fair value of the collateral less cost to sell.

@ For adiscussion of the movements between the components of nonaccrual receivables, see Note 7, "Receivables Held for Sale," which includes discussion

of thetransfer of real estate secured receivables that were carried at the lower of amortized cost or fair value of the collateral less cost to sell to held for sale
during the second quarter of 2012 aswell asdiscussion regarding theformal program introduced in the second quarter of 2013 to transfer receivables (meeting
pre-determined criteria) to held for sale when the receivable is written down to the lower of amortized cost or fair value of the collateral less cost to sell in
accordance with our existing charge-off policies.

®  Non-accrual receivables do not include receivables totaling $953 million and $1,497 million at December 31, 2013 and December 31, 2012, respectively,
which have been written down to the lower of amortized cost or fair value of thecollateral less cost to sell which arelessthan 90 days contractually delinquent
and not accruing interest.

The following table provides additional information on our total nonaccrual receivables:

Year Ended December 31, 2013 2012 2011
(in millions)
Interest income that would have been recorded if the nonaccrual receivable had been
current in accordance with contractual terms during the period ..........ccccooeeeeeeienieinnnnns $ 819 $ 1100 $ 1161
Interest income that was recorded on nonaccrual receivables included in interest income
on nonaccrual 10ans during the Period...........ccv s 216 331 462

Troubled Debt Restructurings TDR Loans represent receivables for which the original contractual terms have been modified to
provide for terms that are at less than a market rate of interest for new receivables because of deterioration in the borrower’s
financia status.

Modifications for real estate secured and personal non-credit card receivables may include changes to one or more terms of the
loan, including, but not limited to, achangein interest rate, an extension of the amortization period, areduction in payment amount
and partial forgiveness or deferment of principal. A substantial amount of our modificationsinvolveinterest rate reductions which
lower the amount of finance income we are contractually entitled to receive for a period of time in future periods. By lowering
the interest rate and making other changes to the loan terms, 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. Re-aging is an account management action that
resultsin the resetting of the contractual delinquency status of an account to current which generally requires the receipt of two
qualifying payments. TDR Loans are reserved for based on the present val ue of expected future cash flows discounted at the loans
original effectiveinterest rate which generally resultsin ahigher reserve requirement for these loans. The portion of the credit loss
reserves on TDR Loans that is associated with the discounting of cash flows is released from credit |oss reserves over the life of
the TDR Loan.

During 2012, we evaluated recently issued regulatory guidance requiring receivables discharged under Chapter 7 bankruptcy and
not re-affirmed to be classified as TDR Loan balances and made the decision to classify these receivables as TDR Loans which
resulted in an increase in TDR Loans of $1,018 million at December 31, 2012, of which 37 percent had been carried at the lower
of amortized cost or fair value of the collateral less cost to sell. Excluding the receivables carried at the lower of amortized cost
or fair value of the collateral less cost to sell, these receivables are now reserved for using a discounted cash flow analysis which
resulted in an increase in credit loss reserves during 2012 of approximately $40 million. For the receivables carried at the lower
of amortized cost or fair value of the collateral less cost to sell, there was no change in the reserves.

During the third quarter of 2011 we adopted an Accounting Standards Update which provided additional guidance to determine
whether arestructuring of areceivable meets the criteriato be considered a TDR Loan. Under this new guidance, we determined
that substantially all receivablesmodified asaresult of afinancia difficulty, regardless of whether the modification was permanent
or temporary, including all modifications with trial periods, should be reported as TDR Loans. Additionally, we determined that
all re-ages, except first time early stage delinquency re-ageswhere the customer has not been granted aprior re-age or modification
sincethe first quarter of 2007, should be considered TDR Loans, as we believe that multiple or later stage delinquency re-ages or
aneed for a modification to any of the loan terms other than to provide a market rate of interest provides evidence the borrower
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isexperiencing financial difficulty and aconcession hasbeen granted that ismore than insignificant. Asrequired, the new guidance
was applied retrospectively to restructurings occurring on or after January 1, 2011 and resulted in the reporting of an additional
$4,068 million of real estate secured receivables and an additional $717 million of personal non-credit card receivables as TDR
Loansduring thethird quarter of 2011 with credit lossreservesof $1,308 million associated with thesereceivables at September 30,
2011.

The following summarizes the drivers of the additional TDR Loans reported as a result of the Accounting Standards Update:

New TDR Loan Volume Upon Adoption of New Accounting Standards Update 2011
(in billions)
Interest rate loan modifications less than 12 months in duration during January 1, 2011 through September 30,

0 6 TR $ 1.4
Trial modifications during January 1, 2011 through September 30, 201L........cccccieveieiererieieee e 2
Re-ages during January 1, 2011 through September 30, 2011, excluding first-time early stage delinquency re-ages. 3.2
L0 = $ 4.8

Anincremental loan loss provision for these receivabl es using adiscounted cash flow analysis of approximately $925 million was
recorded during the third quarter of 2011. This discounted cash flow analysis, in addition to considering all expected future cash
flows, also takes into consideration the time value of money and the difference between the current interest rate and the original
effective interest rate on the loan. This methodology generally resultsin a higher reserve requirement for TDR Loans than loans
for which credit loss reserves are established using a roll rate migration analysis that only considers incurred credit losses. The
TDR Loan balances and related credit loss reserves for consumer receivables reported as of December 31, 2010 use our previous
definition of TDR Loans and as such, are not directly comparable to the current period bal ances.

Prior to the adoption of the Accounting Standards Update, we did not view re-ages or temporary rate reductions (generally less
than 12 months) as TDR L oans. We considered paragraph 5(c) of FASB Statement No. 15, “ Accounting by Debtors and Creditors
for Troubled Debt Restructurings’ (“FAS 15”), codified in paragraph 15-9(c) of Accounting Standards Codification (*ASC”)
Subtopic 310-40, “Troubled Debt Restructurings by Creditors,” which provides guidance on when the modification of the terms
of aloan contract represents a concession that may result in a modification qualifying as a TDR Loan (the other criterion being
theborrower experiencing financial difficulty). Inapplying paragraph 5(c) of FAS 15 or paragraph 15-9(c) of ASC Subtopic 310-40,
wefocused on whether re-ages or modificationsresulted in reducing theinterest rate on theloan for itsremaining life. Accordingly,
under our previous policy, athough such concessions were an indication that the borrower was experiencing financial difficulty,
we considered re-ages and temporary rate reductions (generally less than 12 months) granted to help borrowers overcome an
unexpected financial difficulty not to be concessions. However, we viewed loans for which we granted a 12-month or longer or
two or more consecutive six-month interest modifications as permanent modifications and, accordingly, concessions. Applying
the clarifications in the Accounting Standards Update, including the examples in the implementation guidance, caused us to
conclude that interest rate modifications of lessthan 12-months and re-ages (other than first-time early stage delinquency re-ages)
were concessions to borrowers experiencing financial difficulty that were not insignificant and should be reported as TDR Loans.

Thefollowingtablepresentsinformation about recel vablesand receivabl eshel d for sal ewhich asaresult of any account management
action taken during the year ended December 31, 2013, 2012 and 2011 became classified as TDR Loans.

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

Real estate secured:

[ A L= 2 OO $ 1,358 $ 2871 $ 6,145
= o] 1o I 1= TSR 166 329 625
Real estate secured receivables held for SAle.......cuoivceceri s 298 364 —
TOtal real ESEALE SECUIEU ......oeevii ettt ettt et e e e aee st e e saeeebeesaeeebeesseesnbeesanesnreees 1,822 3,564 6,770
Personal non-credit card receivables held for SAlE' ..........o.oeoieeeeeeeeeeeeeeeeeee e 28 294 —
Personal non-credit card receivables held for investment............coeevveeeeeceeccee e — — 1,058
TOAI ettt ettt r et et ee et et ee e s e e eeeee e e et es e et e neeneees $ 1850 $ 3858 $ 7,828

@ Asdiscussed more fully in Note 7, "Receivables Held for Sale," we sold our personal non-credit card receivable portfolio on April 1, 2013.
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@]

The following table summarizes the actions taken during the year ended December 31, 2013, 2012 and 2011 which resulted in the above receivables being
classified asa TDR Loan.

Year Ended December 31, 2013 2012 2011

(in millions)
$ 692 $ 1814 $ 3630
1,158 2,044 4,198
$ 180 $ 3838 $ 7,828

Receivables and receivables held for sale reported as TDR Loans consisted of the following:

December 31, December 31,
2013 2012

(in millions)

TDR Loans: Y@
Real estate secured:

T e 1= 3OO $ 10633 $ 12,671
S o016 1= 8 AT 1,047 1,205
Real estate secured receivables held fOr SAE® ...t 1,392 1,936
Total real ESALE SECUNEA.........cuecieeeeeeeeeeeeeeee ettt sttt st st et et e e e e ese e e eaeebeebeeaeebeabesresnens 13,072 15,812
Personal non-credit card receivables held for SAle®® ... — 502
TOLAl TDR LOBNS.....eoveeeeveeeeeeeeeeeseeeeeeeeeeseeees s s e eeeseessese e esesesese e eseeeseeeeeeseeesees et eesees e sseessneeesne $ 13072 $ 16,404

Credit loss reserves for TDR Loans:
Real estate secured:

2294 $ 3,104
360 523
2,654 $ 3,627

]

(©)]

(O]

O]

(6)

TDR Loans are considered to be impaired loans regardless of accrual status.

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

December 31, December 31,
2013 2012

(in millions)
Real estate secured:

LT 0 L= SRS $ 10,983 $ 13,569
SECONA LIBN ...ttt ettt et et e st e et eaeeaeeae et e ebeeaeesbeebeesseeaesasenbeebeeseebesbeensesesasentenbeeasenaesbeeneensesas 1,188 1,315
Real estate secured receivablesS NEIA fOr SAIE........ciiviiciieccce et 2,587 4,912
TOUEl FEAl ESLAIE SECUNEU.......vtvvttttet ittt bbb bbb bbb bbb bbb bbb bbb bbb b b s b b e enebnas 14,758 19,796
Personal non-credit card receivableS hEld fOr SAIE........c.oiiicieiiecececeeece ettt eaens — 1,139
TOtA TDR LOBNS ... tiviuiiuicteeeteiteseeteetestetesestsesesesbesse e ssesbessesssaessessabesse s ese et ensessaasssesseseabessessebenbensasesaesseseabesaensereatenes $ 14,758 $ 20,935

At December 31, 2013, the unpaid principal balances reflected above include $92 million which has received areduction in the unpaid principa balance as
part of an account management action.

There are no credit |oss reserves associated with receivables classified as held for sale asthey are carried at the lower of amortized cost or fair value.

At December 31, 2013 and December 31, 2012, TDR Loans held for investment totaling $604 million and $1,488 million, respectively, are recorded at the
lower of amortized cost or fair value of the collateral less cost to sell.

Included in credit loss reserves.

Asdiscussed more fully in Note 7, "Receivables Held for Sale," we sold our personal non-credit card receivable portfolio on April 1, 2013.
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The following table discloses receivables and receivables held for sale which were classified as TDR Loans during the previous
12 months which subsequently became sixty days or greater contractually delinquent during the year ended December 31, 2013,
2012 and 2011.

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

Real estate secured:

T = 1= TSN 3 765 $ 1,837 $ 1,941
SECONA LIBN....eeie ettt ettt ettt e st et et e st et e s ens e e eseeseeaeeaeebeebesbeabetas 116 259 189
Real estate secured receivables held for Sale........ooi e 342 365 —
Total real EStale SECUNEU.......ccueeieiieieceee et s s re et e e ra e beere e reeneenreenes 1,223 2,461 2,130
Personal non-credit card receivablesheld for sale.........ccooieeiiiiciiceceeeee e, 21 262 —
Personal non-credit card receivables held for investment..........cccoccvvevevevccccecceccene e — — 418
TOMAL ... ettt ettt ettt aeebeeheeheebeebeeheebebesbe b entens et eaeeaeeaeeaeeteetesaeerentas $ 1244 $ 2723 $ 2548

The volume of TDR Loans which were classified as TDR Loans during the previous 12 months and became sixty days or greater
contractually delinquent during 2013 decreased as aresult of the lower new TDR Loan volumes as compared with the prior year.

The following table provides additional information relating to TDR Loans, including TDR Loans held for sale:

Year Ended December 31, 2013 2012 2011
(in millions)
Average balance of TDR Loans:
Real estate secured:
T A 1T o OSSP RRRR $ 14430 $ 14657 $ 11,450
S o 0) 0 1o 1T o TSSO 1,136 1,219 901
Total real eState SECUNE.......ooviiierieseeiee et se e e e ne e eneas 15,566 15,876 12,351
Personal NON-Credit Card............ooueieiiiiiiciee ettt ettt s be e e 144 925 1,161
Total average balance of TDR LOANS........c.ccucuiiieieiceieeeieteteee ettt be e $ 15710 $ 16,801 $ 13512
Interest income recognized on TDR Loans: -
Real estate secured:
TS Al 1= o TSSOSO $ 927 $ 871 $ 590
1SS o006 1 1T o TSSOSO 108 104 62
Total real eStale SECUMEU......c..oieeciecee ettt sttt saa e beenee s 1,035 975 652
Personal NON-Credit Card...........oovieireiiee e e e 40 174 133
Total interest income recognized 0N TDR LOANS.......cocrirerenenere e $ 1075 $ 1149 $ 785
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Consumer Receivable Credit Quality Indicators Credit quality indicators used for consumer receivables include a loan's
delinquency status, whether the loan is performing and whether the loan isa TDR Loan.

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

December 31, 2013 December 31, 2012
Dollars of Delinquency Dollars of Delinquency
Delinquency Ratio Delinquency Ratio

(dollars are in millions)
Real estate secured:

TS ol 1T= o [ SRR $ 2,387 10.13% $ 3,645 12.44%
SECONA [IBN....eiiie et 275 9.12 349 9.59
Real estate secured receivablesheld for sale........coovveieiecnciccicece 1,473 71.96 2,176 72.01
Total real estate SECUNEd.......ccucveieecrieece e 4,135 14.44 6,170 17.16
Personal non-credit card receivablesheld for sale.........coocoeeveeevecveecneeennen. — — 103 3.24
TOMAL .ottt bbbt s reae s rere b eae b neenenes $ 4,135 14.44% $ 6,273 16.03%

Nonperforming The following table summarizes the status of receivables and receivables held for sale;

Nonaccrual
Accruing Loans Loans® Total

(in millions)

At December 31, 2013

Real €5tate SECUMEOMP ... oottt $ 24815 $ 1,769 $ 26,584
RecaivableS held fOr SAl........oouiiiiie e 625 1,422 2,047
TOMBL. et s ettt e st e et ee e er e $ 25440 $ 3,191 $ 28,631
At December 31, 2012 -
Real estate SECUMEOMP .. oot $ 29,907 $ 3,032 $ 32,939
Receivables held fOr Sale..........co i e 4,042 2,161 6,203
TOMBL. .ottt et et ee e e $ 33949 $ 5193 $ 39,142

@ At December 31, 2013 and December 31, 2012, nonaccrual real estate secured receivables held for investment include $639 million and $1,748 million,
respectively, of receivablesthat are carried at the lower of amortized cost or fair value of the collateral less cost to sell.

@ At December 31, 2013 and December 31, 2012, nonaccrual real estate secured receivables held for investment include $1,245 million and $2,096 million,
respectively, of TDR Loans, some of which may also be carried at fair value of the collateral less cost to sell.

®  Nonaccrual loans do not include receivables totaling $953 million and $1,497 million at December 31, 2013 and December 31, 2012, respectively, which
have been written down to the lower of amortized cost or fair value of the collateral less cost to sell which are less than 90 days contractually delinquent
and not accruing interest.

Troubled debt restructurings See discussion of TDR Loans above for further details on this credit quality indicator.
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6. Credit Loss Reserves

Thefollowing table summarizes the changesin credit loss reserves by product/class and the related receivabl e balance by product

during the years ended December 31, 2013, 2012 and 2011:

Real Estate Secured

Personal Non-

Year Ended December 31, 2013:

Credit loss reserve balance at beginning of period...........ccccoveinrnienene.
Provision for credit I0SSES........ciirreeee e

Net charge-offs:

ChargE-OffS™ ... eee s e
RECOVENIES......ecuiiteeieticieese ettt st a s

Reserves on receivables transferred to held for sale

Credit loss reserve balance at end of period ..........cocccverveneicnennennens

Reserve components:

Collectively evaluated for impairment..........ccocooveeveienercieseiesescesienens
Individually evaluated for impairment® ............coooveveveeeereeererrserrsenns

Receivables carried at the lower of amortized cost or fair value of the

collateral 1€SS COSt O SEll......cucveueiiiiriieieiiecee e
Receivables acquired with deteriorated credit quality ........ccccoeveerennnens
Total Credit 0SS TESEIVES........cccuirireircereee e

Receivables:

Collectively evaluated for impairment...........c.cooeereinenniensineineeens
Individually evaluated for impairment™® ..o,

Receivables carried at the lower of amortized cost or fair value of the

collateral 1SS COSttO SEl....cviviiiiiiiicece e
Receivables acquired with deteriorated credit quality .......ccccovveevienienens
TOtal rECEIVADIES.......eeceeeceeecteeceece ettt

Year ended December 31, 2012:

Credit loss reserve balance at beginning of period..........ccccoceevvevienienns
Provision fOr Credit I0SSESP..........o.oeeeeeeeeeeeeeseeeeeeeseeeeeeeeeeeseeeseseseees

Net charge-offs:

CharGE-OFS™ ...ttt
RECOVENTES ...ttt ettt
Total Net Charge-offS.......cccovriirrecere e
Reserves on receivables transferred to held for sale.........cooviiiiiinee.
Credit loss reserve balance at end of period ..........coccceverreneicnenneninens

Reserve components:

Collectively evaluated for impairment..........cccoooveeveienercieseiesescesenens
Individually evaluated for impairment® ............coooveeeveeeereeerrereserinenns

Receivables carried at the lower of amortized cost or fair value of the

collateral 1€sS COSt O SEll......c.cviuiiiiiriieiiiiceee e
Receivables acquired with deteriorated credit quality ........ccccoeveerennens
Total Credit 0SS TESEIVES........cccirireircirreeere e

118

First Lien Second Lien Credit Card Other Total
(in millions)
$ 3,867 $ 740 3% — $ — $ 4607
(29) 53 (50) — (22)
(1,186) (335) — — (1,521)
112 38 50 — 200
(1,074) (297) 50 — (1,321)
8 — — 8
$ 2,777 % 49 $ — $ — $ 3273
$ 469 $ 135 $ — $ — 3 604
2,256 360 — — 2,616
51 1 — — 52
1 — — — 1
$ 2,777 $ 496 $ — $ — $ 3273
$ 12,656 $ 1961 $ — $ — $ 14617
10,073 1,003 — — 11,076
830 49 — — 879
9 3 — — 12
$ 23,568 $ 3,016 $ — $ — $ 26584

60 58 299 — 417
(2,034) (480) (0 — (2,604)

— — (965)  — (965)

$ 387 $ 740 $ — $ — $ 4607
$ 722 °$ 215 $ — $ — $ 937
3,010 523 — — 3,533

131 1 — — 132

4 1 — — 5

$ 387 $ 740 $ — $ — $ 4607
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Real Estate Secured

Personal Non-
First Lien Second Lien Credit Card Other Total

(in millions)
Receivables:
Collectively evaluated for impairment...........cccoccueevecvereneeeeeseeeennne $ 16012 $ 2414 $ — $ — $ 18426
Individually evaluated for impairment™ .............coooooroecomeeeeeecreseresersenone 11,233 1,155 — — 12,388
Receivables carried at the lower of amortized cost or fair value of the
collateral 1€SSCOSt O SEll.....cuvvirieiirreereerre s 2,043 66 — — 2,109
Receivables acquired with deteriorated credit quality .......cccoovveviveiiennnne. 13 3 — — 16

Total receivables

Year ended December 31, 2011:

Credit loss reserve balance at beginning of period...........ccccceeeverieviennnee. $ 335 % 832 $ 1325 $¢ — $ 5512
Provision for credit 10Se8™............covvuereeeeeeeeeeeeeeee e 3,227 758 433 — 4,418
Net charge-offs:

Charge-0ffS... i (2,527) (827) (1,227) — (4,481)

RECOVEITES ...ttt 34 60 409 — 503
Total Net Charge-offS........ooicicc e (2,493) (767) (718) — (3,978)
Credit loss reserve balance at end of period .........cccceeeveveieiecineniceseennn $ 408 $ 823 $ 1040 $ — $ 50952
Reserve components: -
Collectively evaluated for impairment...........cocooeoeieiiennienecrereeseeee $ 632 $ 286 $ 3 $ — $ 1252
Individually evaluated for impairment® _............ccccccooovvemmrecrerresnrnn. 3,026 534 706 — 4,266

Receivables carried at the lower of amortized cost or fair value of the

collateral less cost to sell 423 2 — — 425
Receivables acquired with deteriorated credit quality ..........cccoeovvecerieee 8 1 — — 9
Total Credit IOSSTESEIVES. ......cccveeeveeeteecteeete ettt ettt e $ 408 $ 823 $ 1040 $ — $ 5952
Receivables: -
Collectively evaluated for impairment..........cccoeeeeivieeeesinseesseesenns $ 21660 $ 3358 $ 385 $ 3 $ 28876
Individually evaluated for impairment™® ............occooveeeeeoreeeereereeesreereee 10,693 1,024 1,341 — 13,058
Receivables carried at the lower of amortized cost or fair value of the

collateral 1SS COSt tO SEl....uviiiieieiecec e 5,847 90 — — 5,937
Receivables acquired with deteriorated credit quality .........ccovrvecreneennes 35 6 — — 41
TOtal FECEIVADIES ..ottt ettt $ 3823 $ 4478 $ 5196 $ 3 $ 47,912

(6]

These amounts represent TDR Loans for which we evaluate reserves using a discounted cash flow methodology. Each loan isindividually identified as a
TDR Loan and then grouped together with other TDR Loans with similar characteristics. The discounted cash flow impairment analysisis then applied to
these groups of TDR Loans. The receivable balance above excludes TDR Loansthat are carried at the lower of amortized cost or fair value of the collateral
lesscost tosell whichtotaled $604 million, $1,488 millionand $2,526 million at December 31, 2013, December 31, 2012 and December 31, 2011, respectively.
The reserve component above excludes credit loss reserves for TDR Loans that are carried at the lower of amortized cost or fair value of the collateral less
cost to sell which totaled $38 million, $94 million and $143 million at December 31, 2013, December 31, 2012 and December 31, 2011, respectively. These
credit loss reserves are reflected within receivables carried at the lower of amortized cost or fair value of the collateral less cost to sell in the table above.

Provision for credit losses during 2012 includes $112 million related to the lower of amortized cost or fair value attributable to credit for personal non-credit
card receivables transferred to held for sale at June 30, 2012. See Note 7, "Receivables Held for Sale," for additional information.

Provision for credit losses for 2011 includes $925 million related to the adoption of new accounting guidance for TDR Loans in the third quarter of 2011
as discussed more fully in Note 5, "Receivables.”

For collateral dependent receivables that are transferred to held for sale, existing credit loss reserves at the time of transfer are recognized as a charge-off.
We transferred to held for sale certain real estate secured receivables during 2013 and 2012 that were carried at the lower of amortized cost or fair value of
the collateral less cost to sell and recognized the existing credit |0ss reserves on these receivables as additional charge-off totaling $164 million during 2013
and $333 million during 2012.

We historically have estimated probable losses for real estate secured receivables collectively evaluated for impairment which do
not qualify asatroubled debt restructure using aroll rate migration analysis that estimates the likelihood that aloan will progress
through the various stages of delinquency and ultimately charge-off. This has historically resulted in the identification of aloss
emergenceperiod for thesereal estate secured receivables collectively evaluated for impairment using aroll rate migrationanalysis
which results in approximately 7 months of losses in our credit loss reserves. A loss coverage of 12 months using a roll rate
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migrationanalysiswould bemorealignedwith U.S. bank industry practice. Aspreviously disclosedin 2012, our regul atorsindicated
they would like usto more closely align our loss coverage period implicit within theroll rate methodol ogy with U.S. bank industry
practice. During 2012, we extended our loss emergence period to 12 monthsfor U.S. GAAP. Asaresult, during 2012, weincreased
credit lossreserves by approximately $350 million for theseloans. Wewill perform an annual review of our portfolio going forward
to assess the period of time utilized in our roll rate migration period.

During 2011, we reviewed our existing models for determining credit loss reserves. As part of this process, we considered recent
environmental activity including the impact of foreclosure delays, unique characteristics of our run-off portfolio and changesin
how loans are ultimately running off. As a result, we made certain enhancements to our credit 10ss reserve estimation process
during 2011. These changes in estimation were necessary because previous estimation techniques no longer represented the
composition of the run-off portfolio or the current environment. These changes involved enhancements to the process for
determining loss severity associated with real estate loans; revisions to our estimate of projected cash flows for TDR Loans; and
increased segmentation of the loan portfolio based on the risk characteristics of the underlying loans.

7. Receivables Held for Sale

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

During 2013, we sold real estate secured receivables in multiple transactions to a third-party investor with an aggregate unpaid
principal balance of $5,685 million (aggregate carrying value of $3,127 million) at thetime of sale, which included $4,561 million
(aggregate carrying value of $2,493 million) that was sold during the fourth quarter of 2013. Aggregate cash consideration received
during 2013 for thesereal estate secured receivabl estotal ed $3,131 million. Weincurred al ossonthesetransactionsof approximately
$89 million during 2013, reflecting transaction fees and any lower of amortized cost or fair value adjustment recorded upon sale
since the last quarterly reporting date prior to sale.

The market demand for first lien partially charged-off accounts has been strong throughout 2013. As a result of this increased
market demand, in June 2013, wedecided wenolonger havetheintent to hold for investment first lienreal estate secured receivables
once they have been written down to the lower of amortized cost or fair value of the collateral less cost to sell, subject to certain
exceptions, primarily receivables associated with secured financings which are not saleable. As a result, we adopted a formal
program toinitiate sale activitiesfor real estate secured receivablesin our held for investment portfolio when areceivable meeting
pre-determined criteriais written down to the lower of amortized cost or fair value of the collateral less cost to sell in accordance
with our existing charge-off policies (generally 180 days past due). During 2013, we transferred real estate secured receivablesto
held for sale with an unpaid principal balance of approximately $3,612 million at the time of transfer. The net realizable value
(carryingvalue) of thesereceivablesprior totransfer after considering thefair valueof the property lesscost to sell wasapproximately
$2,506 million during 2013.

Aswe now plan to sell these receivables to third party investors, fair value represents the price we believe a third party investor
would pay to acquire the receivable portfolios. A third party investor would incorporate a number of assumptions in predicting
future cash flows, such as differencesin overall cost of capital assumptions, which may result in alower estimate of fair value for
the cash flows associated with the receivables. Accordingly, during 2013 we recorded a lower of amortized cost or fair value
adjustment of $212 million associated with the newly transferred loans, all of which was attributable to non-credit rel ated factors
as these receivables were aready carried at the lower of amortized cost or fair value of the collateral less cost to sell and was
recorded as a component of total other revenues in the consolidated statement of income (10ss).

We expect that receivables held for sale at December 31, 2013 will be sold in multiple transactions generally over the next 15
months or, if theforeclosure processis completed prior to sale, the underlying properties acquired in satisfaction of thereceivables
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will be classified as real estate owned (“REQ”) and sold. As we continue to work with borrowers, we may also agree to a short
sale whereby the property is sold by the borrower at a price which has been pre-negotiated with us and the borrower is released
from further obligation. Accordingly, based on the projected timing of loan sales and the expected flow of foreclosure volumeinto
REO over the next 15 months, a portion of the real estate secured receivables classified as held for sale will ultimately become
REO. As aresult, a portion of the fair value adjustment on receivables held for sale may be reversed in earnings over time. This
estimate of fair value is highly dependent upon the timing and size of future receivable sales as well as the volume and timelines
associated with foreclosure activity. During 2013 and 2012, we transferred a portion of our real estate secured receivable portfolio
held for sale with a carrying value of $529 million and $168 million, respectively, to REO after obtaining title to the underlying
collateral and reversed a portion of the lower of amortized cost or fair value adjustment previously recorded totaling $40 million
and $50 million, respectively. Additionally, during 2013 and 2012, we completed short sales on real estate secured receivables
with a carrying value of $182 million and $96 million, respectively. As aresult of these short sales, we reversed a portion of the
lower of amortized cost or fair value adjustment previously recorded totaling $22 million and $20 million, respectively, during
2013 and 2012, respectively, as the agreed price was higher than the carrying value.

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

On March 5, 2013, we entered into an agreement to sell our personal non-credit card receivable portfolio to trusts for which
affiliates of Springleaf Finance, Inc. ("Springleaf"), Newcastle Investment Corp. and Blackstone Tactical Opportunities Advisors
L.L.C. are the sole beneficiaries (collectively, the "Purchasers"). On March 5, 2013, we also entered into an agreement to sell a
loan servicing facility and rel ated assetslocated in London, Kentucky (the"Facility") to Springleaf. On April 1, 2013, we compl eted
thesaleof our personal non-credit card receivable portfoliowith an aggregate unpaid principal balance of $3,760 million (aggregate
carrying vaue of $2,947 million) at March 31, 2013 to the Purchasers. Total cash consideration received was $2,964 million.
During the second quarter of 2013, we recorded aloss on sale of $11 million primarily related to transaction fees. On September
1, 2013, we completed the sale of the Facility to Springleaf and recognized an immaterial gain on sale of the Facility. Additionally,
on September 1, 2013 the personal non-credit card receivables were converted onto the Purchasers system and we transferred to
the Purchasers over 200 employees who had performed servicing activitiesfor these and other receivables. Prior to the conversion
of these receivable to the Purchaser's systems, we serviced these personal non-credit card receivablesfor the Purchasersfor afee.
Servicing fee revenues recorded for servicing these personal non-credit card receivables during 2013 totaled $28 million.

Receivables held for sale which are carried at the lower of amortized cost or fair value consisted of the following:

December 31, December 31,

2013 2012
(in millions)
First [ien real €State SECUMEM ..........c.oivcuiiieeiieisiecseee ettt b et st ne st st neetns $ 2,047 % 3,022
Personal NON-Credit Card..........c.coiiiiiiice et s b e sae e sre s e e sreenaesreennens — 3,181
Total recelVablES NEld fOr SAIE......c..oeeeceeeeeeeeee et sttt $ 2,047 $ 6,203
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The following table summarizes the activity in receivables held for sale during 2013 and 2012:

Real Estate Personal Non-

Secured Credit Card Total
(in millions)
Year Ended December 31, 2013:
Receivables held for sale at beginning of period..........oooeverereininirneeee $ 3,022 $ 3,181 $ 6,203
Receivable sdles:
First lien real estate SECUred..........ccvcvciciiiiicicicic s (3,127) — (3,127)
Personal non-credit card reCEiVablEs ..........ovvvicieiiicc — (2,947) (2,947)

Lower of amortized cost or fair value adjustment on receivables held for sale....... 830 (82) 748
Carrying value of real estate secured receivables held for sale settled through

short sale or transfer to REO...........cociiiiiiicic s (711) — (711)
Change in receivable balance, including Collections.............ccovvvncciniciciiiinns 97) (152) (249)
Transfer of first lien real estate secured into held for sale at the lower of

amortized cost OF fair VAIUEY .............oooovveeeeeeeeeeeeeesseseeees s 2,130 — 2,130
Receivables held for sale at end of period@..........co.coovoveeeeeeeeeeeeeeeee e, 2,047 $ — $ 2,047

Year Ended December 31, 2012:

Receivables held for sale at beginning of Period..........ocooeereieieiniceee $ — % — % —
Lower of amortized cost or fair value adjustment on receivables held for sale....... 3 21 18
Carrying value of real estate secured receivables held for sale settled through

short sale or transfer to REO.........ocicnc s (264) — (264)
Change in receivable balance, including collections..............ccvvviinniiiinne, 2 (309) (307)
Transfer of receivablesinto held for sale at the lower of amortized cost or fair

VAIUEY ..ot e 3,287 3,469 6,756
Receivables held for sale at end of Period®...........coc.oeververeieeeeseeenseseeeeseessisneens 302 $ 3181 $ 6,203

The lower of amortized cost or fair value adjustment on receivables transferred into held for sale during 2013 and 2012 totaled $212 million and $1,659
million, respectively, including the credit component recorded in the provision for credit losses for the personal non-credit card receivables transferred to

held for sale during 2012.

Net of avaluation allowance of $329 million and $1,452 million at December 31, 2013 and December 31, 2012, respectively. The following table provides

arollforward of our valuation allowance for 2013 and 2012:

Year Ended December 31,

Balance at beginning Of PEITOT .........c.cirieiiririeieerriee e

Initial valuation allowance for receivables transferred to held for sale during the period

Release of valuation allowance resulting from improvementsin fair value............cccoveeevnvccencneseeenns

Change in of valuation allowance for collections, oans sold, charged-off, transferred to REO or short sale
Balance at €N OF PEITOM .......coviuruiiririeiere ettt e et
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2013 2012
(in millions)
.............. $ 1452 $ —
212 1,529
.............. (748) —
....... (587) (77)
.............. $ 329 $ 1,452
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The following table summarizes the components of the lower of amortized cost or fair value adjustment recorded in provision for
credit losses and other revenues during 2013 and 2012;

Lower of Amortized Cost or Fair Value
Adjustments Associated With

Fair Value REO Short Sales Total
(in millions)
(Income)/Expense:
Year Ended December 31, 2013:
Lower of amortized cost or fair value adjustments recorded as a
component of:
Other revenues:
Initial lower of amortized cost or fair value adjustment ............ $ 212 % — $ — 3 212
Subsequent to initial transfer to held for sale®............ccccoouunene. (686) (40) (22) (748)
Total recorded through other revenues...........ccccveveeeevcevesennn, (474) (40) (22) (536)
Lower of amortized cost or fair value adjustment ............ccovveveeeenenes $ 474) $ (40) $ (22) $ (536)
Year Ended December 31, 2012:
Lower of amortized cost or fair value adjustments recorded as a
component of:
Provision for credit [0SSES.........cocvvvicveeieeneecieseseee e $ 112 $ — $ — $ 112
Other revenues:
Initial lower of amortized cost or fair value adjustment ............ 1,547 — — 1,547
Subsequent to initial transfer to held for sale 52 (50) (20) (18)
Total recorded through other revenues............ccceeeererenierenieene 1,599 (50) (20) 1,529
Lower of amortized cost or fair value adjustment ............cccccevveeenienens $ 1,711 $ (50) $ (20) $ 1,641

@ For 2013, the fair value of the lower of amortized cost or fair value adjustment reflects an increase in the relative fair value of $768 million related to real

estate secured receivables held for saleand an additional charge of $82 million related to personal non-credit card receivables prior to the sale of thisportfolio
onApril 1, 2013.

During 2013, we reversed $768 million of the lower of amortized cost or fair value adjustment previously recorded primarily due
to an increase in the relative fair value of the real estate secured receivables held for sale during 2013 largely due to improved
conditions in the housing industry driven by increased property values and, to a lesser extent, lower required market yields and
increased investor demand for these types of receivables. During thefirst quarter of 2013, the fair value of the personal non-credit
card receivables held for sale decreased by $82 million, reflecting the excess of the interest and fee income on the loans over the
fees received from the Purchasers as the sale agreement called for interest and fees on the loans to pass to the Purchasers after
December 31, 2012 in return for a cost of carry and servicing fee to be paid to the seller.

8. Properties and Equipment, Net

Property and Equipment consisted of the following:

December 31, December 31,

2013 2012 Depreciable Life
(dollars are in millions)

1= 0o FO USSR OP SRRSO $ 2 % 3 —
Buildings and iMProVEMENLS..........ccoeireirieireerieeseeesie st 95 99  10-40years
FUurniture and @QUIPMENT .........coeieieeieee et s 26 26 3-10 years
101 = SRRSO 123 128

Accumulated depreciation and amortization............cccovviiiniis (55) (57)

Properties and eqUIPMENt, NEL .........ooeireererereere e $ 68 $ 71

Depreciation and amortization expense for continuing operations totaled $6 million, $6 million and $11 millionin 2013, 2012 and
2011, respectively.

123



HSBC Finance Corporation

9. Long-Term Debt

Long-term debt consisted of the following:

December 31, December 31,
2013 2012
(in millions)
Senior debt:
Fixed rate:
Secured financings:
5.00% t0 5.99%; dUE 201310 2017 .....ocueiuiiriirietecieeieteiee ettt te ettt besre st et e e aeene s $ N % 189
Other fixed rate senior debt:
1.00% t0 1.99%; dU€ 2013 10 2014 .....cveveeeeeeeeeeeeeereere et este e e et se e e e e e e seene e 13 16
2.00% t0 2.99%; AU 201310 2015 ......cuecuiiricrieieiie ettt ettt ettt st sre st et e e e aeene s 206 347
3.00% t0 3.99%; AUE 2014 t0 2016 ......cveeereeeeeeeeeeeeeeeeee ettt ettt ettt e e eaens 420 422
4.00% t0 4.99%; due 201310 2018......ccevirieiereeieeeeeeeeee ettt s e e enens 2,444 3,675
5.00% t0 5.49%; du€ 201310 2021 ........ccueiuiiriieiieeieieceeeeee ettt et et sre st sa e ae e 5,358 6,156
5.50% t0 5.99%; du€ 201310 2018 ........ccueieeereeteeeeeeeeeeeeeeetee ettt sttt 2,339 2,638
6.00% t0 6.49%; dUE 201310 2017 .....ocveiieieecriie e seerie e e e re ettt st e e e e ne e e 1,714 1,818
6.50%0 10 6.99%0; AUE 2013 .......uocuieeeeecteee ettt ettt re bbbt sre st et et e e e e aeene e — 2
7.00% t0 7.49%; dUE 2023 10 2032.......oeeveeeeeteeteeeeeeeeteeeeee et e e ettt teete ettt e e ne e ens 42 42
7.50% t0 7.99%; dU€ 2019 10 2032 ......coeiueieerieieriesieeeseeeee e s e re ettt st e e e e ens 288 284
Variable interest rate:
Secured financings — .32% t0 2.71%; due 2013 10 2018..........cccceeererinenereneere e 2,110 2,689
Other variable interest rate senior debt —.49% to 5.42%; due 2013 to 2016...........ccccveunee. 2,595 6,932
SUDOFAINALE EDL.........oeeeeec e e bbb et e e aeene e 2,208 2,208
Junior subordinated notes issued to capital truStS...........cccocvcieiiiiicie e 1,031 1,031
L g F=T g ToT g 4= o ST LU | o ) SR (43) (59)
HSBC acquisition purchase accounting fair value adjustments............ccccoceveveiecescceecieceenn, 24 31
TOtal 1oNG-tEIM AEDL ...ttt sttt sttt sttt se et tene s $ 20,839 $ 28,426

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

At December 31, 2013, long-term debt included fair value adjustments relating to fair value hedges of our debt which increased
the debt's carrying value by $5 million and a foreign currency translation adjustment relating to our foreign denominated debt
which increased the debt balance by $484 million. At December 31, 2012, long-term debt included fair value adjustments relating
to fair value hedges of our debt which increased the debt's carrying value by $17 million and a foreign currency trandation
adjustment relating to our foreign currency denominated debt which increased the debt balance by $828 million.

At December 31, 2013 and December 31, 2012, we have elected fair value option accounting for certain of our fixed rate debt
issuances. See Note 10, “Fair Value Option,” for further details. At December 31, 2013 and December 31, 2012, long-term debt
totaling $8,025 million and $9,725 million, respectively, was carried at fair value.

Interest expense for long-term debt was $1,141 million, $1,585 million and $2,166 million in 2013, 2012 and 2011, respectively.
The weighted-average interest rates on long-term debt were 4.35 percent and 4.48 percent at December 31, 2013 and December
31, 2012, respectively. There are no restrictive financial covenantsin any of our long-term debt agreements. Debt denominated in
aforeign currency isincluded in the applicable rate category based on the effective U.S. dollar equivaent rate as summarized in
Note 11, “Derivative Financia Instruments.”

During thefourth quarter of 2013, we decided to call $102 million of senior long-term debt. Thistransaction was completed during
November 2013. This transaction was funded through cash flows from operating and investing activities.

During thethird quarter of 2012, we decided to call $512 million of senior long-term debt. This transaction was completed during
September 2012. This transaction was funded through a $512 million loan agreement with HSBC USA Inc. which matures in
September 2017. At December 31, 2013 and December 31, 2012, $512 million was outstanding under this loan agreement.
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Receivableswe have sold in collateralized funding transactions structured as secured financings remain on our balance sheet. The
entities used in these transactions are VI Es and we are deemed to be their primary beneficiary because we hold beneficia interests
that expose us to the majority of their expected losses. Accordingly, we consolidate these entities and report the debt securities
issued by them as secured financings in long-term debt. Secured financings previously issued under public trusts with a balance
of $2,200 million at December 31, 2013 are secured by $4,020 million of closed-end real estate secured receivables, which are
reported as receivablesin the consolidated balance sheet. Secured financings previously issued under public trusts with abalance
of $2,878 million at December 31, 2012 were secured by $4,898 million of closed-end real estate secured receivables. The holders
of debt instruments issued by consolidated VIEs have recourse only to the receivables securing those instruments and have no
recourse to our general credit.

Thefollowing table summarizesour junior subordinated notesissued to capital trusts (“ Junior Subordinated Notes”) and therel ated
company-obligated mandatorily redeemable preferred securities (“ Preferred Securities’):

HSBC Finance Capital
Trust IX
(“HFCT IX”)

(dollars are in millions)

Junior Subordinated Notes:

Principal DalANCE...........cocoiuiiiiiiiic $1,031
Interest rate:
Through November 30, 2005 .......ccooieeieeese ettt sttt et eereebe e e e sseeneesreeneesreennens 5.91%
December 1, 2015 through MELUITTY ........c.cooeerirmieireeeeres e 3-month LIBOR
plus 1.926%
REAEEMADIE DY ISSUET ...ttt November 2015
SEAEEA MEBLUIITY ...ttt h et b et b e bt b et b et e bbbt bt bt nn s November 2035
Preferred Securities:
Rate:
Through November 30, 2015 ..o 5.91%
December 1, 2015 through MELUFILY ........cocereriiirenesiee e e 3-month LIBOR
plus 1.926%
FBCE VAIUEB ...ttt ettt ettt et e e et e et e e s abeete e shee e beeebeeeabeesaseenbeesabeebeesaeeebeaeseeentens $1,000
ST L= o = =P T PSPPSR November 2005

The Preferred Securities must be redeemed when the Junior Subordinated Notes are paid. The Junior Subordinated Notes have a
stated maturity date, but are redeemable by us, in whole or in part, beginning on the dates indicated above at which time the
Preferred Securities are callable at par ($25 per Preferred Security) plus accrued and unpaid dividends. Dividends on the Preferred
Securitiesare cumulative, payablequarterly inarrears, and are deferrableat our option for up to fiveyears. We cannot pay dividends
on our preferred and common stocks during such deferments. The Preferred Securities have aliquidation value of $25 per preferred
security. Our obligations with respect to the Junior Subordinated Notes, when considered together with certain undertakings of
HSBC Finance Corporation with respect to HFCT | X, constitute full and unconditional guaranteesby usof HFCT I X’sobligations
under the Preferred Securities.

Maturities of long-term debt at December 31, 2013, including secured financings and conduit facility renewals, were as follows:

(in millions)

p OO OOty ruuvru vy — $ 3939
2005 .ottt ettt e et e ettt e et e et e sttt e s e e et ee st e ettt ee st e et ee s e et s neeeerene 5,681
2016 ...ttt ettt ettt ee et e et e e ee e ee e e ee s ee e ee e ee e e e st ee s eenean 5,462
2007 ettt ettt ettt ee et e st e sttt e s e et ee s e et ee et ee st e e ee s et er e s e eerene 1,751
2018ttt e ettt e et ee et e e et ee e e e et ee e ee e e e e e e s ee s eenean 295
LIS 2 1 (S ST OSSOSO PTPTUPRPSTPIN 3,711
TOMBL ..o e e e e e e ee e e e e et e e e e ee et e et et e et ee e ee e es e e et ee et e e en e e s eeerean $ 20,839

@ Weighted average interest rate on long-term debt maturing in 2014 is 2.285 percent.
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Certain components of our long-term debt may be redeemed prior to stated maturity.

10. Fair Value Option

We have elected to apply fair value option (“FVO") reporting to certain of our fixed rate debt issuances which also qualify for
FVO reporting under International Financial Reporting Standards. The following table summarizes fixed rate debt issuances
accounted for under FVO:

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

Fixed rate debt accounted for under FVO reported in:
[0 0T (0 10 L= o $ 8,025 $ 9,725
DU L0 @FfIlIAEES c.veveetectee ettt ettt s s e st s st e st e et e sbe et e ebeenbesaeesresneesreennesbesnnens 496 514
Total fixed rate debt accounted for UNAEr FV ..ot $ 8,521 $ 10,239
Unpaid principal balance of fixed rate debt accounted for under FVO® ........ccoocovvvrvvvrnen, $ 7942 $ 9415
Fixed rate long-term debt not accounted for under FVO.........c.coooeoeeeeeeeeeeceeeeeeee e, $ 7,083 $ 8,057

@ Balanceincludes aforeign currency translation adjustment relating to our foreign denominated FVO debt which increased the debt balance by $245 million
and $247 million at December 31, 2013 and December 31, 2012, respectively.

We determine the fair value of the fixed rate debt accounted for under FV O through the use of athird party pricing service. Such
fair value representsthe full market price (including credit and interest rate impacts) based on observable market datafor the same
or similar debt instruments. See Note 20, "Fair Value Measurements,” for adescription of the methods and significant assumptions
used to estimate the fair value of our fixed rate debt accounted for under FVO.

The following table summarizes the components of the gain (loss) on debt designated at fair value and related derivatives for the
year ended December 31, 2013, 2012 and 2011:

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

Mark-to-market on debt designated at fair value™®:

INnterest rate COMPONENT .......c.ovviiiiiiiiii s $ 314 $ 166 $ 25
Credit riSK COMPONENL .......cuerieiireeerieesiee et re s (71) (758) 616
Total mark-to-market on debt designated at fair VAlUE...........ccocucvcicciccicicccicccccccie 243 (592) 641
Mark-to-market on the related deriVatives™...............coooiveeeieeeeeeee e (333) (260) (81)
Net realized gains on the related deriVatiVES...........coovvieeriiiniese e s 318 403 604
Gain (loss) on debt designated at fair value and related defivatives..........ccooovveereireenenens $ 228 $ (449 $ 1164

@ Mark-to-market on debt designated at fair value and related derivatives excludes market value changes due to fluctuations in foreign currency exchange
rates. Foreign currency trandlation gains (losses) recorded in derivative related income (expense) associated with debt designated at fair value was aloss of
$73 million, aloss of $35 million and again of $63 million during 2013, 2012 and 2011, respectively. Offsetting gains (losses) recorded in derivative rel ated
income (expense) associated with the related derivatives was and a gain of $73 million, again of $35 million and aloss of $63 million during 2013, 2012
and 2011, respectively.

The movement in the fair value reflected in gain (loss) on debt designated at fair value and related derivatives includes the effect
of our own credit spread changes and interest rate changes, including any economic ineffectiveness in the relationship between
the related derivatives and our debt and any realized gains or losses on those derivatives. With respect to the credit component, as
our credit spreads narrow accounting losses are booked and the reverseistrueif credit spreads widen. Differences arise between
the movement in the fair value of our debt and the fair value of the related derivative due to the different credit characteristics and
differencesin the calculation of fair value for debt and derivatives. The size and direction of the accounting consequences of such
changes can be volatile from period to period but do not alter the cash flows intended as part of the documented interest rate
management strategy. On a cumulative basis, we have recorded fair value option adjustments which increased the value of our
debt by $581 million and $824 million at December 31, 2013 and December 31, 2012, respectively.
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Thechangeinthefair valueof the debt and the changein value of therel ated derivatives during 2013 and 2012 refl ect thefollowing:

e Interest rate curve — Rising long-term interest rates during 2013 resulted in a gain in the interest rate component on the
mark-to-market of the debt and aloss on the mark-to-market of the related derivative. During 2012 and 2011, changesin
market movements on certain debt and related derivativesthat maturein the near termresulted in again intheinterest rate
component on the mark-to-market of the debt and a loss on the mark-to-market of the related derivative. As these items
near maturity, their values are less sensitive to interest rate movements. Changesin thevalue of theinterest rate component
of thedebt ascompared with therel ated derivative areal so affected by differencesin cash flowsand val uation methodol ogies
for the debt and the derivatives. Cash flows on debt are discounted using a single discount rate from the bond yield curve
for each bond’s applicable maturity while derivative cash flows are discounted using rates at multiple points along an
interest rate yield curve. The impacts of these differences vary as short-term and long-term interest rates shift and time
passes. Furthermore, certain FV O debt no longer has any corresponding derivatives.

e Credit — Our secondary market credit spreadstightened during 2013 and 2012 on overall positive economic news, although
the tightening was more pronounced during 2012. In 2011, our secondary market credit spreads widened due to the
continuing concerns with the European sovereign debt crisis which caused spreads to widen throughout the financial
services industry as well as the uncertain economic recovery in the United States.

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

11. Derivative Financial Instruments

Our business activities involve analysis, evaluation, acceptance and management of some degree of risk or combination of risks.
Accordingly, we have comprehensive risk management policies to address potential financial risks, which include credit risk,
liquidity risk, market risk, and operational risks. Our risk management policy is designed to identify and analyze these risks, to
set appropriatelimitsand control s, and to monitor therisksand limits continually by means of reliableand up-to-date administrative
and information systems. Our risk management policies are primarily carried out in accordance with practice and limits set by the
HSBC Group Management Board. Prior to January 2014, the HSBC Finance Corporation Asset Liability Committee met regularly
toreview risksand approved appropriate risk management strategieswithin thelimits established by the HSBC Group M anagement
Board. In January 2014, this oversight was transferred to the HSBC North America Asset Liability Committee (“HSBC North
AmericaALCQO”). Additionally, our Risk Management Committee receives regular reports on our interest rate and liquidity risk
positions in relation to the established limits. In accordance with the policies and strategies established by HSBC North America
ALCO, in the normal course of business, we enter into various transactions involving derivative financia instruments. These
derivative financial instruments primarily are used as economic hedges to manage risk.

Obijectives for Holding Derivative Financial Instruments Market risk (whichincludesinterest rateand foreign currency exchange
risks) is the possibility that a change in interest rates or foreign exchange rates will cause a financial instrument to decrease in
valueor becomemorecostly to settle. Prior to our ceasing originationsin our Consumer L ending businessand ceasingloan purchase
activitiesin our Mortgage Services business, customer demand for our loan products shifted between fixed rate and floating rate
products, based on market conditions and preferences. These shifts in loan products resulted in different funding strategies and
produced different interest rate risk exposures. Additionally, the mix of receivables on our balance sheet and the corresponding
market risk is changing as we manage the liquidation of all of our receivable portfolios. We maintain an overall risk management
strategy that utilizes interest rate and currency derivative financial instruments to mitigate our exposure to fluctuations caused by
changesin interest rates and currency exchange rates related to our debt liabilities. We manage our exposure to interest rate risk
primarily through the use of interest rate swaps with the main objective of managing the interest rate volatility due to amismatch
in the duration of our assets and liabilities. We manage our exposure to foreign currency exchange risk primarily through the use
of cross currency interest rate swaps.

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

127



HSBC Finance Corporation

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

Control Over Valuation Process and Procedures A control framework has been established which is designed to ensure that fair
values are validated by a function independent of the risk-taker. To that end, the ultimate responsibility for the measurement of
fairvaluesrestswiththeHSBC U.S. Val uation Committee. TheHSBC U.S. Val uation Committeeestablishespoliciesand procedures
to ensure appropriate valuations. Fair values for derivatives are measured by management using valuation techniques, valuation
modelsand inputsthat are devel oped, reviewed, validated and approved by the Quantitative Risk and Valuation Group of an HSBC
affiliate. These valuation models utilize discounted cash flows or an option pricing model adjusted for counterparty credit risk and
market liquidity. The models used apply appropriate control processes and procedures to ensure that the derived inputs are used
to value only those instruments that share similar risk to the relevant benchmark indices and therefore demonstrate a similar
response to market factors.

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

At December 31, 2013 and December 31, 2012, 100.0 percent and 99.7 percent, respectively, of our existing derivative contracts
arewith HSBC subsidiaries, making them our primary counterparty in derivative transactions. Derivative agreements require that
payments be made to, or received from, the counterparty when the fair value of the agreement reaches a certain level. Generally,
we provide non-affiliate counterparties collateral in the form of cash whichisrecorded in our balance sheet as derivative financial
assetsor derivativerelated liabilities. At December 31, 2012, thefair value of our agreements with non-affiliate counterpartiesdid
not require usor the non-affiliatesto provide collateral. When thefair value of our agreementswith affiliate counterpartiesrequires
the posting of collateral, it is provided in either the form of cash and recorded on the balance sheet, consistent with third party
arrangements, or in the form of securities which are not recorded on our balance sheet. The fair value of our agreements with
affiliate counterparties required the affiliates to provide collateral to us of $811 million and $75 million at December 31, 2013 and
December 31, 2012, respectively, al of which was received in cash. These amounts are offset against the fair value amount
recoghized for derivative instruments that have been offset under the same master netting arrangement and recorded in our balance
sheet as a component of derivative financial assets or derivative related liabilities. At December 31, 2013, we had derivative
contracts with a notional amount of $16.5 billion, all of which is outstanding with HSBC Bank USA. At December 31, 2012, we
had derivative contracts with a notional amount of approximately $26.1 billion, including $26.0 billion outstanding with HSBC
Bank USA. Derivative financial instruments are generally expressed in terms of notional principal or contract amounts which are
much larger than the amounts potentialy at risk for nonpayment by counterparties.

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

December 31, 2013 December 31, 2012
Derivative Derivative Derivative Derivative
Financial Financial Financial Financial
Assets® Liabilities Assets? Liabilities
(in millions)
Derivatives®
Derivatives accounted for as fair value hedges
INTErESE FALE SWADS ....eeeeieieeierie ettt se e st sre s bt e b e $ — % — 3 7 % —
CUIMTENCY SWAPS ... eeiiieiieesiee st stesstesssesstesssessbe s saeesseesbaesbeenbessteesaeessseens — — — —
Fair valUe hedgES.........cociiiiiieie e — — 7 —
Derivatives accounted for as cash flow hedges
INEErESE FaE SIWADS ....ceiviie ettt bbb s 16 (138) 24 (474)
CUITENCY SWADS ....cveveeeiteeetesestesee e seetesaetessesessesessesessesestesestessstesessensssessesens 255 (28) 482 (38)
Cash FlOW NEAQES ..o e 271 (166) 506 (512)
Non-qualifying hedge activities
Derivatives not designated as hedging instruments
INEErESt Fate SIWAPS ...ttt sttt nas 24 171) 23 (1,111)
CUITENCY SWADS ..cveveveiereiresesteesseeetesaesessesessesessesessesessessssesssesesenseseses — — — @)
Derivatives not designated as hedging instruments.............cccceeveeenenne. 24 (171) 23 (1,118)
Derivatives associated with debt carried at fair value
INLErESE FALE SWES .....veveeierieesie ettt ee e sneesreenee e 270 — 469 —
CUITENCY SWAPDS ....eveeuieeueesteeeesteeeesteestesteestesseestesseasseesasssessesseensesseessens 542 — 678 —
Derivatives associated with debt carried at fair value..........ccccceeuee.e. 812 — 1,147 —
TOtal AEriVALIVES .....ccuecveieceecc e s 1,107 (337) 1,683 (1,630)
Less: Gross amounts offset in the balance sheet® ..............ccoooevvrrvcercerienc, 1,107 (337) 1,683 (1,608)
Net amounts of derivative financial assets and liabilities presented in
the balanCe SHEE™ .............. e sene $ _ s _ 3 _ 3 22)

@ Derivative assets related to cash flow hedges and non-qualifying hedge activities are recorded within other assetsin our consolidated balance sheet.
@ All of our derivatives are hilateral over-the-counter ("OTC") derivatives.

®  Representsthe netting of derivative receivable and payable balances for the same counterparty under an enforceable netting agreement. Gross amounts offset

in the balance sheet includes collateral received as of December 31, 2013 and December 31, 2012 of $811 million and $75 million, respectively. At
December 31, 2013 and December 31, 2012, we did not have any financia instrument collateral received/posted.

@ At December 31, 2013 and December 31, 2012, we had not received any cash or financial instruments not subject to an enforceable master netting agreement.

Fair Value Hedges Fair value hedgesinclude interest rate swapsto convert our fixed rate debt to variable rate debt and currency
swapsto convert debt issued from one currency into U.S. dollar variable rate debt. We terminated all of our active positions during
the first quarter of 2013 to better align our overall hedge position with our overall interest rate risk position, which had changed
after the issuance of $1.5 hillion in fixed rate debt to HSBC USA Inc. in December 2012. We recorded fair value adjustments to
thecarrying value of our debt for fair value hedges which increased the debt balance by $5 million and $17 million at December 31,
2013 and December 31, 2012, respectively.
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The following table presents fair value hedging information, including the gain (loss) recorded on the derivative and where that
gain (loss) is recorded in the consolidated statement of income (loss) as well as the offsetting gain (loss) on the hedged item that
isrecognized in current earnings, the net of which represents hedge ineffectiveness.

Amount of Gain (Loss) Amount of Gain (Loss)
Recognized in Income Recognized in Income
. . on the Derivative on Hedged Item
Location of Gain
(Loss) Recognized in Year Ended December 31, Year Ended December 31,
Income on Hedged
Hedged Item Item and Derivative 2013 2012 2011 2013 2012 2011
(in millions)
Interest rate swaps. Fixed rate borrowings  Derivative related
income $ — $ (3% ¥ $ — 3 (3% (4
Currency swaps..... Fixed rate borrowings  Derivative related
income — (17) (29) — 19 44
TOtal covvveeeereeeeee $ — $ (208 5% — $ 17 $ 4

Cash Flow Hedges Cash flow hedges include interest rate swaps to convert our variable rate debt to fixed rate debt by fixing
future interest rate resets of floating rate debt aswell as currency swaps to convert debt issued from one currency into U.S. dollar
fixed rate debt. Gains and losses on derivative instruments designated as cash flow hedges are reported in other comprehensive
income (loss) (“OCI") net of tax and totaled aloss of $97 million and $329 million at December 31, 2013 and December 31, 2012,
respectively. We expect $64 million ($41 million after-tax) of currently unrealized net losseswill be reclassified to earningswithin
one year. However, these reclassified unrealized losses will be offset by decreased interest expense associated with the variable
cash flows of the hedged items and will result in no significant net economic impact to our earnings.

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

Gain (Loss) Recognized in ) ) Gain (Loss) Reclassed Location of Gain -~ Gain (Loss) Recognized In
AOCI on Derivative Location (I)f G.?.'”d From AOCI into Income  (L0SS) RECOQ”'Zhed Income on Derivative
(Effective Portion) (Loss) Reclassifie (Effective Portion) in Income on the (Ineffective Portion)
from AOCI into Derivative
Income (Ineffective
2013 2012 2011 (Effective Portion) 2013 2012 2011 Portion) 2013 2012 2011
(in millions)
Interest rate Derivative related
SWaps............ $ 118 $ 95 $ (116) Interest expense $ @2 %$ (M $ (34 income $ 2 $ 13 4
Currency Derivative related
SWaps............ 73 89 189 Interest expense (13) (20) (25) income 27 22 22
Derivative loss
recognized on
termination of
hedges (199) — —
Total ... $ 191 $ 184 $ 73 $ (2149 $ (27) $ (59) $ 29 $ 23 $ 26

Non-Qualifying Hedging Activities We have entered into interest rate and currency swaps which are not designated as hedges
under derivative accounting principles. However, as of December 31, 2013, we no longer have any open currency swap positions.
These financial instruments are economic hedges but do not qualify for hedge accounting and are primarily used to minimize our
exposure to changes in interest rates and currency exchange rates through more closely matching both the structure and duration
of our liabilitiesto the structure and duration of our assets.

The following table provides detail of the realized and unrealized gain or loss recorded on our non-qualifying hedges:
Amount of Gain (Loss) Recognized in

Derivative
Related Income (Expense)

Location of Gain (Loss) Year Ended December 31,
Recognized in Income on 2013 2012 2011
(in millions)
Interest rate CONIactS..........cceeeeeiee e Derivative related income $ 315 $ (221) $ (1,185)
CUITENCY COMIAELS ...ttt Derivative related income — (6) 4
1 1 S $ 315 % (227) $ (1,181)
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We have elected the fair value option for certain issuances of our fixed rate debt and have entered into interest rate and currency
swapsrelated to debt carried at fair value. Theinterest rate and currency swaps associated with this debt are non-qualifying hedges
but are considered economic hedges and realized gains and |osses are reported as “ Gain (loss) on debt designated at fair value and
related derivatives’ within other revenues. The derivatives related to fair value option debt are included in the tables below.

Thefollowing table provides the gain or loss recorded on the derivativesrelated to fair value option debt primarily due to changes
in interest rates. See Note 10, “Fair Vaue Option,” for further discussion.

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

Year Ended December 31,

Location of Gain (Loss)

Recognized in Income on Derivative 2013 2012 2011
(in millions)
Interest rate contracts..............c.e... Gain (loss) on debt designated at fair value and
related derivatives $ 10 $ 70 $ 263
Currency contracts..........c.ccccvevuevne. Gain (loss) on debt designated at fair value and
related derivatives (25) 73 260
L0 TSR $ (15 $ 143 $ 523

Notional Amount of Derivative Contracts The following table provides the notional amounts of derivative contracts.

December 31, December 31,
2013 2012
(in millions)
Derivatives designated as hedging instruments:
[NEEIESE FAEE SWEDS.....e.veveeieeeitet ettt st sttt st sttt st st se et st et et st st as s b st st asas et s s ssasas s s s s sn s s s s s e s $ 3,256 $ 4,949
CUITENCY SWEIS ......ueeveieieetesteste st s st se s e s ee s e e s e e se e e sae e st ereeb e s Rt e bt e R e b e se e r e b seenn e s e e e e e e ennenis 2,277 6,063
5,533 11,012
Non-qualifying hedges:
Derivatives not designated as hedging instruments:
INEEFESE FALE SIS ......eeteeeeeeteeee et eseeeeeeseeseeste e e stesaeestesseestessaeteeseenseeneesseeneessnenessneensnsneensnss 3,699 6,219
CUITENCY SWAIDS .....eentieueeteeueeste et st eseesaeesaesaeesbessee st e eae e b e esseabeeaeeeseesesaeeseesaeeseesneesbesnnesbennnenns — 122
3,699 6,341
Derivatives associated with debt carried at fair value:
[NEEIESE FAEE SIWAPDS ...ttt ettt sttt ettt be bbb bt e b s b et e b se e e e e e e e e eneas 4,343 5,573
CUITENCY SWEIS .....veeresteseeireieee ettt ettt r e e e et s e b bt sb e r e r e se e e e nen e e e an s 2,892 3,134
7,235 8,707
LI - OSSPSR $ 16,467 $ 26,060

The decrease in the notional amount of our derivative contracts at December 31, 2013 as compared with December 31, 2012
reflects maturities of $5.8 billion and the termination of $2.5 billion of non-qualifying hedges and $300 million of fair value hedges
to better align our overall hedge position with our overall interest raterisk position, which changed after theissuance of $1.5 billion
infixed rate debt to HSBC USA Inc. in December 2012 and revisionsin our estimates of the prepayment speeds on the underlying
mortgages we are funding.

Additionally, we terminated $1.0 hillion of cash flow hedge positions during the first quarter of 2013. As discussed in previous
filings, we have approximately $1.0 billion of junior subordinated notes issued to an affiliate, HFCT 1X. HFCT IX, whichisa
related but unconsolidated entity, which issued trust preferred securitiesto third party investorsto fund the purchase of the junior
subordinated notes. In October 2013, U.S. Regulators published a final rule in the Federal Register implementing the Basdl 111
capital framework under which thetrust preferred securitieswill nolonger qualify asTier | capital. In anticipation of these changes
as well as other recent changes in our assessment of cash flow needs, including long term funding considerations, in 2013 we
terminated the associated cash flow hedges associated with these notes, which resulted in the reclassification to income of $199
million of unrealized losses previously accumulated in other comprehensive income during the first quarter of 2013.
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12. Income Taxes

Tota income taxes were as follows:

Year Ended December 31, 2013 2012 2011

(in millions)
Provision (benefit) for income taxes related to continuing operations...........ccceeeeeveeenene. $ 325 $ (1406) $ (1,431)
Income taxes related to adjustmentsincluded in common shareholder’ s equity:

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

temporarily impaired, NEL.............ooiii e (62) 7 13
Unrealized gains on other-than-temporarily impaired debt securities available-for-

SAIE oottt ) 1 3
Unrealized gains on cash flow hedging inStruments...........cccoeevernenniesseseeseenee 143 75 52
Changes in funded status of postretirement benefit plans............cocoevvccniiiicieinns 8 (8) (6)
Foreign currency tranglation adjUSIMENtS .........c.ovveirieineeneeseesees e (10) 1 Q

TOMAL ..ottt $ 403 $ (1,330) $ (1,370)

Provisions (benefits) for income taxes related to our continuing operations all of which were in the United States were:

Year Ended December 31, 2013 2012 2011

(in millions)
CUMTENE DENEFIT ..ttt $ 917) $ (958) $ (772)
Deferred provision (DENEFIL).......ccccvviiie e e 1,242 (448) (659)
Total income Provision (DENEFIL).......cccceeeiiiieeeeee s senenas $ 325 $ (1,406) $ (1,431)

The significant components of deferred provisions (benefits) attributable to income from continuing operations were:

Year Ended December 31, 2013 2012 2011

(in millions)

Deferred income tax provision (benefit) (excluding the effects of other components).... $ 1,443 $ (597) $ (602)

Increase in Federal operating 0SS CarryfOrWards..........ooveveeieveneniesesesesee e (141) — —
(Decrease) increase in State valuation allowanCe.............ccviiiicciiics (51) 323 (65)
Decrease (increase) in State operating |oss carryforwards and credits............covevvreenee. 11 (296) (65)
(Increase) decrease in foreign and general business tax credits...........oocceiniicinenns (20) 122 73

Deferred income tax provision (RENEFit) ..o $ 1242 $ (448) $ (659)

The decrease in state operating loss carryforwards and corresponding decrease in valuation allowance in the table above pertain
mainly to states with net operating losses that were utilized against 2012 taxable income on returns filed in 2013.

132



HSBC Finance Corporation

A reconciliation of income tax expense (benefit) compared with the amounts at the U.S. federal statutory rates was as follows:

Year Ended December 31, 2013 2012 2011

(dollars are in millions)

Tax provision (benefit) at the U.S. federal

statutory income tax rate.........c.coovveeereeernne $ 363 35.0% $ (1,334) (35.00% $ (1,315) (35.0)%
Increase (decrease) in rate resulting from:
State and local taxes, net of Federal benefit 9 9 (29) (.5) (29) (.5)
Adjustment with respect to tax for prior
PEMOUSY .....oovocveeeeeee e 11 1.1 (51) (1.3) 5 1
Adjustment of tax rate used to value
deferred taxes........coeeenrereenesreee e (5) (.5) (7 (-2 — —
Change in valuation allowance and
FESEIVES? ..o (11) (1.1) 15 4 (130) (3.5)
Uncertain tax adjustments®..............ccoo....... (10) (1.0) (15) (4) — —
Other non-deductible/non-taxable items™... (29) (2.8) — — 29 8
ONEN ..o ?3) (.3) 5 1 D —
Total income tax benefit.........cooviiininncnen. $ 325 31.3% $ (1,406) (36.9% $ (1,431) (38.1)%

@ For 2013, 2012 and 2011, the amount relates to corrections to current and deferred tax balance sheet accounts and changes in estimates as a result of filing
the Federal and state income tax returns.

@ For 2013 and 2012, the amounts relate to changes in val uation allowance in states with net operating loss carryforward periods of 12 to 20 years. For 2011,
the amount relates mainly to the release of a valuation allowance previously established on foreign tax credits.

For 2013 and 2012, the amounts primarily relate to the conclusion of state audits and expiration of state statutes of limitations.
For 2013, the amount includes a change in the estimated deductibility of accrued costs for certain regulatory matters that were accrued during 2011.

Temporary differences which gave rise to asignificant portion of deferred tax assets and liabilities were as follows:

December 31,  December 31,
2013 2012

(in millions)

Deferred Tax Assets:

CIEOIT OSSTESEIVES ...ttt sttt ettt ettt e b e s ee st e st e s ae st et e stese et estesteatesessessesbesbeseesresbesteseens $ 1,220 $ 1,678
RECEIVADIES MBI FOF SAlO.... ittt et s neneene 101 921
Federal and state unused tax benefit carryforwards........ ..o 1,080 930
Market value adjustment related to derivatives and long-term debt carried at fair value................... 392 624
Interestsin Real Estate Mortgage Investment CondUIts ™ ............o.ovoeeeeereeeeeeeeeeeeeseeseeee s 394 505
Accrued expenses not currently dedUCtiDIe...........oooor 199 183
(@1 1= TR 271 280
TOtAl AEfEITEH tAX BSSELS. ... v ivieeiirietirieterieer ettt sttt bbbt sttt 3,657 5,121
ValUBLION BIIOWANCE. ...ttt ettt et ettt et s be st et e be s e s esseseeseebesaesaesbeebesaesrentan (931) (982)
Total deferred tax assets net of valuation allOWANCE.............ocueeeveeieiceee e 2,726 4,139
Deferred Tax Liabilities:
B INCOIME ...ttt a bbbt b b e e b e e s e e e e e et e st e heebe e bt ebeebenbeseenae b es 82 105
(@)1 1= TR 64 145
Total deferred tax HaDIlITIES..........civeiree e 146 250
NEL AEFEITEH tAX BSSEL.....cucuivieiiieiccicteee e e e e ae s e $ 2580 $ 3,889
@

Real Estate Mortgage Investment Conduits ("REMIC") are investment vehicles that hold commercia and residential mortgagesin trust and issue securities
representing an undivided interest in these mortgages. We hold portfolios of noneconomic residual interests in a number of REMICs through one of our
subsidiaries. Thisitem represents the tax basis in such interests which has accumulated as a result of tax rules requiring the recognition of income related to
such noneconomic residuals.
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The deferred tax valuation allowance is attributed to the following deferred tax assets that based on the available evidenceit is
more-likely-than-not that the deferred tax asset will not be realized:

December 31,  December 31,

2013 2012

(in millions)
State unused tax benefit CarryfOrWards..........ccoeee e $ 875 $ 926
Deferred capital 10SS 0N Sale to affili@leS ......cc.ooveeeireeeee e 49 49
(@121 SO SRR SR PRRPROt 7 7
TOBL. ..ottt et e st e e be e s b e e be e e te e e ebeeeaee e beeaabe e beeehbeeabeeeateeabeeebe e beeereeaneesareeareeeareent $ 931 $ 082

The state deferred tax assets against which avaluation allowance is maintained primarily relate to unused tax benefits associated
with our run off business for which recovery is highly unlikely.

A reconciliation of the beginning and ending amount of unrecognized tax benefits related to uncertain tax positionsis as follows:

2013 2012 2011
(in millions)
Balance at beginning Of YEar..........ccooi s $ 165 $ 153 $ 164
Additions based on tax positions related to the current Year ..........cccooevveneineicnencnnee — 8 4
Additions for tax poSitioNSs Of PriOF YEArS .......ccerereeieireeeriere e 3 49 60
Reductions for tax positions of Prior YEars...........cceeevceinieiccisseseee e, (41) 27 (19)
ST EIMENES ...ttt (8) (18) (42)
Reductions for lapse of statute of limitations..........ccccooveiveerienieniene e (8) — (14)
BalanCe at €nd Of YA ........coiiiriiiiee e e $ 111 $ 165 $ 153

Thetotal amount of unrecognized tax benefits related to uncertain tax positions that, if recognized, would affect the effective tax
ratewas$73 million, $113 million and $96 million at December 31, 2013, December 31, 2012 and December 31, 2011, respectively.
Included in the unrecognized tax benefits are some items the recognition of which would not affect the effective tax rate, such as
the tax effect of temporary differences and the amount of state taxes that would be deductible for U.S. federal purposes. It is
reasonably possible that there could be a change in the amount of our unrecognized tax benefits within the next 12 months due to
settlements or statutory expirations in various state and local tax jurisdictions.

It isour policy to recognize accrued interest related to uncertain tax positions in interest income in the consolidated statement of
income (loss) and to recognize pendlties, if any, related to uncertain tax positions as a component of other servicing and
administrative expensesin the consolidated statement of income (loss). We had accruals for the payment of interest and penalties
associated with uncertain tax positions of $28 million and $42 million at December 31, 2013 and December 31, 2012, respectively.
We decreased our accrual for the payment of interest and penalties associated with uncertain tax positions by $14 million during
2013 and $46 million during 2012.

HSBC North America Consolidated Income Taxes We areincluded in HSBC North America's consolidated Federal income tax
return and in various combined state income tax returns. As such, we have entered into atax allocation agreement with the HNAH
Group entitiesincluded in the consolidated returns which govern the current amount of taxes to be paid or received by the various
entities included in the consolidated return filings. As a result, we have looked at the HNAH Group's consolidated deferred tax
assets and various sources of taxableincome, including theimpact of HSBC and HNAH Group tax planning strategies, in reaching
conclusionson recoverability of deferred tax assets. Where aval uation allowance is determined to be necessary at the HSBC North
Americaconsolidated level, such allowance is allocated to the principal subsidiaries within the HNAH Group as described below
in amanner that is systematic, rational and consistent with the broad principles of accounting for income taxes.

The HNAH Group evaluates deferred tax assetsfor recoverability using a consistent approach which considersthe relative impact
of negative and positive evidence, including historical financia performance, projections of future taxableincome, futurereversals
of existing taxable temporary differences, tax planning strategies and any available carryback capacity.

In evaluating the need for aval uation allowance, the HNAH Group estimatesfuture taxabl ei ncome based on management approved
business plans, future capital requirements and ongoing tax planning strategies, including capital support from HSBC necessary
as part of such plans and strategies. This evaluation process involves significant management judgment about assumptions that
are subject to change from period to period.
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Market conditions have created losses in the HNAH Group in recent periods and volatility in our pre-tax book income. As a
consequence, our current analysis of the recoverability of the deferred tax assets significantly discounts any future taxable income
expected from continuing operations and relies on continued capital support from our parent, HSBC, including tax planning
strategies implemented in relation to such support. HSBC has indicated it remains fully committed and has the capacity and
willingness to provide capital as needed to the HNAH Group to run operations, maintain sufficient regulatory capital, and fund
certain tax planning strategies.

Only thosetax planning strategiesthat are both prudent and feasi bl e, and which management hasthe ability and intent to implement,
are incorporated into our analysis and assessment. The primary and most significant strategy is HSBC's commitment to reinvest
excess HNAH Group capital to reduce debt funding or otherwise invest in assets to ensure that it is more likely than not that the
deferred tax assets will be utilized.

Currently, it has been determined that the HNAH Group's primary tax planning strategy, in combination with other tax planning
strategies, provides support for the realization of the net deferred tax assets recorded for the HNAH Group. Such determination
is based on HSBC North America's business forecasts and assessment as to the most efficient and effective deployment of HSBC
capital, most importantly including the length of time such capital will need to be maintained in the U.S. for purposes of the tax
planning strategy.

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

HNAH Groupvaluation allowancesareall ocated to theprincipal subsidiaries, including us. Themethodol ogy all ocatesthevaluation
allowance to the principal subsidiaries based primarily on the entity's relative contribution to the growth of the HSBC North
America consolidated deferred tax asset against which the valuation allowance is being recorded.

If futureresultsdiffer fromthe HNAH Group'scurrent forecasts or thetax planning strategieswereto change, aval uation allowance
against some or all of the remaining net deferred tax assets may need to be established which could have amaterial adverse effect
on our results of operations, financial condition and capital position. The HNAH Group will continue to update its assumptions
andforecastsof futuretaxableincome, including rel evant tax planning strategies, and assessthe need for suchincremental valuation
allowances.

Absent the capital support from HSBC and implementation of the related tax planning strategies, the HNAH Group, including us,
would be required to record a valuation allowance against the remaining deferred tax assets.

HSBC Finance Corporation Income Taxes Werecognizedeferred tax assetsand liabilitiesfor thefuturetax consequencesrelated
to differences between the financial statement carrying amounts of existing assets and liabilities and their respective tax bases,
and for tax credits and net operating and other losses. Our net deferred tax assets, including deferred tax liabilities and valuation
allowances, totaled $2,580 million and $3,889 million as of December 31, 2013 and December 31, 2012, respectively.

ThelInternal Revenue Service ("IRS") concluded its examination of our 2006 through 2009 income tax returnsin the third quarter
of 2013. The IRS forwarded the Revenue Agents' Report ("RAR") to the Joint Committee of Taxation ("JCT") for approval in the
fourth quarter of 2013. We expect the RAR to be approved by the JCT in the first half of 2014. The final impact is not expected
to significantly affect our financial statements.

We remain subject to state and local income tax examinationsfor years 2003 and forward. We are currently under audit by various
state and local tax jurisdictions. Uncertain tax positions are reviewed on an ongoing basis and are adjusted in light of changing
facts and circumstances, including progress of tax audits, developmentsin case law and the closing of statute of limitations. Such
adjustments are reflected in the tax provision.

At December 31, 2013, for Federal tax purposes, we had net operating loss carryforwards of $403 million.which expirein 2033;
foreign tax credits of $12 million which expirein 2018; and general business credits of $8 million which expire in 2029.

At December 31, 2013, for state tax purposes, we had net operating loss carryforwards of $15,325 million for which we have
valuation allowances totaling $14,126 million. These state net operating loss carryforwards expire as follows: $502 million in
2014 - 2018; $1,017 million in 2019 - 2023; $4,374 million in 2024 - 2028; and $9,432 million in 2029 and forward.

At December 31, 2013, for state tax purposes, we had general businesstax credit carryforwards of $12 million of which $9 million
expirein 2014 - 2018 and $3 million have no expiration period.
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13. Redeemable Preferred Stock

In November 2010, weissued 1,000 shares of 8.625 percent Non-Cumulative Preferred Stock, SeriesC (“ SeriesC Preferred Stock™)
to our parent, HSBC Investments (North America) Inc. ("HINO"), for a cash purchase price of $1,000 million. Dividends on the
Series C Preferred Stock are non-cumulative and payable quarterly at arate of 8.625 percent. The Series C Preferred Stock may
beredeemed at our option after November 30, 2025 at $1 million per share, plusaccrued dividends. Theredemption and liquidation
valueis $1 million per share plus accrued and unpaid dividends. The holders of Series C Preferred Stock are entitled to payment
before any capital distribution is made to the common shareholder and have no voting rights except for the right to elect two
additional members to the board of directors in the event that dividends have not been declared and paid for six quarters, or as
otherwise provided by law. Additionally, as long as any shares of the Series C Preferred Stock are outstanding, the authorization,
creation or issuance of any class or series of stock that would rank prior to the Series C Preferred Stock with respect to dividends
or amounts payable upon liquidation or dissolution of HSBC Finance Corporation must be approved by the holders of at least two-
thirds of the shares of Series C Preferred Stock outstanding at that time. We began paying dividends during the first quarter of
2011. During 2013, 2012 and 2011, we declared dividends on the Series C Preferred Stock totaling $86 million, $86 million and
$89 million, respectively, which were paid prior to December 31, 2013, December 31, 2012 and December 31, 2011, respectively.

In June 2005, we issued 575,000 shares of 6.36 percent Non-Cumulative Preferred Stock, Series B (“Series B Preferred Stock™)
to third parties. Dividends on the Series B Preferred Stock are non-cumul ative and payable quarterly at arate of 6.36 percent. The
Series B Preferred Stock may be redeemed at our option after June 23, 2010 at $1,000 per share, plus accrued dividends. The
redemption and liquidation value is $1,000 per share plus accrued and unpaid dividends. The holders of Series B Preferred Stock
are entitled to payment before any capital distribution is made to the common shareholder and have no voting rights except for
theright to elect two additional members to the board of directorsin the event that dividends have not been declared and paid for
six quarters, or as otherwise provided by law. Additionally, aslong as any shares of the Series B Preferred Stock are outstanding,
the authorization, creation or issuance of any class or series of stock which would rank prior to the Series B Preferred Stock with
respect to dividends or amounts payable upon liquidation or dissolution of HSBC Finance Corporation must be approved by the
holders of at least two-thirds of the shares of Series B Preferred Stock outstanding at that time. In each of 2013, 2012 and 2011,
we declared dividendstotaling $37 million on the Series B Preferred Stock which were paid prior to December 31, 2013, December
31, 2012 and December 31, 2011, respectively.

14. Accumulated Other Comprehensive Income (Loss)

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

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

Unrealized gains (losses) on cash flow hedging instruments:
Balance at beginning of Period............cooiice e, $ (358) $ (4949 $  (575)
Other comprehensive income for period:
Net gains arising during period, net of tax of $67 million, $65 million and $29

MITTION, FESPECLIVEIY ...ttt e 123 118 45
Reclassification adjustment for losses realized in net income, net of tax of $76
million, $10 million and $23 million, respectively™ ..., 138 18 36
Total other comprehensive income for Period.........ccccevveevevienn s 261 136 81
Balance at end Of PEriod .........cceuriiieieirriierieee e 97) (358) (494)
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Year Ended December 31, 2013 2012 2011
(in millions)
Unrealized gains (losses) on securities available-for-sale, not other-than temporarily
impaired:
Balance at beginning of PEriod..........ccooeieieeiececces e 115 102 78
Reclassification of unrealized losses on other-than-temporary impaired debt
securities, net of tax of $- million, $- million and $- million, respectively............. — 1 —
Other comprehensive income (loss) for period:
Net unrealized holding gains arising during period, net of tax of $- million, $16
million and $33 Million, reSPECLIVEIY ......cco e — 28 60
Reclassification adjustment for losses realized in net mcome net of tax of $(62)
million, $(9) million and $(20) million, respectively™ ...............ccomrrreeerren (115) (16) (36)
Total other comprehensive income (10sS) for Period.........coceeeereierereseeniere e (115) 12 24
Balance at end Of PEIOA .........ccoeiiiirese et eneas — 115 102
Unrealized gains (losses) on other-than-temporarily impaired debt securities
available-for-sale:
Balance at beginning of Period...........o i 1 — 4
Reclassification of unrealized gains on other-than-temporary impaired debt
securities, net of tax of $- million, $- million and $- million, respectively............. — (1) —
Other comprehensive income (loss) for period:
Other-than-temporary impairment on debt securities available-for-sale
recognized in other comprehensive income, net of tax of $- million, $1 million
and $(L) Million, rESPECLIVEIY ....cvveveeireeeeeerree e es — 2 1)
Reclassification adjustment for gains realized in net income, net of tax of $(1)
million, $- million and $4 million, respectively™ ..........ocovvvvesrerreeernnnneeeeeeenns 1) — 5
Total other comprehensive income (10sS) for Period.........cocevvevevenienesenere e (1) 2 4
Balance at end Of PEIOA.........ccceiiiiieie et st e e eneas — 1 —
Pension and postretirement benefit plan liability:
Balance at beginning of PEriod.........ccocvvicniice e, (26) (11) —
Other comprehensive income for period:
Change in unfunded pension and postretirement liability, net of tax of $7 million,
$(9) million and $(7) Million, reSPECtIVELY ......cccovvreieirrererre e 14 7 (12)
Reclassification adjustment for losses realized in net income, net of tax of $1
million, $1 million and $1 million, respectively® ...........ccoooerverreeeeeesreeresneenee. 1 2 1
Total other comprehensive income for PEriod.........ciis 15 (15) (11)
Balance at end of Period ..o (11) (26) (11
Foreign currency translation adjustments:
Balance at beginning of PEriod..........ccuoeieieeiececeeee e 11 7 10
Other comprehensive income (loss) for period:
Trandation losses, net of tax of $(1) million, $1 million and $(1) million,
TESPECHIVENY ...t e (5) 4 (3)
Reclassification adjustment for gains realized in net income, net of tax of $(9)
million, $- million and $- million, respectively™ ............coocccrrveeeeeerrenesnnneneen (6) — —
Total other comprehensive income (10ss) for period..........ococvcnnnccee, (11) 4 (3)
Balance at end Of PEriOd ........coceriiriirireeee e — 11 7
Total accumulated other comprehensive loss at end of period..............cccccoviiiicines (108) $ (257) $  (396)

@ The amounts reclassified during 2013 are included in income (loss) from discontinued operationsin our consolidated statement of income (l0ss).

@ The amounts reclassified during 2013 are included as a component of salaries and employee benefitsin our consolidated statement of income (loss).
®  Seethetables below for the components of the amounts reclassified during 2013 into income and location in our consolidated statement of income (l0ss).
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The following table provides additional information related to the amounts classified into the consolidated statement of income
(loss) out of accumulated other comprehensive income during 2013.

Amount Reclassified
from Accumulated
Other Comprehensive  Affected Line Item in the Statement
Details about Accumulated Other Comprehensive Income Components Income (Loss)® of Income (Loss)

(in millions)
Year Ended December 31, 2013:
Unrealized gains (losses) on cash flow hedging instruments:

Interest rate and CUMTENCY SWaPS.........cccvcueueeeeverereeeeieerereeeenesenns $ (15) Interest expense
Derivative loss recognized on termination of hedge Derivative related income
FElAiONSNIP v (199) (expense)
Total DEfOr@taX ....ccuecueceiiieceecte e (214)
Tax expense (DENEFIL) . ... (76)
INEL OF TBX...eveivictite e et re e $ (138)
Foreign currency translation adjustments:
Sale of INSUranCe BUSINESS ........cceeveveeciecieceee e $ (24) Income (loss) on discontinued
operations
Closure of foreign legal entity ..........cooeveienereininceeeeerese e, 9 Other income
Q0= I o= 0T (Y = (15)
Tax eXPENSE (DENEFIL).......cceveerireceee et 9
NEE OF T8X.....vvoovveoveseeeesseseesssessssessseesssssss s sssssssssess s s ssanss s $ (6)

@ Amounts in parenthesis indicate expenses recognized in the consolidated statement of income (10ss).

15. Share-Based Plans

Employee Stock Purchase Plans The HSBC Holdings Savings-Related Share Option Plan (the “HSBC Sharesave Plan”) alows
eligible employees to enter into savings contracts of one, three or five year lengths, with the ability to decide at the end of the
contract term to either use their accumulated savings to purchase HSBC ordinary shares at a discounted option price or have the
savings plus any interest repaid in cash. The Sharesave Plan was not offered to employees during the enrollment period in 2013,
and therefore, no options were granted. During 2012 and 2011, employees were able to save up to $400 per month over all their
HSBC Sharesave Plan savings contracts. Compensation expense in 2013, 2012 and 2011 was insignificant.

Restricted Share Plans Subsequent to our acquisition by HSBC, key empl oyeeshave been provided awardsin theform of restricted
share rights (“RSRSs’), restricted shares (“RSs’) and restricted share units (“RSUS’) under the HSBC Group Share Plan. These
shares have been granted subject to either time-based vesting or performance-based vesting, typically over three to five years.
Currently, share-based awards granted to U.S. employees are granted in the form of RSUs. Annual awards to employeesin 2013,
2012 and 2011 are generaly subject to three-year time-based graded vesting. Also during 2011 we made a one-time grant of
performance-based awards, which represented a significant portion of the shares awarded in 2011, that are subject to performance-
based vesting periods ranging from 12 to 30 months. We also issue a small number of off-cycle grants each year, primarily for
reasons related to recruitment of new employees. Compensation expense for these restricted share plans totaled $4 million, $9
million and $10 millionin 2013, 2012 and 2011, respectively. As of December 31, 2013, future compensation cost related to grants
which have not yet fully vested is approximately $13 million. This amount is expected to be recognized over aweighted-average
period of 1.51 years.

16. Pension and Other Postretirement Benefits

Defined Benefit Pension Plan Effective January 1, 2005, our previously separate qualified defined benefit pension plan was
combined with that of HSBC Bank USA's 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.
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The table below reflects the portion of pension expense and its related components of the HSBC North America Pension Plan
which has been allocated to us and is recorded in our consolidated statement of income (l0ss).

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

Service cost — benefits earned during the PEriod ...........cceeeeeiecccceeee e $ 5§ 4 $ 5
Interest cost on projected benefit obligation ..., 50 47 33
EXPECLEH FELUIMN ON @SSELS........eieetiieeierieieste sttt sttt sttt sb et b et e ebe e (61) (65) (39)
RECOGNIZEA [OSSES .....ccvecvieieciecte ettt sttt et sa e e e e e eneenenneens 35 33 18
(@014 v= 11007 01 0 = T o OSSR — 4 (0]
AMOTrtization Of Prior SEVICE COSIS....iiuiiiiirieiriee e e — (D) —
PENSION EXPENSE ......ovcveeeeeteteeeee ettt sttt e e et e s et b ese s s e bebe s seetebese s stebessssssssesesssessetenens $ 29 % 14 % 16

Pension expense was higher during 2013 due to higher interest costs, higher recognized losses and lower expected returns on Plan
assets. Contributions to the Plan by HSBC North Americatotaled $131 million, $181 million and $357 million during 2013, 2012
and 2011, respectively. The prior year period benefited from a curtailment gain that is more fully described below.

During 2012, a decision was made to cease all future contributions under the Cash Balance formula and freeze the Plan effective
January 1, 2013. While participants with existing balances continue to receive interest credits until the account is distributed, they
will no longer accrue benefits beginning in 2013. This resulted in the recognition of a$4 million curtailment gain during 2012.

During December 2011, an amendment was madeto the Plan effective January 1, 2011 to amend the benefit formul g, thusincreasing
the benefits associated with services provided by certain employeesin past periods. The financial impact was being amortized to
pension expense over the remaining life expectancy of the participants. Asaresult of the decision to cease all future contributions
under the Cash Balance formulaand freeze the Plan effective January 1, 2013, the remaining unamortized prior service credit was
recognized during 2012.

The assumptions used in determining pension expense of the HSBC North America Pension Plan are as follows:

2013 2012 2011
(DL o0 g1 = = USROS 3.95% 4.60% 5.30%
Salary INCrease aSSUMPLION .......couiiiireeireesee et s ee e seenes * 2.75 2.75
Expected long-term rate of return on Plan 8Ssets...........ccooccviicicincccccccc 6.00 7.00 7.25

" Asaresuit of the decision to cease all future contributions under the Cash Balance formula and to freeze the Plan effective January 1, 2013, asalary increase
assumption no longer appliesto the Plan.

Theaccumulated benefit obligation for the HSBC North America Pension Plan was $3,892 million and $4,374 million at December
31, 2013 and December 31, 2012, respectively. As the projected benefit obligation and the accumulated benefit obligation relate
to the HSBC North America Pension Plan, only a portion of this deficit could be considered our responsibility.

Supplemental Retirement Plan Our employees also participate in a non-qualified supplemental retirement plan which has been
frozen. Thisplan, whichiscurrently unfunded, provideseligibleempl oyeesdefined pension benefitsoutsidethe qualified retirement
plan. Benefits are based on average earnings, years of service and age at retirement. The projected benefit obligation was $54
million and $66 million at December 31, 2013 and December 31, 2012, respectively. Pension expense related to the supplemental
retirement plan was $7 million, $17 million and $4 million in 2013, 2012 and 2011, respectively.

Defined Contribution Plans We participate in the HSBC North America401(k) savings plan and profit sharing plan which exist
for employees meeting certain eligibility requirements. Under these plans, each participant’s contribution is matched up to a
maximum of 6 percent of the participant’s compensation. Contributions are in the form of cash. Total expense for these plans for
HSBC Finance Corporation was $6 million, $4 million and $4 million in 2013, 2012 and 2011, respectively.

Postretirement Plans Other Than Pensions Our employees also participate in plans which provide medical and life insurance
benefitsto retirees and eligible dependents. These plans cover substantially all employeeswho meet certain age and vested service
requirements. We have instituted dollar limits on our payments under the plans to control the cost of future medical benefits.

The net postretirement benefit cost for continuing operations included the following:
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Year Ended December 31, 2013 2012

2011

(in millions)
Service cost — benefits earned during the period ... $ — $ — $ —
INIEEIESE COSE ...ttt et e e e et enennes 7 6 5
Net periodic postretirement DENEfit COSt .........coviirieiirrcer e $ 7 % 6 $ 5

Theassumptionsused in determining the net periodic postretirement benefit cost for our postretirement benefit plansareasfollows:

2013 2012 2011
DISCOUNE FBLE .....eeeee ettt e 3.35% 4.25% 4.95%
Salary INCrease SSUMIPLION .......oiuirieriereeieeere ettt sbe st e se et be e e e e e e sesae e ebe 2.75 2.75 2.75

A reconciliation of the beginning and ending balances of the accumulated postretirement benefit obligation for both continuing
and discontinued operationsis as follows:

2013 2012
(in millions)

Accumulated benefit obligation at beginning Of YEar...........ccocviriiiiinine s $ 197 $ 195
RS LYol oo = OSSP U ST SPSTO 1 1
INEEIESE COSL ...ttt e e 6 7
ACLUANTA (JAINS) TOSSES .....cuiietiieierieiereeres ettt bbbttt b bbbt neenes (16) 26
BeNEfitS Paid, NEL......c.cviiiii (14) (21)
Plan CUrtailmeNt ..o s — (1)
Accumulated benefit obligation at end Of YEar .........c.cceorirrinii e $ 174 $ 197

Our postretirement benefit plans are funded on a pay-as-you-go basis. We currently estimate that we will pay benefits of
approximately $15 million relating to our postretirement benefit plans in 2014. The funded status of our postretirement benefit
plans was aliability of $174 million and $197 million at December 31, 2013 and December 31, 2012, respectively.

Estimated future benefit payments for our postretirement benefit plans for both continuing and discontinued operations are as
follows:

(in millions)
2004 oot e e e et e ee e e e e e e e eee e e ee e e e e eeee e e eeeeee e et eeeeeeeee e eeeeee e e eeeeeeeee e eeeeeee e eeeeereeeeereneeeeeeieeene $ 15
L0 1 TSP O PSSR PRUSORPRORPIN 14
P2 1 U PRSP 14
L 1 TSP O PSSP PSUSOPPRORPIN 14
P2 1 USRS PRSI 13
2019-2023.......cceeeeeeeeteste sttt ettt h e h e h bt b E R R R R e R £ e R e e R £ SR E e RE oA £ SR £ SR e SR e AR e AR e AR £ AR e Rt AR e eR e R e R e e e e ene e e eneenennenaenre s 65

The assumptions used in determining the benefit obligation of our postretirement benefit plans are as follows:

2013 2012 2011
DISCOUNT FALE ......eeiveeeeiteeie st ettt ettt e e et et e e be et e sbeesteeaeesaesaeesaeeasesbeestesbeenbesbeenbesseenbenseenes 4.35% 3.35% 4.25%
Salary INCrease aSSUMPLION .......ccuicieiierieieiereeeeee e eeste e seesre e sre st e testeseensesseeeneesessesneesens 2.75 2.75 2.75

A 7.2 percent annual rate of increasein the gross cost of covered health care benefits for participants under the age of 65 and a6.8

percent annual rate for participants over the age of 65 was assumed for 2013. Thisrate of increaseis assumed to decline gradually
to 4.5 percent in 2027.

Assumed health care cost trend rates have an effect on the amounts reported for health care plans. A one-percentage point change

in assumed health care cost trend rateswoul d increase (decrease) serviceand interest costsand the postretirement benefit obligation
asfollows:
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One Percent One Percent
Point Increase Point Decrease

(in millions)
Effect on total of service and interest COSt COMPONENS..........coireriieirerere e $ — % —
Effect on postretirement benefit obligation ... 5.0 (4.0)

17. Related Party Transactions

In the normal course of business, we conduct transactions with HSBC and its subsidiaries. These transactions occur at prevailing
market ratesand termsand include funding arrangements, derivatives, servicing arrangements, information technol ogy, centralized
support services, item and statement processing services, banking and other miscellaneous services. Prior to 2013, we also sold
receivables to related parties. The following tables and discussions below present the more significant related party balances and
the income (expense) generated by related party transactions for continuing operations:

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

Assets:

(OF= = o OO 3 172 $ 193
Securities purchased under agreementsto reSE 1™ ... eee e eseeees 6,924 2,160
(@1 91C = S5 (PSRRI 86 105
TOLAI BSSELS .....ceeveeeeeeeeeee et et e e ettt e e te st e st et e st e e e e e e e seeaeetesaeateebestesseasete s enseneeneeaeeteeteeaeeteeteseeerenean 3 7,182 $ 2,458
Liabilities:

DUE O BFFITEIESD ..ottt e et e s s et eeee e s e s eseeeeee s e e e s e s eneeeeneseneeeseeen $ 8742 $ 9,089
Derivative related lHaDIlITY ........cccoeeiiireri e — 18
(@1 0= g Lo T =S 51 83
TOtAl HADINTTTIES......ccveeeeieeieeeeee ettt ettt et et et ese e e e e ebeebeeneebeebeseesrentan $ 8,793 $ 9,190

@ securitiesunder an agreement toresel| are purchased from HSI and generally havetermsof 120 daysor |ess. Thecollateral underlying the securities purchased
under agreements to resell, however, is with an unaffiliated third party. Interest income recognized on these securities is reflected as interest income from
HSBC &ffiliate in the table below.

@ Dueto affiliates includes amounts owed to HSBC and its subsidiaries as aresult of direct debt issuances as well as HSBC's ownership of our subordinated
debt and excludes preferred stock.
Year Ended December 31, 2013 2012 2011
(in millions)

Income/(Expense):

Interest iNCome from HSBC affiliGES.........ccveeeeeeeeeeeeeeeee et sn ettt ee e $ 5 % 4 % 6

Interest expense paid to HSBC affiliates™ ..........coooooivoieeeeseeeseeeeeeee e (474) (552) (578)
Net interest iNCOME (10SS) ........ccuiuiiiiieiiciiie s $ (469) $ (5488 (572
Gain (loss) on FVO debt with affiliate............cccocciiiiicicccs e, $ 18 $ (68) $ (10)
Servicing and other fees from HSBC affiliateS .......cccceveveeeeecececece e 26 35 20
Support services from HSBC affiliates............cocueveioiieii e, (281) (310 (270)
Stock based compensation expense With HSBC® ...........oo.urreenreeenneeeneesesseesesse (4) (10) (8)

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

@ Employees participate in one or more stock compensation plans sponsored by HSBC. These expenses are included in Salary and employee benefitsin our

consolidated statement of income (loss). Employees also participate in a defined benefit pension plan and other postretirement benefit plans sponsored by

HSBC North Americawhich are discussed in Note 16, “Pension and Other Postretirement Benefits.”

141



HSBC Finance Corporation

Funding Arrangements with HSBC Affiliates:

We have historically used avariety of HSBC affiliates to fund a portion of our borrowing needs. However, in the first quarter of
2012, we revised our funding strategies and as a result, al of our ongoing funding requirements have been integrated into the
overall HSBC North America funding plans and our funding requirements are now sourced primarily through HSBC USA, Inc.
Due to affiliates consists of the following:

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

HSBC Private Banking Holdings (Suisse) S.A. and SUbSIdIaries........c.ccvveererenninnceeens $ 4300 $ 5,625
HSBC USA TNC...eiriiiieeiiiteestee et e et e n e n e nn s 3,012 2,012
HSBC Holdings plc (includes $496 million and $514 million at December 31, 2013 and

December 31, 2012 carried at fair value, reSpeCctively) ......ccoceerererinine i 820 842
HSBC North AmMerica HOIAINGS INC.....c.cuiiiiiiiiiiiiieres e 600 600
HSBC ASIAHOIAINGS BV ...ttt st st e 10 10
DUE O BFfITIAEES ...ttt bbbttt $ 8742 $ 9,089

HSBC Private Banking Holdings (Suisse) S.A.and subsidiaries - We have various debt agreements with maturities between 2013
and 2016.

HSBC USA Inc. - We have a $5.0 hillion, 364-day uncommitted revolving credit agreement with HSBC USA Inc. which expires
during the fourth quarter of 2014. The credit agreement allows for borrowings with maturities of up to 15 years. Of the amounts
outstanding at December 31, 2013, $512 million maturesin September 2017, $1.5 billion maturesin January 2018 and $1.0 billion
matures in September 2018.

HSBC Holdings plc - We have a public subordinated debt i ssue with acarrying amount of $3.0 billion at December 31, 2013 which
maturesin 2021. Of this amount, HSBC Holdings plc holds $820 million.

HSBC North America Holdings Inc. - We have a$600 million loan agreement with HSBC North Americawhich providesfor three
$200 million borrowings with maturities between 2034 and 2035.

HSBC Asia Holdings BV - We have two $5 million loan agreements with maturity datesin 2014 and 2015.

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

»  $1.5 billion uncommitted secured credit facility with HSBC Bank USA was available at December 31, 2012. In December
2013, the amount available was reduced to $0. Any draws on this credit facility required regulatory approval;

*  $2.0billion committed revolving credit facility with HSBC USA Inc. was avail able at December 31, 2012. In December 2013,
the amount available was reduced to $1.0 billion. This credit facility expiresin May 2017;

*  $100 million committed revolving credit facility with HSBC Investments (Bahamas) Limited which maturesin April 2014;
and

e $455 million, 364-day uncommitted revolving credit facility with HSBC North Americawas available at December 31, 2013
and 2012.

Asdiscussed morefully in Note 21, "Commitments, Contingent and Other Liabilities,” and in Note 22, "L itigation and Regul atory
Matters," in November 2013, we obtained a surety bond to secure a stay of execution of the partial judgment in the Jaffe litigation
pending the outcome of our appeal in the Jaffe litigation. This surety bond has been guaranteed by HSBC North America and we
will pay HSBC North America an annual fee for providing the guarantee which is included as a component of interest expense
paid to HSBC affiliates.

Aspreviously discussed, we maintain an overall risk management strategy that utilizesinterest rateand currency derivativefinancial
instruments to mitigate our exposure to fluctuations caused by changes in interest rates and currency exchange rates related to
affiliate and third-party debt liabilities. HSBC Bank USA is our primary counterparty in derivative transactions. The notional
amount of derivative contracts outstanding with HSBC Bank USA totaled $16.5 billion and $26.0 billion at December 31, 2013
and December 31, 2012, respectively. When the fair value of our agreements with affiliate counterparties requires the posting of
collateral, it is provided in either the form of cash and recorded on the balance sheet or in the form of securities which are not
recorded on our balance sheet. Thefair value of our agreements at December 31, 2013 and December 31, 2012 with HSBC Bank
USA required HSBC Bank USA to provide collateral to us of $811 million and $75 million, respectively, all of which wasreceived
in cash. These amounts are offset against the fair value amount recognized for derivative instruments that have been offset under
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the same master netting arrangement. See Note 11, “Derivative Financial Instruments,” for additional information about our
derivative portfolio.

In addition to the lending arrangements discussed above, during the fourth quarter of 2010, we issued 1,000 shares of Series C
preferred stock to HINO for $1.0 billion. Dividends paid on the Series C Preferred Stock totaled $86 million, $86 million and $89
million in 2013, 2012 and 2011, respectively.

Services Provided Between HSBC Affiliates:

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

e Servicing activitiesfor real estate secured receivables across North Americaare performed both by usand HSBC Bank USA.
As aresult, we receive servicing fees from HSBC Bank USA for services performed on their behalf and pay servicing fees
to HSBC Bank USA for servicesperformed on our behalf. Thefeeswereceivefrom HSBC Bank USA arereportedin Servicing
and other feesfrom HSBC affiliates. Thisincludes fees received for servicing real estate secured receivables (with acarrying
amount of $1.0 billion and $1.2 billion at December 31, 2013 and December 31, 2012, respectively) that we sold to HSBC
Bank USA in 2003 and 2004. Fees we pay to HSBC Bank USA are reported in Support services from HSBC affiliates.

*  Wealsoprovidevariousservicesto HSBC Bank USA, including processing activitiesand other operational and administrative
support. Fees received for these services are included in Servicing and other fees from HSBC affiliates.

e HSBC North Americastechnology and certain centralized support servicesincluding human resources, corporate affairs, risk
management, legal, compliance, tax, finance and other shared services are centralized within HSBC Technology & Services
(USA) Inc. ("HTSU"). HTSU also provides certain item processing and statement processing activities for us. The fees we
pay HTSU for the centralized support services and processing activitiesareincluded in Support servicesfrom HSBC affiliates.
We also receive fees from HTSU for providing certain administrative services to them as well as receiving rental revenue
from HTSU for certain office space. The fees and rental revenue we receive from HTSU are included in Servicing and other
feesfrom HSBC dffiliates.

*  WeuseHSBC Global Resourcing (UK) Ltd., an HSBC affiliate | ocated 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.

«  Banking services and other miscellaneous services are provided by other subsidiaries of HSBC, including HSBC Bank USA,
which are included in Support services from HSBC affiliates.

Transactions with HSBC Affiliates involving our Discontinued Operations:

Asiit relates to our discontinued credit card operations, in January 2009 we sold our General Motors (“GM™) and Union Plus
(“UP") portfolios to HSBC Bank USA with an outstanding principal balance of $12.4 hillion at the time of sale but retained the
customer account relationships. In December 2004, we sold our private label receivable portfolio (excluding retail sales contracts
at our Consumer Lending business) to HSBC Bank USA and also retained the customer account relationships. In July 2004, we
purchased the account relationships associated with $970 million of credit card receivables from HSBC Bank USA. In each of
these transactions, we agreed to sell on adaily basisall new receivable originations on these account relationshipsto HSBC Bank
USA and serviced these receivables for afee. In March 2012, we sold the account relationships we had previously purchased in
July 2004 to HSBC Bank USA resulting in again of $79 million during the first quarter of 2012 which isincluded as a component
of income from discontinued operations. As discussed in Note 3, “Discontinued Operations,” on May 1, 2012, we sold our Card
and Retail Services business to Capital One, which included these account relationships and receivables.

During 2012 and 2011, we sold a cumulative total of $10.4 billion and $35.7 billion, respectively, of receivables on adaily basis
toHSBC Bank USA prior tothesale of our Card and Retail Servicesbusinesswhichresulted ingainsonthedaily salesof receivables
in 2012 through the date of sale of $89 million and $567 million in 2011. Fees received for servicing these receivable portfolios
in 2012 through the date of sale totaled $207 million and $594 million in 2011. The gains on the daily sale of these receivables as
well as the fees received for servicing these receivable portfolios of our Card and Retail Services business are included as a
component of income from discontinued operations in the consolidated statement of income (l0ss).

We guaranteed the long-term and medium-term notes issued by our Canadian business prior to its sale to HSBC Bank Canada
through May 2012 when the notes were paid in full. The fees recorded for providing this guarantee in 2012 and 2011 were not
significant and areincluded in interest income from HSBC affiliatesin thetable above. Aspart of the sale of our Canadian business
to HSBC Bank Canada, the sale agreement allowed us to continue to distribute various insurance products through the branch
network for afee which isincluded as a component of income from discontinued operations. We distributed insurance products
for HSBC Bank Canada until the Insurance business was sold on March 29, 2013.
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18. Business Segments

We have one reportable segment: Consumer. Our Consumer segment consists of our run-off Consumer Lending and Mortgage
Services businesses. Prior to the first quarter of 2009, the Consumer segment provided real estate secured and personal non-credit
card loanswith both revolving and closed-end termsand with fixed or variableinterest rates. L oanswere originated through branch
locations and direct mail. Products were also offered and customers serviced through the Internet. Prior to thefirst quarter of 2007,
we acquired loans from correspondent lenders and prior to September 2007 we also originated loans sourced through mortgage
brokers. While these businesses are operating in run-off, they have not been reported as discontinued operations because we
continue to generate cash flow from the ongoing collections of the receivables, including interest and fees.

Previously we reported our corporate and treasury activities, which included the impact of FVO debt, in the All Other caption in
our segment reporting. With the completion of the sale of our Insurance business on March 29, 2013 as more fully discussed in
Note 3, “Discontinued Operations,” our corporate and treasury activities are now solely supporting our Consumer Lending and
Mortgage Services businesses. As aresult, beginning in 2013, we now report these activities within the Consumer Segment and
no longer present an “ All Other” caption within segment reporting. Segment financial information has been restated for al periods
presented to reflect this new segmentation. There have been no other changes in measurement or composition of our segment
reporting as compared with the presentation in our 2012 Form 10-K.

We report financial information to our parent, HSBC, in accordance with International Financial Reporting Standards (“1FRSS").
Our segment results are presented in accordance with IFRSs (a non-U.S. GAAP financial measure) on a legal entity basis as
operating resultsare monitored and reviewed and trends areeval uated on an | FRSsbasis. However, we continueto monitor liquidity
and capital adequacy, establish dividend policy and report to regulatory agencieson aU.S. GAAP basis.

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

Effective interest rate - The calculation of effective interest rates under 1AS 39, “Financia Instruments. Recognition and
Measurement” (“1AS 39”), requires an estimate of changesin estimated contractual cash flows, including fees and points paid or
received between parties to the contract that are an integral part of the effective interest rate be included. U.S. GAAP generally
prohibits recognition of interest income to the extent the net investment in the loan would increase to an amount greater than the
amount at which the borrower could settle the obligation. Under U.S. GAAPR, prepayment penalties are generally recognized as
received. U.S. GAAPalsoincludesinterestincomeon loansoriginated asheld for salewhichisincluded in other operating revenues
for IFRSs. During 2011, for IFRSs there was approximately $185 million of cumulative effective interest rate adjustments
recognized to correct prior period errors.

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

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

Other Operating Income (Total Other Revenues)

Loans held for sale - For receivables transferred to held for sale subsequent to origination, IFRSs requires these receivablesto be
reported separately on the balance sheet when certain criteria are met which are generally more stringent than those under
U.S. GAAP, but does not change the recognition and measurement criteria. Accordingly, for IFRSs such loans continue to be
accounted for and impairment continues to be measured in accordance with IAS 39 with any gain or loss recorded at the time of
sale. U.S. GAAPrequiresloans that meet the held for sale classification requirements be transferred to a held for sale category at
thelower of amortized cost or fair value. Under U.S. GAAP, the component of thelower of amortized cost or fair val ue adjustment
related to credit risk at the time of transfer is recorded in the statement of income (loss) as provision for credit losses while the
component related to interest rates and liquidity factorsis reported in the statement of income (loss) in other revenues.

Extinguishment of debt - During the fourth quarter of 2010, we exchanged $1,800 million in senior debt for $1,900 million in new
fixed rate subordinated debt. Under IFRSs, the population of debt exchanged which qualified for extinguishment treatment was
larger than under U.S. GAAP which resulted in a gain on extinguishment of debt under IFRSs compared with a small loss under
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U.S. GAAP. Under U.S. GAAP, we continue to account for aportion of thisdebt under thefair value option el ection and, therefore,
changes in the fair market value are recognized in earnings under U.S. GAAP. Under IFRSs, the debt is held at amortized cost.

Securities - Under IFRSs, securitiesinclude HSBC shares held for stock plans at fair value. These shares held for stock plans are
measured at fair value through other comprehensive income. If it is determined that these shares have become impaired, the
unrealized lossin accumulated other comprehensive income s reclassified to profit or loss. Thereisno similar requirement under
U.S. GAAP.

During the second quarter of 2009, under |FRSswe recorded income for the value of additional sharesattributableto HSBC shares
held for stock plans as aresult of HSBC's rights offering earlier in 2009. During 2011, under |FRSs we recorded additional gains
as these shares vest. The additional shares are not recorded under U.S. GAAP.

Other-than-temporary impairments - Under U.S. GAAP, a decline in fair value of an available-for-sale debt security below its
amortized cost may indicate that the security is other-than-temporarily impaired under certain conditions. IFRSs do not have an
“other than temporary” impairment concept. Under IFRSs, adecline in fair value of an available-for-sale debt security below its
amortized cost is considered evidence of impairment if the decline can, at least partially, be attributed to an incurred loss event
that impactsthe estimated future cash flows of the security (i.e., acredit lossevent). Thusasecurity may not be considered impaired
if the declinein value is the result of events that do not negatively impact the estimated future cash flows of the security (e.g., an
increasein therisk-freeinterest rate). However, until the entity sellsthe security, it will have to assess the security for credit losses
at each reporting date.

Another difference between U.S. GAAP and IFRSs is the amount of the loss that an entity recognizes in earnings on an impaired
(other-than-temporarily impaired for U.S. GAAP) available-for-sale debt security. Under U.S. GAAP, if an entity has decided to
sell adebt security whose fair value has declined below its amortized cost, or will be more likely than not required to sell the debt
security beforeit recoversitsamortized cost basis, it will recognize animpairment lossin earnings equal to the difference between
the debt security's carrying amount and its fair value. If the entity has not decided to sell the debt security and will not be more
likely than not required to sell the debt security before it recovers its amortized cost basis, but nonethel ess expectsthat it will not
recover the security's amortized cost basis, it will bifurcate the impairment lossinto a credit loss component and a non-credit loss
component, and recognize the credit |oss component in earningsand the non-credit | oss component in other comprehensiveincome.
Under IFRSs, the entity recognizes the entire declinein fair value below amortized cost in earnings.

REO expense - Other revenues under IFRSs include losses on sale and the lower of amortized cost or fair value of the collateral
less cost to sell adjustments on REO properties which are classified as other expense under U.S. GAAP.

Loan Impairment Charges (Provision for Credit Losses)

IFRSs requires a discounted cash flow methodology for estimating impairment on pools of homogeneous customer loans which
requires the discounting of cash flows including recovery estimates at the original effective interest rate of the pool of customer
loans. Theamount of impairment rel ating to thediscounting of future cash flowsunwindswith the passage of time, andisrecognized
ininterest income. Also under IFRSs, if the recognition of awrite-down to fair value on secured |oans decreases because collateral
values have improved and the improvement can be related objectively to an event occurring after recognition of the write-down,
such write-down is reversed, which is not permitted under U.S. GAAP. Additionally under IFRSs, future recoveries on charged-
off loans or loans written down to fair value less cost to obtain title and sell the collateral are accrued for on a discounted basis
and arecovery asset is recorded. Subsequent recoveries are recorded to earnings under U.S. GAARP, but are adjusted against the
recovery asset under IFRSs. Under IFRSs, interest on impaired loansisrecorded at the effective interest rate on the customer loan
balance net of impairment allowances, and therefore reflects the collectability of the loans.

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

Credit loss reserves on TDR Loans for U.S. GAAP are established based on the present value of expected future cash flows
discounted at the loans original effectiveinterest rate. Under |FRSs, impairment on the residential mortgage |oans where we have
granted the borrower a concession as aresult of financial difficulty is measured based on the cash flows attributable to the credit
loss events which occurred before the reporting date. HSBC's accounting policy under IFRSs is to remove such loans from the
category of impaired loans after a defined period of re-performance, although such loans remain segregated from loans that were
not impaired in the past for the purposes of collective impairment assessment to reflect their credit risk. Under U.S. GAAP, when
aloan isimpaired theimpairment is measured based on all expected cash flows over the remaining expected life of the loan. Such
loans remain impaired for the remainder of their lives under U.S. GAAP.
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For loans collectively evaluated for impairment under U.S. GAAP, bank industry practice adopted in the fourth quarter of 2012
generally resultsin aloss emergence period for these loans using aroll rate migration analysis which resultsin 12 months of losses
in our credit loss reserves. Under IFRSs, we concluded that the estimated average period of time from last current status to write-
off for real estate secured loans collectively evaluated for impairment using aroll rate migration analysis was 10 months which
was also adopted in the fourth quarter of 2012. In the second quarter of 2013, we updated our review under IFRSs to reflect the
period of time after aloss event that aloan remains current before delinquency is observed which resulted in an estimated average
period of time from aloss event occurring and its ultimate migration from current status through to delinquency and ultimately
write-off for real estate secured |oans collectively evaluated for impairment using aroll rate migration analysis of 12 months.

Operating Expenses

Pension and other postretirement benefit costs - Pension expense under U.S. GAAP is generally higher than under IFRSs as a
result of theamortization of theamount by which actuarial |osses exceedsthe higher of 10 percent of the projected benefit obligation
or fair value of plan assets (the“ corridor™). Asaresult of an amendment to the applicable |FRSs effective January 1, 2013, interest
cost and expected return on plan assets is replaced by a finance cost component comprising the net interest on the net defined
benefitliability. Thishasresulted inanincreasein pension expenseasthenet interest doesnot reflect the benefit from the expectation
of higher returns on the riskier plan assets. In 2010, changes to future accruals for legacy participants under the HSBC North
America Pension Plan were accounted for as a plan curtailment under IFRSs, which resulted in immediate income recognition.
Under U.S. GAAP, these changes were considered to be a negative plan amendment which resulted in no immediate income
recognition.

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

Share-based bonus arrangements - Under IFRSs, the recognition of compensation expense related to share-based bonuses begins
on January 1 of the current year for awards expected to be granted in the first quarter of the following year. Under U.S. GAAPR,
the recognition of compensation expense related to share-based bonuses does not begin until the date the awards are granted.

Assets

Customer loans (Receivables) - As discussed more fully above under "Other Operating Income (Total Other Revenues) - Loans
held for sale," on an IFRSs basis, loans designated as held for sale at the time of origination and accrued interest are classified as
trading assets. However, the accounting requirements governing when receivables previously held for investment are transferred
to aheld for sale category are more stringent under IFRSs than under U.S. GAAP. Unearned insurance premiums are reported as
areduction to receivableson aU.S. GAAP basis but are reported as insurance reserves for IFRSs. IFRSs also allowsfor reversals
of write-downs to fair value on secured loans when collateral values have improved which is not permitted under U.S. GAAP.

Derivatives - Under U.S. GAAP, derivative receivables and payables with the same counterparty may be reported on a net basis
in the balance sheet when there is an executed International Swaps and Derivatives Association, Inc. (“ISDA”) Master Netting
Arrangement. In addition, under U.S. GAARP, fair value amounts recognized for the obligation to return cash collateral received
or theright to reclaim cash collateral paid are offset against thefair value of derivative instruments. Under | FRSs, these agreements
do not necessarily meet the requirementsfor offset, and therefore such derivative receivables and payables are presented gross on
the balance sheet.
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The following table reconciles our IFRSs segment results to the U.S. GAAP consolidated totals:

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

Year Ended December 31, 2013:
NEL INtEreSt INCOME......cuvieiciiee e s $ 2,031 $ (643) $ (320) $ 1,068
Other operating income (Total Other reVENUES) ..........ccovvevrererenerrenreresesenenes (413) 966 328 881
Total operating income (loss) 1,618 323 8 1,949
Loan impairment charges (Provision for credit [0SSES) .........cccoveerernerierrennen: 711 (732) — (21)
Net interest income and other operating income |ess loan impairment

CREIGES......ei s 907 1,055 1,970
OPErating EXPENSES........c.rererreerreresererreresere e sessessesesssessesesssesnens 857 67 932
Profit (10SS) DEFOr@ taX .........cccvvreeiiericnce e $ 5 $ 988 $ — 3 1,038
Depreciation and amortiZatioN............ccceeeeriierininss s 2 1 8
Expenditures for long-lived assets — — 6
Balances at end of period:
Customer [0anSs (RECEIVADIES).......c..eueeririeiirieeiririe st $ 29,262 $ (2,644) $ 34) $ 26,584
AASSELS ... e s 39,503 (1,796) — 37,707
Year Ended December 31, 2012:
NEL INEErESt INCOME ......evrseiriei et $ 2540 $ (500) $ (394) $ 1,646
Other operating income (Total other revenues) .............coceeevececicinieicienne, (960) (1,609) 450 (2119)
Total operating iNCOME (I0SS)......c.cucueueuiueiiuiieieirieieeieieeieieeier e 1,580 (2,109) 56 (473)
Loan impairment charges (Provision for credit [0SSeS) ..........ccovvercrreriecrennen. 2,556 (332 — 2,224
Net interest income and other operating income less |oan impairment

CREIGES. ...ttt (976) a,777) 56 (2,697)
Operating expenses... 1,014 44 56 1,114
Profit (10SS) DEfOrEaX .......cccucvciciciic s $ (1,990) $ (1821) $ — $ (3,811)
Depreciation and amMOrtiZatiON ...........c.cuveeeeererieieerieeeseeeeese e 13 — (6) - 7
Expenditures for [ong-lived aSSetS...........coeerrcnrnnienneeeseneere s 3 — — 3
Balances at end of period:
Customer loans (Receivables) $ 37556 $ (4557) $ (60) $ 32,939
AASSELS ..ottt b e et ee 47,820 (3,074) — 44,746
Year Ended December 31, 2011:
NEL INtErESt INCOME ......ceeeeiaiieeierecee e $ 2881 $ (522) $ (583) $ 1,776
Other operating income (Total other revenues) ... (577) 3 714 140
Total operating iNCOME (I0SS).......ccuviiiiiiii s 2,304 (519 131 1,916
Loan impairment charges (Provision for credit 10SSes) .........coccoeeervereneninnnne 4,913 (495) — 4,418
Net interest income and other operating income |less loan impairment

CRAIGES. ...ttt bbb (2,609) (24) 131 (2,502)
OPErating EXPENSES........curerereeerreresesersesesesessestaessesesesessssesessesssesessesssessesesssessens 1,164 (40) 131 1,255
Profit (10SS) DEfOrE taX ......c.cveuieeicirieireiseeiseee et seeeaes $ (3,773) $ 16 $ — $ (3,757)
Depreciation and amortization.... 15 8 4 - 19
Expenditures for ong-lived SSets............ccooeeeveeecieeceeee e 4 — — 4
Balances at end of period:
Customer [0ans (RECEIVADIES)..........c.cureueireireirirererere e $ 48,135 $ (162) $ (61) $ 47,912
AASSELS ...ttt n s 53,530 (2,974) 110 50,666
(@)

IFRSs Adjustments which have been described more fully above, consist of the following:
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]

Provision Total Profit
Net For Costs (Loss)
Interest Other Credit and Before Total
Income Revenues Losses Expenses Tax Receivables Assets
(in millions)

Year Ended December 31, 2013:
Derivatives and hedge
ACCOUNLING v.vocveveveeerseeneeee $ 5 $ — 3 —  $ — 5 % —  $ (6)
Purchase accounting............ — 16 43 — (27) 35 29
Deferred loan origination
costs and premiums............. (15) 4 — — (11) 97 63
Credit loss impairment
Provisioning........coeveveuneuens (649) 250 (110) — (289) (911) (719)
Loans held for sale.............. 4 671 (665) (5) 1,345 (1,871) 94

9 8 — — 17 7 27

3 17 — 72 (52) 1) (1,284)

$ (643) $ 96 $ (732) $ 67 988 $ (2,644) $ (1,796)

Year Ended December 31, 2012:
Derivatives and hedge
ACCOUNLING cvvvvvereeveereereeenn $ 15 3 — 3 — 3 — 5 $ — 3 (4)
Purchase accounting............ (5) 3 14 — (16) 19 46
Deferred loan origination
costs and premiums............. (15) (5) — — (20) 125 70
Credit loss impairment
Provisioning........coeveevevenens (535) (14) 15 — (564) (222) (533
Loansheld for sdle............... 4 (1,523) (361) 5 (1,163) (4,487) (768)
Interest recognition.............. 34 — — — 34 8 16
(©]14 1 SR 2 (70) — 39 (207) — (1,901)
Total.oooieii $ (500) $ (1,609 $ (332 % a4 (1,821 $ (4557) $ (3,074)
Year Ended December 31, 2011:
Derivatives and hedge
ACCOUNLING ... $ 5 % — $ — 3 — 5 % — % —
Goodwill and intangible
SIS, — — —_ — — — (111)
Purchase accounting............ (4 32 14 — 14 21 57
Deferred loan origination
costs and premiums............. (30) — — — (30 143 83
Credit loss impairment
Provisioning........c.cocevevinenns (499) — (506) — 7 (300) (170)
Loans held for sale 6 — — — 6 (36) (23)
Interest recognition.............. 2 — — — 2 10 (6)
(©]141= S 2 (29) 3) (40) 16 — (2,804)
Total.oooieeeiii $ (522) $ 3 $ (495) $ (40) 16 $ (162) $ (2,974)

Represents differences in balance sheet and income statement presentation between U.S. GAAP and IFRSs.

19. Variable Interest Entities

We consolidate variable interest entities (“VIES’) in which we are deemed to be the primary beneficiary through our holding of a
variableinterest which isdetermined asacontrolling financial interest. The controlling financial interest is evidenced by the power
to direct the activities of aVIE that most significantly impact its economic performance and obligations to absorb losses of, or the
right to receive benefitsfrom, the VIE that could be potentially significant to the VIE. Wetakeinto account all of our involvements
inaVIE inidentifying (explicit or implicit) variable interests that individually or in the aggregate could be significant enough to
warrant our designation as the primary beneficiary and hence require us to consolidate the VIE or otherwise require us to make
appropriate disclosures. We consider our invol vement to be significant wherewe, among other things, (i) provideliquidity facilities
to support the VIE's debt issuances, (ii) enter into derivative contracts to absorb the risks and benefits from the VIE or from the
assets held by the VIE, (iii) provide a financial guarantee that covers assets held or liabilities issued, (iv) design, organize and
structure the transaction and (v) retain afinancial or servicing interest in the VIE.
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We are required to evaluate whether to consolidate a VIE when we first become involved and on an ongoing basis. In almost all
cases, aqualitative analysis of our involvement in the entity provides sufficient evidence to determine whether we are the primary
beneficiary. In rare cases, a more detailed analysis to quantify the extent of variability to be absorbed by each variable interest
holder isrequired to determine the primary beneficiary.

Consolidated VIEs Intheordinary course of business, we have organized special purpose entities (* SPES’) primarily to meet our
own funding needs through collateralized funding transactions. We transfer certain receivables to these trusts which in turn issue
debt instrumentscollateralized by thetransferred receivables. Theentitiesused inthesetransactionsare V1 Es. Aswearethe servicer
of the assets of these trusts and have retained the benefits and risks, we determined that we are the primary beneficiary of these
trusts. Accordingly, we consolidate these entities and report the debt securities issued by them as secured financingsin long-term
debt. Asaresult, all receivablestransferred in these secured financings have remained and continue to remain on our balance sheet
and the debt securities issued by them have remained and continue to be included in long-term debt.

The assets and liabilities of these consolidated secured financing VIEs consisted of the following as of December 31, 2013 and
December 31, 2012:

December 31, 2013 December 31, 2012
Consolidated  Consolidated  Consolidated = Consolidated
Assets Liabilities Assets Liabilities
(in millions)
Real estate collateralized funding vehicles:
O o $ — % — % 6 $ —
RECEIVADIES, NEL: ... e
Real estate secured receivables........cccovevveceeevcvcecceccece e 4,020 — 4,898 —
Accrued finance income and Other ..........cccoccevveve e e, 156 — 103 —
Credit I0SSTESEIVES ... (556) — (804) —
RECEIVADIES, NEL ..o e 3,620 — 4,197 —
Other [1ahilITIES ....ecvvcvereiecee e — (42) — (39
LoNg-term debt ..o — 2,200 — 2,878
TOMAL .ttt n et en e et et eneneeneeas $ 3620 $ 2159 $ 4203 $ 2,839

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

Unconsolidated VIEs As of December 31, 2013 and December 31, 2012, all of our unconsolidated VIEs, which relate to low
income housing partnerships and investments in community partnerships, are reported within our discontinued operations. We do
not have any unconsolidated VIEs within continuing operations.

Asit relates to our discontinued Card and Retail Services business, prior to the sale of our Card and Retail Services businessto
Capital One on May 1, 2012 we were aso involved with other VIEs which provided funding to HSBC Bank USA through
collateralized funding transactions. In April 2011, the collateralized funding facilities were terminated by HSBC Bank USA.

20. Fair Value Measurements

Accounting principlesrelated to fair value measurements provide aframework for measuring fair value and focus on an exit price
that would bereceived to sell an asset or paid to transfer aliability inthe principal market (or in the absence of the principal market,
the most advantageous market) accessible in an orderly transaction between willing market participants (the “Fair Vaue
Framework™). Where required by the applicable accounting standards, assets and liabilities are measured at fair value using the
“highest and best use” valuation premise. Fair value measurement guidance effective in 2012 clarifies that financial instruments
do not have alternative use and, as such, the fair value of financial instruments should be determined using an “in-exchange’
valuation premise. However, thefair value measurement literature provides aval uation exception and permits an entity to measure
thefair value of agroup of financial assets and financia liabilities with offsetting credit risk 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 liabilitiesif certain conditions are met. We
have not elected to make fair value adjustments to a group of derivative instruments with offsetting credit and market risks.

Fair Value Adjustments The best evidence of fair value is quoted market price in an actively traded market, where available. In
the event listed price or market quotes are not availabl e, val uation techniquesthat incorporate rel evant transaction data and market
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parametersreflecting 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 marketsin which the transactions occur.

Credit risk adjustment - The credit risk adjustment is an adjustment to a group of financial assets and financia liabilities,
predominantly derivative assets and derivative liabilities, to reflect the credit quality of the partiesto the transaction in arriving at
fair value. A credit valuation adjustment to a financial asset is required to reflect the default risk of the counterparty. A debit
valuation adjustment to afinancial liability isrecorded to reflect our default risk. Where applicable, we take into consideration the
credit risk mitigating arrangements including collateral agreements and master netting arrangements in estimating the credit risk
adjustments.

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

» similarities between the asset or theliability under consideration and the asset or liability for which quotation isreceived;

* collaborationof pricing by referenceto other independent market datasuch as market transactionsand rel evant benchmark
indices;

*  whether the security istraded in an active or inactive market;

* consistency among different pricing sources;

» thevaluation approach and the methodol ogies used by the independent pricing sources in determining fair value;
* the elapsed time between the date to which the market data relates and the measurement date; and

* themanner in which the fair value information is sourced.

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

Fair values for derivatives are determined by management using valuation techniques, valuation models and inputs that are
developed, reviewed, validated and approved by the Quantitative Risk and Valuation Group of an HSBC affiliate. The models
used apply appropriate control processes and proceduresto ensure that the derived inputs are used to value only those instruments
that share similar risk to the relevant benchmark indexes and therefore demonstrate a similar response to market factors.

We have various controls over our valuation process and proceduresfor receivables held for sale. Asthesefair values are generally
determined using value estimates from third party and affiliate valuation specialists, the controls may include analytical reviews
of quarterly value trends, corroboration of inputs by observable market data, direct discussion with potential investors and results
of actual sales of such receivable, al of which are submitted to the HSBC U.S. Valuation Committee for review.

Fair Value of Financial Instruments The fair value estimates, methods and assumptions set forth below for our financia
instruments, including thosefinancial instruments carried at cost, are made solely to comply with disclosuresrequired by generally
accepted accounting principles in the United States and should be read in conjunction with the financial statements and notes
includedinthisForm 10-K. Thefollowing table summarizesthe carrying valuesand estimated fair value of our financial instruments
at December 31, 2013 and December 31, 2012.
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December 31, 2013

Carrying  Estimated
Value Fair Value Level 1 Level 2 Level 3

(in millions)

Financial assets:

L0r = o SRR $ 175 $ 175 $ 175 % — $ —_
Securities purchased under agreementsto resell ........cooceveeeeeceecncnnenn, 6,924 6,924 — 6,924 —
Redl estate secured receivables®:
FIPSETIEN ettt ettt 21,514 18,577 — — 18,577
SECONA LIBN.. .ttt ettt ere e eneeaeas 2,659 1,418 — — 1,418
Total real estate secured receivables..........ccovvevevevcccceccececeeeee, 24,173 19,995 — — 19,995
Receivablesheld for Sale........coovviiiicicececcccec e 2,047 2,047 — — 2,047
DUEFrom affiliateS.....cceieeeieceececececee e e 86 86 — 86 —
Financial liabilities:
Dueto affiliates carried at fair vValue .........ccoeevevveeece i 496 496 — 496 —
Dueto affiliates not carried at fair value..........cccoveeiiieece e, 8,246 8,369 — 8,369 —
Long-term debt carried at fair value.........ccovevireineiinenccrecnen 8,025 8,025 — 8,025 —
Long-term debt not carried at fair value.........coocoveveieneiincneccnee 12,814 13,301 — 11232 2,069

December 31, 2012

Carrying  Estimated
Value Fair Value Level 1 Level 2 Level 3

(in millions)

Financial assets:

L0F = o TR $ 197 $ 197 $ 197 $ — $ —
Interest bearing deposits with banks..........cccccceeeveveicicccccrc e 1,371 1,371 — 1,371 —
Securities purchased under agreementsto resell .........ccccoeeveinennennn 2,160 2,160 — 2,160 —
S o1 [ =SS 80 80 80 — —
Real estate secured receivables™:

FIPSETIEN ettt 26,218 19,586 — — 19,586

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

Total rea estate secured receiVables..........cccovvveviccececce s 29,284 20,699 — — 20,699
Receivables held for SAle........occveieiiciiecee e 6,203 6,203 — — 6,203
DUE from affiliaES.....cveeeeerecece e 105 105 — 105 —
Financial liabilities:
Dueto affiliates carried at fair Value.........cceeeeeeeiecceieece e, 514 514 — 514 —
Dueto affiliates not carried at fair value..........cccoveevieece e, 8,575 8,654 — 8,654 —
Long-term debt carried at fair value.........ccceeveveevecvececeececeeece e 9,725 9,725 — 9,725 —
Long-term debt not carried at fair value..........cccooeveerinininncccee 18,701 19,172 — 16,537 2,635
Derivativefinancial liabilities.........ccocveeiiieii e 22 22 — 22 —

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

Receivable values presented in the table above were determined using the Fair Value Framework for measuring fair value, which
is based on our best estimate of the amount within arange of values we believe would be received in a sale as of the balance sheet
date (i.e. exit price). The secondary market demand and estimated value for our receivables has been heavily influenced by the
challenging economic conditionsduring the past several years, including house price depreciation, el evated unemployment, changes
in consumer behavior, changesin discount rates and the lack of financing options avail able to support the purchase of receivables.
For certain consumer receivables, 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 receivables, believe will ultimately be the case. The investor's valuation process reflects
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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 asignificant pricing discount from our intrinsic value. The estimated fair values at December
31, 2013 and December 31, 2012 reflect these market conditions. The increase in the relative fair value of real estate secured
receivables during 2013 islargely due to improved conditions in the housing industry driven by increased property values and, to
alesser extent, lower required market yields and increased investor demand for these types of receivables.

Assets and Liabilities Recorded at Fair Value on a Recurring Basis The following table presents information about our assets
and liabilities measured at fair value on arecurring basis as of December 31, 2013 and December 31, 2012, and indicates the fair
value hierarchy of the valuation techniques utilized to determine such fair value.

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

December 31, 2013
Derivative financial assets:

INEErESt FALE SWAPS c..evvrceerirereeeseseiei et $ — 3 310 $ — 3 — 3 310

CUITENCY SRS ......ovvriiiiii et — 797 — — 797

Derivative netting... — — — (1,107) (1,107)

Total derivative financial aSSetS.........ooeureeeerenierneeneeereaenn: — 1,107 — (1,107) —
TOA BSSELS .. eucererreeee s $ — 1,107 $ —  $ (1,107) $ —
Dueto affiliates carried at fair value...........ccocvviiciiinicicininns $ — $—(496) s -3 — $—(496)
Long-term debt carried at fair value............ccocuvviiceniicinininns — (8,025) — — (8,025)
Derivative related liabilities:

INEErESt FAE SWAPS .....cvvvvereeecieieee e — (309) — — (309)

CUITENCY SWEPS ...vrvrerereerserneseseesessssssessessssessessssssssaessesnssees — (28) — — (28)

Derivative NEtING ......c.covevrveeerrieeerieiee e — — — 337 337

Total derivative related liabilities...........cocoovviiiiiciiininnes — (337) — 337 —
Total HHabilitIES....c.eeeereeeeecrecce e $ — $ (8,858) $ — 3 337 $ (8,521)
December 31, 2012 -
Derivative financial assets:

INLErESt rate SWaPS .....c.ccverereereiereeee e $ — % 524 % — 3% — 3% 524

CUITENCY SIVAPS ....vovvteiteeeisieeeteteieseteseiebessss e seseseseassesesesens — 1,159 — — 1,159

Derivative NELING ... — — — (1,683) (1,683)

Total derivative financial 8Ssets..........ccccvvvvvicniiniciiininns — 1,683 — (1,683) —
Available-for-sale securities:

Money market funds 80 — — — 80

Total available-for-sale securities 80 — — — 80
TOA BSSELS .. eucecverreeee e $ 80 $ 1683 $ — % (1,683) $ 80
Due to &ffiliates carried at fair value $ — $—(514) T -3 = $—(514)
Long-term debt carried at fair value............ccocvviccininicicininns — (9,725) — — (9,725)
Derivative related liabilities:

INEErESt Fate SWEPS .....c.vveerrerecie e — (1,585) — — (1,585)

CUITENCY SWEPS ..vrvrererteeserneseseesessisssessessssessessssssssaessesnssees — (45) — — (45)

Derivative NELING ......c.covevrueeerreeeereee e — — — 1,608 1,608

Total derivative related liabilities..........ccoovviniciiiiiicininne, — (1,630) — 1,608 (22)
Total HHabilItIES....c.veeereeeceereec e $ — $ (11,869) $ — $ 1,608 $ (20,261)
)

Represents counterparty and swap collateral netting which allow the offsetting of amounts relating to certain contracts when certain conditions are met.
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We did not have any U.S. corporate debt securities at December 31, 2013 or December 31, 2012.
Significant Transfers Between Level 1 and Level 2 There were no transfers between Level 1 and Level 2 during 2013 or 2012.

Information on Level 3 Assets and Liabilities There were no assets or liabilities recorded at fair value on a recurring basis using
significant unobservable inputs (Level 3) during 2013 or 2012.

Assets and Liabilities Recorded at Fair Value on a Non-recurring Basis The following table presents information about our
assetsand liabilitiesmeasured at fair value on anon-recurring basisas of December 31, 2013 and December 31, 2012, and indicates
the fair value hierarchy of the valuation techniques utilized to determine such fair value.

Non-Recurring Fair Value Measurements Total Gains
as of December 31, 2013 (Losses) for the
Year Ended
December 31,
Level 1 Level 2 Level 3 Total 2013
(in millions)
Receivables held for sale:
Real eState SECUrEd ........cocveivieieciicie ettt $ — 3 — $ 2047 $ 2047 $ 618
Personal non-credit Card.........cccooveeeceeencniese s — — — — (82)
Total receivablesheld for SAle........cooovieeeeceeeee e — — 2,047 2,047 536
Receivables held for investment carried at the lower of
amortized cost or fair value of the collateral less cost to sell® — 879 — 879 955
Real estate OWNEA®P ... — 389 — 389 (71)
Total assets at fair value on a non-recurring basis............cc......... $ — $ 1268 $ 2047 $ 3315 $ 1,420
Total Gains
Non-Recurring Fair Value Measurements (Losses) for the
as of December 31, 2012 Year Ended
December 31,
Level 1 Level 2 Level 3 Total 2012
(in millions)
Receivables held for sdle:
Real estate SECUred ........coeiueeeiiiieececeeeeee e $ — % — $ 3022 $ 3022 % (1,352
Personal non-credit Card...........covoveveeeneneseeereseeeeee e — — 3,181 3,181 (289)
Total receivablesheld for sale.........coovvvvevevciccccece s, — — 6,203 6,203 (1,641)
Receivables held for investment carried at the lower of
amortized cost or fair value of the collateral less cost to sell® — 2,109 — 2,109 1,793
Real €state OWNEA®P...........ovoeeeeeeeeeeeeeeeee et — 248 — 248 (93)
Total assets at fair value on anon-recurring basis............c......... $ — $ 237 $ 6203 $ 8560 $ 59

@ Total gains (losses) for the years ended December 31, 2013 and 2012 includes amounts recorded on receivables that were subsequently transferred to held
for sale.

@ Real estate owned is required to be reported on the balance sheet net of transactions costs. The real estate owned amounts in the table above reflect the fair
vaue of the underlying asset unadjusted for transaction costs.
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Thefollowingtable presentsquantitativeinformation about non-recurring fair value measurementsof assetsand liabilitiesclassified
asLeve 3inthefair value hierarchy as of December 31, 2013 and December 31, 2012:

Fair Value Range of Inputs
Dec. 31, Dec. 31, Significant December 31, December 31,
Financial Instrument Type 2013 2012 Valuation Technique  Unobservable Inputs 2013 2012
(in millions)
Receivables held for sale carried at fair
value:
Real estate secured.............. $ 2047 $ 3,022 Thirdparty appraisal  Collateral loss 0% - 93% 0% - 92%
valuation based on severity rates®”
estimated loss Expenses incurred 5% - 10% 5% - 10%
severities, including through collateral
collateral values, disposition
cash flows and
market discount rate  Market discount 6% - 10%  10% - 15%
rate
Personal non-credit card® .. — 3,181 Third party valuation Lossrate — - —  13% - 19%
based on estimated
loss rates, cash
flows and market Market discount — - —  10% - 15%
discount rate rate

@ The majority of the real estate secured receivables held for sale consider collateral value, among other items, in determining fair value. Collateral values

are based on the most recently available broker's price opinion and the collateral 1oss severity rates averaged 21 percent and 37 percent at December 31,
2013 and December 31, 2012, respectively. In the current market conditions, investors also take into consideration the fact that the most recently available

broker's price opinion may not capture all of the home price appreciation due to the timing of the receipt of the opinion.
@ Our personal non-credit card portfolio held for sale was classified as Level 3 at December 31, 2012. This portfolio of receivables was sold on April 1, 2013
as previously discussed.

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

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

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

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

Receivables and receivables held for sale: The estimated fair value of our receivables held for sale is determined by devel oping
an approximate range of value from amix of various sources appropriate for the respective pools of assets aggregated by similar
risk characteristics. These sourcesinclude recently observed over-the-counter transactionswhere available and fair value estimates
obtained from an HSBC affiliate and a third party valuation specialist for distinct pools of receivables. These fair value estimates
are based on discounted cash flow models using assumptions we believe are consistent with those that would be used by market
participants in valuing such receivables and trading inputs from other market participants which includes observed primary and
secondary trades. In al reporting periods prior to December 31, 2013, the valuation for receivables held for sale was based on
individual loan level pricing for the pool of loans. At December 31, 2013, due to the significant sales that occurred during the
fourth quarter of 2013, our advisors recommended we begin to consider valuation of the loans based on aggregated pools of loans
to be sold over the next 15 months by similar risk characteristics. Valuing the loans at the pool level with December 31, 2013
market conditions resulted in a valuation that was lower than the valuation of the individual loans, as the pools that we expect to
sell in future periods contain certain concentration risks based on the nature of how the loans were aggregated. We determined
that the valuation of the loans should be based on the pools that we expect to sell and these lower valuations should be factored
into our overall valuation at December 31, 2013. This change negatively impacted our lower of amortized cost or fair value
adjustment by approximately $110 million, which is recorded in other revenues. The valuation of the receivables held for sale
could be impacted in future periods if there are changes in how we expect to execute the loan sales.
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Valuation inputs include estimates of future interest rates, prepayment speeds, default and loss curves, estimated collateral values
(including expenses to be incurred to maintain the collateral) and market discount rates reflecting management's estimate of the
rate of return that would be required by investors in the current market given the specific characteristics and inherent credit risk
of the receivables held for sale. Some of these inputs are influenced by collateral value changes and unemployment rates. To the
extent available, such inputs are derived principally from or corroborated by observable market data by correlation and other
means. We perform analytical reviews of fair value changes on a quarterly basis and periodically validate our valuation
methodol ogies and assumptions based on the results of actual sales of such receivables. We also may hold discussions on value
directly with potential investors. Portfolio risk management personnel provide further validation through discussions with third
party brokers. Since some receivables pools may have features which are unique, the fair value measurement processes use
significant unobservable inputs which are specific to the performance characteristics of the various receivable portfolios.

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

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

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

Derivative financial assets and liabilities: Derivative values are defined as the amount we would receive or pay to extinguish the
contract using a market participant as of the reporting date. The values are determined by management using a pricing system
maintained by HSBC Bank USA.. In determining these values, HSBC Bank USA uses quoted market prices, when available. For
non-exchangetraded contracts, such asinterest rate swaps, fair valueisdetermined using discounted cash flow modeling techniques.
Valuation models calculate the present value of expected future cash flows based on models that utilize independently-sourced
market parameters, including interest rate yield curves, option volatilities, and currency rates. Valuations may be adjusted in order
to ensure that those val ues represent appropriate estimates of fair value. These adjustments are generally required to reflect factors
such as market liquidity and counterparty credit risk that can affect pricesin arms-length transactions with unrelated third parties.
Finally, other transaction specific factors such asthe variety of valuation modelsavailable, the range of unobservable model inputs
and other model assumptions can affect estimates of fair value. Imprecision in estimating these factors can impact the amount of
revenue or loss recorded for a particular position.

Counterparty credit risk is considered in determining the fair value of afinancial asset. The Fair Value Framework specifies that
thefair value of aliability should reflect the entity's non-performancerisk and accordingly, the effect of our own credit risk (spread)
has been factored into the determination of thefair value of our financial liabilities, including derivative instruments. | n estimating
the credit risk adjustment to the derivative assets and liabilities, we take into account the impact of netting and/or collateral
arrangements that are designed to mitigate counterparty credit risk.

21. Commitments and Contingent Liabilities

Litigation Bond Asdiscussed more fully in Note 22, "L itigation and Regulatory Matters," we are currently appealing a$2.5 billion
partial fina judgment involving the Jaffe litigation. In November 2013, we obtained a surety bond to secure a stay of execution
of the partial judgment pending the outcome of our appeal. The surety bond has a term of three years and an annual fee of $7
million. To reduce costs associated with posting cash collateral with theinsurance companies, the surety bond has been guaranteed
by HSBC North America and we will pay HSBC North Americaafee of $6 million annually for this guarantee.

Lease Obligations We lease certain offices, buildings and equipment for periods which generally do not exceed 25 years. The
leases have various renewal options. The office space leases generally require us to pay certain operating expenses. Net rental
expense under operating leases was $11 million, $13 million and $9 million in 2013, 2012 and 2011, respectively. See Note 17,
“Related Party Transactions,” for additional information.

We have lease obligations on certain office space which has been subleased through the end of the lease period. Under these
agreements, the sublessee has assumed future rental obligations on the lease.
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Future net minimum lease commitments under noncancel able operating lease arrangements were:

Minimum Minimum
Rental Sublease
Year Ending December 31, Payments Income Net
(in millions)
D014 e s $ 9 $ %) $ 5
2005ttt e e st n s er e eee s 5 (4) 1
12 1 G F USSR TPRUPRORN 4 3 1
Net minimum |€aS8 COMMITMENES......c.cueururrrereeeeeeeeererieeeeeeeesee e eeeeeseeee s eeseeeeeenes $ 18 $ 1) $ 7

22. Litigation and Regulatory Matters

In addition to the matters described below, in the ordinary course of business, we are routinely named as defendantsin, or asparties
to, various legal actions and proceedings relating to activities of our current and/or former operations. These legal actions and
proceedings may include claimsfor substantial or indeterminate compensatory or punitive damages, or for injunctiverelief. Inthe
ordinary course of business, we also are subject to governmental and regulatory examinations, information-gathering requests,
investigations and proceedings (both formal and informal), certain of which may result in adverse judgments, settlements, fines,
penalties, injunctions or other relief. In connection with formal and informal inquiries by these regulators, we receive numerous
reguests, subpoenas and orders seeking documents, testimony and other information in connection with various aspects of our
regulated activities.

In view of theinherent unpredictability of litigation and regulatory matters, particularly where the damages sought are substantial
or indeterminate or when the proceedings or investigationsarein the early stages, we cannot determinewith any degree of certainty
the timing or ultimate resolution of litigation and regulatory matters or the eventual loss, fines, penalties or business impact, if
any, that may result. We establish reservesfor litigation and regulatory matters when those matters present loss contingencies that
are both probable and can be reasonably estimated. The actual costs of resolving litigation and regulatory matters, however, may
be substantially higher than the amounts reserved for those matters.

Giventhesubstantial or indeterminate amounts sought in certain of these matters, and theinherent unpredictability of such matters,
an adverse outcome in certain of these matters could have a material adverse effect on our consolidated financial statementsin
particular quarterly or annual periods.

Litigation - Continuing Operations

Securities Litigation Asaresult of an August 2002 restatement of previously reported consolidated financial statements and other
corporate events, including the 2002 settlement with 46 states and the District of Columbiarelating to real estate lending practices,
Household International, Inc. ("Household International™) and certain former officers were named as defendants in a class action
lawsuit, Jaffe v. Household International, Inc., et al. (N.D. Ill. No. 02 C5893), filed August 19, 2002 in the U.S. District Court for
the Northern District of Illinois. The complaint asserted claims under § 10 and § 20 of the Securities Exchange Act of 1934 and
alleged that the defendants knowingly or recklessly made fal se and misleading statements of material fact relating to Household
International's Consumer Lending operations, including collections, sales and lending practices, some of which ultimately led to
the 2002 state settlement agreement, and facts relating to accounting practices evidenced by the restatement. Ultimately, a class
was certified on behalf of all personswho acquired and disposed of Household International common stock between July 30, 1999
and October 11, 2002.

A jury trial concluded in April 2009, which was decided partly in favor of the plaintiffs. Various legal challenges to the verdict
wereraised in post-trial briefing.

In December 2011, following the submission of claim forms by class members, the court-appointed claims administrator to the
district court reported that the total number of claims that generated an allowed loss was 45,921, and that the aggregate amount
of these claims was approximately $2.2 billion. Defendants filed legal challenges regarding the presumption of reliance asto the
class and compliance with the claims form requirements, which the district court in September 2012 rejected for the most part.
Thedistrict court directed further proceedings before a court-appointed Special Master to address certain claim submission issues.

On October 4, 2013, the district court denied defendants additional posttrial motions for judgment as a matter of law or, in the
aternative, for anew trial, and granted plaintiffs' motions for a partial final judgment and awarded pre-judgment interest at the
Prime Rate, compounded annually. Subsequently, on October 17, 2013, the district court entered a partial final judgment against
thedefendantsintheamount of $2.5billion. Inadditiontothe partial judgment that hasbeen entered, thereal so remain approximately
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$527 million, prior to imposition of pre-judgment interest, in claimsthat still are subject to objections that have not yet been ruled
upon by the district court. Defendants have filed a Notice of Appeal of the partial final judgment and a Supersedeas Bond in the
approximate amount of the judgment in order to stay execution on the judgment pending appeal .

Given the complexity and uncertainties associated with the actual determination of damages, including the outcome of any appeals,
there is a wide range of possible damages. We believe we have meritorious grounds for appeal on matters of both liability and
damages, and will argue on appeal that damages should be zero or arelatively insignificant amount. If the Appeals Court rejects
or only partially accepts our arguments, the amount of damages, based upon the claims submitted and the application of pre-
judgment interest at the Prime Rate as ordered by the district court, may liein arange from arelatively insignificant amount to an
amount up to or exceeding $3.5 billion. Once a judgment is entered (such as the $2.5 billion partial final judgment entered on
October 17, 2013), post-judgment interest accrues on the judgment at a rate equal to the weekly average of the 1-year constant
maturity treasury yield as published by the Federal Reserve System. We continue to maintain areserve for this matter in an amount
that represents management's current estimate of probable losses.

Lender-Placed Insurance Matters Lender-placed insurance involves a lender obtaining an insurance policy (hazard or flood
insurance) on amortgaged property when the borrower fails to maintain their own policy. The cost of the lender-placed insurance
is then passed on to the borrower. Industry practices with respect to lender-placed insurance are receiving heightened regul atory
scrutiny from both federal and state agencies.

Beginning in October 2011, a number of mortgage servicers and insurers, including our affiliates, HSBC Insurance (USA) Inc.
and HSBC Mortgage Services 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 provide documentation and
information to the NY DFS that is responsive to the subpoena. Additionally, in March 2013, the Massachusetts Attorney General
issued aCivil Investigative Demand to HSBC M ortgage Services|nc. seeking information about |ender-placed insurance activities.
We continue to be engaged with the Massachusetts Attorney General regarding this matter.

Several putative class actions related to lender-placed insurance were filed against various HSBC U.S. entities, including actions
against one or more of our subsidiaries; Montanez, et al. v. HSBC Mortgage Corporation (USA), et al. (E.D. Pa. No. 11-CV-4074);
West, et al. v. HSBC Mortgage Corporation (USA), et al. (South Carolina Court of Common Pleas, 14th Circuit No. 12-CP-00687);
Weller, et al. v. HSBC Mortgage Services, Inc., et al. (D. Coal. No. 13-CV-00185); Hoover, et al. v. HSBC Bank USA, N.A,, et al.
(N.D.N.Y. 13-CV-00149); Lopez v. HSBC Bank USA, N.A,, et al. (S.D. Fla. 13-CV-21104) Ross F. Gilmour v. HSBC Bank USA,
N.A., etal. (S.D.N.Y. Case No. 1:13-cv-05896-A L C) and Blackburn v. HSBC Finance Corp., etal. (N.D. Ga. 13-CV-03714-ODE).
These actionsrelate primarily to industry-wide practices, and include allegati ons regarding the rel ationships 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.

The various HSBC defendants 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.

Mortgage Securitization Activity In the course of 2012 and 2013, we have received notice of several claims from investors and
from trustees of residential mortgage-backed securities (“RMBS") related to our activities as a sponsor and the activities of our
subsidiaries as originators in connection with RMBS transactions closed between 2005 and 2007. In addition, we have received
the following lawsuits: (i) Deutsche Bank, as Trustee of MSAC 2007-HE6 v. Decision One and HSBC Finance Corp.; and (ii)
Deutsche Bank, as Trustee of HASCO 2007-HE2 v. Decision One, HSBC Finance Corp. and HSBC Bank USA. These actions seek
to have Decision One Mortgage Company LLC ("Decision One") and/or HSBC Finance Corporation repurchase mortgage |oans
originated by Decision Oneand securitized by third parties. Intheaggregate, these actions seek repurchase of |oans, or compensatory
damages, totaling approximately $500 million. A previously reported matter, Seagull Point LLC, individually and on behalf of the
MSAC 2007-HES5 Trust v. Decision One Mortgage Company LLC, et al., was dismissed voluntarily in January 2014. In addition,
HSBC Finance Corporation was dismissed, on motion, as a defendant in the Deutsche Bank, as Trustee of MSAC 2007-HES6 v.
Decision One and HSBC Finance Corp. matter, but the case remains pending against Decision One. The range of reasonably
possible losses in excess of our recorded repurchase liability is between zero and $62 million at December 31, 2013 related to
claims that have been filed. Furthermore, real estate secured receivables sold during 2007 for which additional claims could be
filed totaled approximately $5.5 billion. We believe that we would have strong defenses against any additional claims brought
against us.

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

Credit Card Litigation Since June 2005, HSBC Bank USA, HSBC Finance Corporation, HSBC North America and HSBC, as
well as other banks and Visa Inc. ("Visa') and MasterCard Incorporated ("Mastercard"), have been named as defendants in four
classactionsfiled in Connecticut and the Eastern District of New York: Photos Etc. Corp. etal v. Visa U.S.A., Inc., et al.(D. Conn.
No. 3:05-CV-01007 (WWE)); National Association of Convenience Stores, et al. v. Visa U.S.A., Inc., et al.(E.D.N.Y. No. 05-CV
4520 (JG)); Jethro Holdings, Inc., etal. v. VisaU.S.A., Inc. et al. (E.D.N.Y. No. 05-CV-4521(JG)); and American Booksellers Asps'
v. Visa U.S.A., Inc. et al. (E.D.N.Y. No. 05-CV-5391 (JG)). Numerous other complaints containing similar allegations were filed
acrossthe country against Visa, MasterCard and other banks and variousindividual actionswere also brought by merchants against
Visaand MasterCard. These class and individual merchant actions principally alege that the imposition of ano-surcharge rule by
the associations and/or the establishment of the interchange fee charged for credit card transactions causes the merchant discount
fee paid by retailers to be set at supracompetitive levelsin violation of the Federal antitrust laws. These suits were consolidated
and transferred to the Eastern District of New York as In re Payment Card Interchange Fee and Merchant Discount Antitrust
Litigation, MDL 1720, E.D.N.Y. (“MDL 1720"). On February 7, 2011, MasterCard, Visa, the other defendants, including HSBC
Finance Corporation, and certai n affiliates of the defendants entered into settlement and judgment sharing agreements (the* Sharing
Agreements”) that provide for the apportionment of certain defined costs and liabilities that the defendants, including HSBC
Finance Corporation and our affiliates, may incur, jointly and/or severally, in the event of an adverse judgment or global settlement
of one or al of these actions. The district court granted final approval of the class settlement on December 13, 2013. Certain
objecting merchants have filed notices of appeal to the Court of Appeals for the Second Circuit. On January 14, 2014, the district
court entered the Class Settlement Order and final judgment dismissing the class action. We have deposited our portions of the
class settlement and individual merchants’ settlements into escrow accounts pursuant to the terms of the Sharing Agreements.

Numerous merchants objected and/or opted out of the settlement during the exclusion period. We anticipate that most of the larger
merchants who opted out of the settlement will initiate separate actions seeking to recover damages. To date, opt-out merchants
havefiled 27 opt-out suitsin either state or federal court, including one, Speedy Stop Food Stores LLC v. Visa Inc. (Tex. Dist. Ct.,
VictoriaCity, No. 13-10-75377-A), that namescertain HSB C entitiesasdefendants. Pursuant totheM DL 1720 Sharing Agreements,
certain HSBC entitiesare responsiblefor apro rata portion of any judgment or settlement amount awarded in actions consolidated
into MDL 1720.

Salveson v. JPMorgan Chase et al. (N.D.Cal. No. 13-CV-5816) wasfiled on December 16, 2013 against HSBC Bank USA, HSBC
North America, HSBC Finance Corporation, and HSBC, as well as other banks. This putative class action was filed in the U.S.
District Court for the Northern District of California. The complaint asserts federal and California state antitrust claims on behal f
of a putative class composed of al Visaand MasterCard cardholders in the United States. The substantive allegations regarding
defendants' conduct parallel themerchant claimsin MDL 1720. Unlikethe merchant suits, however, the Salveson complaint alleges
that cardholders pay the interchange fee charged for credit card transaction, not merchants, and that card holders were therefore
injured by the alleged anticompetitive conduct. In January 2014, the Judicial Panel on Multidistrict Litigation denied the Salveson
defendants' request that the action be transferred to the district court for consolidation with the MDL 1720 proceedings.

Debt Cancellation Litigation Between July 2010 and May 2011, eight substantially similar putative class actionswerefiled against
our subsidiaries, HSBC Bank Nevada, N.A. (“HSBC Bank Nevada’) and HSBC Card Services Inc.: Rizera et al v. HSBC Bank
Nevada et al. (D.N.J. No. 10-CV-03375); Esslinger et al v. HSBC Bank Nevada, N.A. et al. (E.D. Pa. No. 10-CV-03213); McAlister
et al. v. HSBC Bank Nevada, N.A. et al. (W.D. Wash. No. 10-CV-05831); Mitchell v. HSBC Bank Nevada, N.A. et al. (D. Md.
No. 10-CV-03232); Samuels v. HSBC Bank Nevada, N.A. et al. (N.D. I1l. No. 11-CV-00548); McKinney v. HSBC Card Services
et al. (S.D. Ill. No. 10-CV-00786); Chastain v. HSBC Bank Nevada, N.A. (South Carolina Court of Common Pleas, 13" Circuit)
(filed asacounterclaimto apending collectionsaction); Colton etal. v. HSBC Bank Nevada, N.A. etal. (C.D. Ca. No. 11-CV-03742).
These actions principally allege that cardholders were enrolled in debt cancellation or suspension products and challenge various
marketing or administrative practices relating to those products. The plaintiffs claimsinclude breach of contract and theimplied
covenant of good faith and fair dealing, unconscionability, unjust enrichment, and violations of state consumer protection and
deceptive acts and practices statutes. The Mitchell action was withdrawn by the plaintiff in March 2011. In July 2011, the parties
inRizera, Esslinger, McAlister, Samuels, McKinney and Colton executed amemorandum of settlement and subsegquently submitted
the formal settlement on a consolidated basis for approval by the U.S. District Court for the Eastern District of Pennsylvaniain
the Esslinger matter. In November 2012, the district court entered afinal approval order confirming the settlement and it became
effectivein May 2013. In the memorandum accompanying the final approval order, in response to objections brought by several
Attorneys General, the district court noted that claims belonging solely to the states are not impacted by the settlement, but that
claims brought by a state seeking recovery for class members are precluded by the Esslinger settlement. Chastain and two other
class members filed notices of appeal of the final approval order, which appeals were dismissed on motion or voluntarily. The
district court entered the final distribution order in October 2013 for $24 million and payments were completed by October 31,
2013. Only Chastain remains as an individua action.
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BeginninginAugust 2011, anumber of state Attorneys General filed purported classactions against, among others, certain affiliates
and/or subsidiaries asserting claims similar to those asserted in Esslinger. The Attorney General for the State of West Virginiafiled
a purported class action in the Circuit Court of Mason County, West Virginia, captioned State of West Virginia ex rel. Darrell V.
McGraw, Jr. et al v. HSBC Bank Nevada, N.A. et al. (No. 11-C-93-N), in October 2011 alleging claims in connection with the
marketing, selling and administering of ancillary services, including debt cancellation and suspension products to consumers in
West Virginia. In September 2012, the Attorney General filed an amended complaint adding our affiliate, HSBC Bank USA, asa
defendant. In addition to damages, the Attorney General sought civil money penalties and injunctive relief. In November 2013,
the HSBC defendants settled the litigation with the West Virginia Attorney General, resolving all claims for a payment just under
$2 million.

In April 2012, the Attorney General for the State of Hawaii filed lawsuits against seven credit card issuers, including certain of
our subsidiaries, in the Circuit Court of the First Circuit for the State of Hawaii, captioned State of Hawaii ex rel David Louie,
Attorney General v. HSBC Bank Nevada N.A.and HSBC Card Services, Inc., etal. (No. 12-1-0983-04), alleging claimsin connection
with the marketing, selling and administering of ancillary services, including debt cancellation and suspension products to
consumersin Hawaii. Therelief sought includes an injunction against deceptive and unfair practices, restitution and disgorgement
of profits, and civil monetary penalties. The action was removed to federal courtin May 2012. In June 2012, the Attorney General
filed a motion to remand, which was denied. The Attorney General then withdrew its pending motion to consolidate the actions
and appealed the decision to the Ninth Circuit, which is still pending.

In June 2012, the Attorney General for the State of Mississippi filed complaints against six credit card issuers, including our
subsidiaries HSBC Bank Nevada and HSBC Card Services Inc. and our affiliate HSBC Bank USA. In an action captioned Jim
Hood, Attorney General of the State of Mississippi, ex. rel. The State of Mississippi v. HSBC Bank Nevada, N.A., HSBC Card
Services, Inc., and HSBC Bank USA, N.A., the Attorney General alleges claims in connection with the marketing, selling and
administering of ancillary services, including debt cancellation and suspension products to consumers in Mississippi. The relief
sought includes an injunction against deceptive and unfair practices, disgorgement of profits, and civil money penalties. In August
2012, thisaction was removed to federal court and the Attorney General filed amotion to remand, which was denied by the federal
court. The Attorney General sought interlocutory review of certain issues regarding the denial of remand. The Court of Appeals
overruled the federal district court’s decision regarding remand, but the case remains pending in the federa district court where
one remaining issue related to the propriety of federal jurisdiction is being litigated.

In April 2013, the Attorney General for the State of New Mexico aso filed suit against nine credit card issuers, including our
subsidiaries HSBC Bank Nevadaand HSBC Card Services Inc. and our affiliate HSBC Bank USA. In the action, captioned State
of New Mexico ex rel Gary King, Attorney General, v. HSBC Bank Nevada, N.A., HSBC Card Services, Inc., and HSBC Bank USA,
N.A., theAttorney General allegesclaimsin connectionwith debt cancel lation and suspension and other ancillary productsmarketed,
administered and sold in connection with credit cards. The Attorney General seeks an injunction, restitution and civil money
penalties, among other relief. The action was removed to Federal court in June 2013. Defendants filed a motion to dismiss on
August 7, 2013. The district court dismissed the Attorney General’s claim for restitution, but has not yet ruled on the remaining
claims.

DeKalb County, et al. v. HSBC North America Holdings Inc., et al. In October 2012, three of the five counties constituting the
metropolitan areaof Atlanta, Georgia, filed alawsuit pursuant to the Fair Housing Act against HSBC North Americaand numerous
subsidiaries, including HSBC Finance Corporation and HSBC Bank USA, in connection with residential mortgage lending,
servicing and financing activities. In the action, captioned DeKalb County, Fulton County, and Cobb County, Georgia v. HSBC
North America Holdings Inc., et al. (N.D. Ga. No. 12-CV-03640), the plaintiff counties assert that the defendants' allegedly
discriminatory lending and servicing practicesled toincreased |oan delinquencies, foreclosuresand vacancies, whichin turn caused
the plaintiff counties to incur damages in the form of lost property tax revenues and increased municipal services costs, among
other damages. On October 23, 2013, following the court’s denial of defendants motion to dismiss, defendants filed an answer.
Thisactionisat an early stage.

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

Governmental and Regulatory Matters

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

The Servicing Consent Orders required an independent review of foreclosures (the "Independent Foreclosure Review”) pending
or completed between January 2009 and December 2010 to determine if any borrower was financially injured as a result of an
error in the foreclosure process. As required by the Servicing Consent Orders, an independent consultant was retained to conduct
that review. On February 28, 2013, HSBC Finance Corporation and our indirect parent, HSBC North America, entered into an
agreement with the Federal Reserve, and our affiliate, HSBC Bank USA, entered into an agreement with the OCC (together the
"IFR Settlement Agreements"), pursuant to which the Independent Foreclosure Review ceased and has been replaced by abroader
framework under which we and twelve other participating servicers are, in the aggregate, providing in excess of $9.3 hillionin
cash payments and other assistance to help eligible borrowers. Pursuant to the IFR Settlement Agreements, HSBC North America
made a cash payment of $96 million into afund used to make payments to borrowers that were in active foreclosure during 2009
and 2010 and is providing other assistance (e.g., loan maodifications) to help eligible borrowers. As aresult, in 2012, we recorded
expenses of $85 million which reflects the portion of HSBC North America's total expense of $104 million that we believe is
allocableto us. Asof December 31, 2013, Rust Consulting, Inc., the paying agent, hasissued almost all checksto eligible borrowers.
Borrowers who receive compensation will not be required to execute arelease or waiver of rights and will not be precluded from
pursuing litigation concerning foreclosure or other mortgage servicing practices. For participating servicers, including HSBC
Finance Corporation and HSBC Bank USA, fulfillment of thetermsof the IFR Settlement Agreementswill satisfy the Independent
Foreclosure Review requirements of the Servicing Consent Orders, including the wind down of the Independent Foreclosure
Review. Whilewebelieve compliancerel ated costs have permanently increased to higher level sdueto theremediation requirements
of the Servicing Consent Orders, the |FR Settlement Agreementswill positively impact compliance expenses in future periods as
the significant resources working on the Independent Foreclosure Review will no longer be required.

The Servicing Consent Orders do not preclude additional enforcement actions against HSBC Finance Corporation or our affiliates
by bank regulatory, governmental or law enforcement agencies, such asthe U.S. Department of Justice or state Attorneys General,
which could include the imposition of civil money penalties and other sanctionsrelating to the activities that are the subject of the
Servicing Consent Orders. Pursuant to the IFR Settlement Agreement with the OCC, however, the OCC has agreed that it will not
assess civil money penalties or initiate any further enforcement action with respect to past mortgage servicing and foreclosure-
related practices addressed in the Servicing Consent Orders, provided the terms of the IFR Settlement Agreement are fulfilled.
The OCC's agreement not to assess civil money penalties is further conditioned on HSBC North America making payments or
providing borrower assistance pursuant to any agreement that may be entered into withthe U.S. Department of Justicein connection
with the servicing of residential mortgage loans within two years. The Federal Reserve has agreed that any assessment of civil
money penalties by the Federal Reservewill reflect anumber of adjustments, including amounts expended in consumer relief and
payments made pursuant to any agreement that may be entered into with the U.S. Department of Justice in connection with the
servicing of residential mortgage loans. In addition, the IFR Settlement Agreement does not preclude future private litigation
concerning these practices.

Separate from the Servicing Consent Orders and the settlement related to the Independent Foreclosure Review discussed above,
in February 2012, the U.S. Department of Justice, the U.S. Department of Housing and Urban Development and state Attorneys
General of 49 states announced a settlement with the five largest U.S. mortgage servicers with respect to foreclosure and other
mortgage servicing practices. Following the February 2012 settlement, these government agenciesinitiated discussions with other
mortgage industry servicers, including us. HSBC Finance Corporation, together with our affiliate HSBC Bank USA, have had
discussions with U.S. bank regulators and other governmental agencies regarding a potential resolution, although the timing of
any settlement is not presently known. We recorded an accrua of $157 million in 2011 (which was reduced by $14 million in
2013) reflecting the portion of the HSBC North America accrual we currently believe is alocable to HSBC Finance Corporation.
As this matter progresses and more information becomes available, we will continue to evaluate our portion of the HSBC North
Americaliability which may result inachangeto our current estimate. Any such settlement, however, may not completely preclude
other enforcement actions by state or federal agencies, regulators or law enforcement agencies related to foreclosure and other
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mortgage servicing practices, including, but not limited to, matters relating to the securitization of mortgages for investors. In
addition, these practices have in the past resulted in private litigation and such a settlement would not preclude further private
litigation concerning foreclosure and other mortgage servicing practices

161



HSBC Finance Corporation

SELECTED QUARTERLY FINANCIAL DATA (UNAUDITED)

2013 2012
Fourth Third Second First Fourth Third Second First
(in millions)

Net interest iNCOME .......cveveeeeerierererereeneens $ 207 $ 229 $ 238 $ 394 $ 430 $ 417 $ 391 $ 408
Provision for credit losses™............cccoc.one... (152)  (160) 267 24 408 287 738 791
Net interest income (loss) after provision

for credit |0SSES......ccvveeececceeeeeee e, 359 389 (29) 370 22 130 (347) (383)
Other reVENUES ......ccovvveeeeeeeee s (215) 114 628 354 85 (144) (1,865) (195)
Operating EXPENSES .....cceeeeereerereeeeerieseeseeneas 253 216 195 268 384 276 239 215
Income (loss) from continuing operations

before income tax (expense) benefit.......... (109) 287 404 456 (277) (290) (2/451) (793)
Income tax (expense) benefit ... 51 (91) (133) (152) 81 98 939 288
Income (loss) from continuing operations.... (58) 196 271 304 (196) (192) (1,512) (505)
Income (loss) from discontinued operations. (19) (29) (51) (78) (99) 55 1,254 350
Net inCOME (10SS) «.eveveeeeeeeeeerereeere e $ (77) $ 167 $ 220 $ 226 $ (295 $ (137) $ (258) $ (155

@ The provision for credit losses during the fourth quarter of 2012 included $350 million related to changesin the loss emergence period used in our roll rate
migration analysis. See Note 6, "Credit Loss Reserves," in the accompanying consolidated financial statementsfor further discussion of the adoption of this
new accounting guidance.
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Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure.

There were no disagreements on accounting and financial disclosure matters between HSBC Finance Corporation and its
independent accountants during 2013.

Item 9A. Controls and Procedures.

Evaluation of Disclosure Controls and Procedures We maintain a system of internal and disclosure controls and procedures
designed to ensure that information required to be disclosed by HSBC Finance Corporation in the reports we file or submit under
the Securities Exchange Act of 1934, as amended, (the “Exchange Act”), is recorded, processed, summarized and reported on a
timely basis. Board of Directors, operating through its Audit Committee, which is composed entirely of independent outside
directors, provides oversight to our financia reporting process.

We conducted an evaluation, with the participation of the Chief Executive Officer and Chief Financial Officer, of the effectiveness
of our disclosure controls and procedures as of the end of the period covered by thisreport. Based upon that evaluation, the Chief
Executive Officer and Chief Financial Officer concluded that our disclosure controls and procedures were effective as of the end
of the period covered by thisreport so asto alert them in atimely fashion to material information required to be disclosed in reports
we file under the Exchange Act.

Changes in Internal Control Over Financial Reporting There has been no changein our internal control over financial reporting
that occurred during the quarter ended December 31, 2013 that has materially affected, or isreasonably likely to materially affect,
our internal control over financial reporting.

Management’s Assessment of Internal Control over Financial Reporting Management is responsible for establishing and
maintai ning adequateinternal control structureand proceduresover financial reporting asdefinedin Rule 13a-15(f) of the Exchange
Act, and has compl eted an assessment of the effectiveness of HSBC Finance Corporation’sinternal control over financial reporting
as of December 31, 2013. In making this assessment, management used the criteria related to internal control over financial
reporting describedin® Internal Control —Integrated Framework (1992)” established by the Committee of Sponsoring Organizations
of the Treadway Commission.

Based on the assessment performed, management concluded that as of December 31, 2013, HSBC Finance Corporation’sinternal
control over financial reporting was effective.

Item 9B. Other Information.

Disclosures Pursuant to Section 13(r) of the Securities Exchange Act Section 13(r) of the Securities Exchange Act requires each
issuer registered with the SEC to discloseinitsannual or quarterly reportswhether it or any of itsaffiliateshave knowingly engaged
in specified activities or transactions with persons or entitiestargeted by U.S. sanctions programsrelating to Iran, terrorism, or the
proliferation of weapons of mass destruction, even if those activities are not prohibited by U.S. law and are conducted outside the
U.S. by non-U.S. affiliates in compliance with local laws and regulations.

In order to comply with this requirement, HSBC has requested relevant information from its affiliates globally. During the period
covered by thisForm 10-K, HSBC Finance Corporation did not engagein any activitiesor transactionsrequiring disclosure pursuant
to Section 13(r). The following activities conducted by our affiliates are disclosed in response to Section 13(r):

Loans in repayment Between 2001 and 2005, the Project and Export Finance (“PEF") division of HSBC arranged or participated
in a portfolio of loans to Iranian energy companies and banks. All of these |loans were guaranteed by European and Asian export
credit agencies, and they have varied maturity dateswith final maturity in 2018. For thoseloansthat remain outstanding, the HSBC
Group continues to seek repayment in accordance with its obligations to the supporting export credit agencies and, in all cases,
with appropriate regulatory approvals. Details of these 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. The HSBC Group continues to seek repayments from the company under the existing loans in accordance with the original
maturity profiles. All repaymentsmade by thelranian company havereceived alicense or an authorization from rel evant authorities.
Two repayments have been received under each loan in 2013.

Bank Melli and Bank Saderat acted as sub-participants in three of the aforementioned loans. The repayments due to these banks
under the loan agreements were paid into frozen accounts under licenses or authorizations from relevant European governments.
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In 2002, the HSBC Group provided aloan to Bank Tejarat with a guarantee from the Government of Iran to fund the construction
of a petrochemical plant undertaken by a U.K. contractor. This loan was supported by the U.K. Export Credit Agency and is
administered under licensefrom therelevant European Government. No repayments have been received directly from Bank Tejarat
in 2013 and claims have been settled by the supporting Export Credit Agency.

The HSBC Group a so maintains sub-participationsin four loans provided by other international banksto Bank Tejarat and Bank
Mellat with guarantees from the Government of Iran. These sub-participations were supported by the Export Credit Agencies of
Italy, The Netherlands and Spain. The repayments due under the sub-participations were not received during 2013, and claims are
being processed and settled by the relevant European Export Credit Agencies. Licenses and relevant authorizations have been
obtained from the competent authorities of the European Union in respect of the transactions.

Estimated gross revenue to the HSBC Group generated by these loans in repayment for 2013, which includes interest and fees,
was approximately $2.2 million. Estimated net profit for the HSBC Group during 2013 was approximately $1.3 million. While
the HSBC Group intends to continue to seek repayment, it does not intend to extend any new loans.

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

The HSBC Group has worked with relevant regulatory authorities to obtain licenses where required and ensure compliance with
laws and regulations while seeking to cancel the guarantees and counter indemnities. Several were canceled during 2013 and
approximately 20 remain outstanding.

Estimated gross revenue to the HSBC Group for 2013, which includes fees and/or commissions was $10,000. The HSBC Group
does not alocate direct costs to fees and commissions and, therefore, has not disclosed a separate profits measure. The HSBC
Group is seeking to cancel al relevant guarantees and does not intend to provide any new guarantees involving Iran.

Check clearing Certain Iranian banks sanctioned by the United States continue to participate in officia clearing systemsin the
U.A.E., Bahrain, Oman, Lebanon, Qatar, and Turkey. The HSBC Group has a presence in these countries and, as such, participates
in the clearing systems. The Iranian banks participating in the clearing systems differ by location and include Bank Saderat, Bank
Mélli, Future Bank, and Bank Mellat. The HSBC Group has implemented automated and manual controls in order to preclude
settling check transactions with these institutions. There was no measurable gross revenue or net profit generated by this activity
in 2013.

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

* The HSBC Group maintains a frozen account in the U.K. for an Iranian-owned, U.K.-regulated financial institution. In
April 2007, the U.K. government issued a license to allow the HSBC Group to handle certain transactions (operational
payments and settlement of pre-sanction transactions) for thisinstitution. In December 2013, the U.K. government issued
anew license allowing the HSBC Group to deposit certain check payments. There was some licensed activity in 2013.

* TheHSBC Group actsasthetrusteeand administrator for pension schemesinvolving threeemployeesof aU.S.-sanctioned
Iranian bank in Hong Kong. Under the rules of these schemes, the HSBC Group accepts contributions from the Iranian
bank each month and all ocates the fundsinto the pension accounts of the three | ranian bank employees. The HSBC Group
runs and operates these pension schemes in accordance with Hong Kong laws and regulations.

* In2010, HSBC closed itsrepresentative officein Iran. The HSBC Group maintainsalocal account with aU.S.-sanctioned
Iranian bank in Tehran in order to facilitate residual activity related to the closure. During 2013, the HSBC Group used
thisaccount to pay tax equivalent to approximately $20,000 to Iran’'s Social Security Organization. The HSBC Group has
been authorized by the U.S. Government (and by relevant non-U.S. regulators) to make these types of payments in
connection with the liquidation and deregistration of the representative office in Tehran, and anticipates making the last
of such paymentsin 2014.

Estimated gross revenue to the HSBC Group in 2013 for all Iranian bank-related activity described in this section, which includes
fees and/or commissions, was $109,013. The HSBC Group does not allocate direct costs to fees and commissions and therefore
has not disclosed a separate profits measure. The HSBC Group intends to continue to wind down this Iranian bank-related activity
and not enter into any new such activity.
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Iranian embassy-related activity The HSBC Group held a bank account in London for the Iranian embassy London, which was
used to support Iranian students studying in the U.K. and in which there was minimal activity during 2013. The account was closed
in 2013, and the funds were moved into unclaimed balances.

Activity related to U.S. Executive Order 13224 The HSBC Group maintained afrozen personal account for anindividual sanctioned
under Executive Order 13224, and by the U.K. and the U.N. Security Council. Activity on this account in 2013 was permitted by
alicenseissued by the U.K. There was no measurable gross revenue or net profits generated to the HSBC Group in 2013.

The HSBC Group held personal and business accounts in the U.K. for two individuals sanctioned by the U.S. under Executive
Order 13224. U.K. and U.N. Security Council sanctions against both these individuals were lifted in 2012. All the accounts were
closed during 2013. The account balances were returned to the relevant individual . There was no measurable gross revenue or net
profit generated to the HSBC Group in 2013.

The HSBC Group holds a frozen personal account in the United Arab Emirates for an individual who was designated under
Executive Order 13224 during 2013. Subseguent to designation and prior to the freezing of the account in the second quarter, there
were severa transactions. Estimated grossrevenuein 2013 was approximately $250. There has been no activity and no measurable
gross revenue or net profit generated since the second quarter of 2013. A second personal account held in Hong Kong for the same
individual was closed in the third quarter of 2013 and the balance moved into unclaimed balances. There has been no activity and
no measurable gross revenue or net profit generated on the account in 2013 since designation.

The HSBC Group held an account and had an outstanding loan for a partnership that included one individual sanctioned under
Executive Order 13224. The account has been closed, and the sanctioned individua has been removed from the loan account.
There was no measurable gross revenue or net profits to the HSBC Group recognized in 2013 for this activity.

Activity related to U.S. Executive Order 13382 The HSBC Group held an account for a customer in the United Arab Emirates that
was sanctioned under Executive Order 13382 in 2013. The account was closed in 2013, and the funds were moved into unclaimed
balances. The estimated gross revenue or net profits generated to the HSBC Group in 2013 was $37.00.

Frozen accounts and transactions The HSBC Group maintains several accountsthat are frozen under relevant sanctions programs
and on which no activity, other than the posting of nominal amounts of interest, took place during 2013. In 2013, the HSBC Group
also froze payments where required under relevant sanctions programs. There was no gross revenue or net profit to the HSBC
Group.

PART 111

Item 10. Directors, Executive Officers and Corporate Governance.

Directors Set forth below is certain biographical information relating to the members of HSBC Finance Corporation's Board of
Directors, including descriptions of the specific experience, quaifications, attributes and skills that support such person's service
asaDirector of HSBC Finance Corporation. We have a so set forth bel ow the minimum director qualifications reviewed by HSBC
and the Board in choosing Board members.

All of our non-executive Directorsare or have been either chief executive officers or senior executives at other companiesor firms,
with significant general and specific corporate experience and knowledge that promotes the successful implementation of the
strategic plans of HSBC Finance Corporation and its indirect parent HSBC North America, for which each of our Directors, with
the exception of Mr. Burke, also serve asaDirector. Our Directors also have high levels of personal and professional integrity and
ethical character. Each possesses the ability to be collaborative but also assertive in expressing his or her views and opinions to
the Board and management. Based upon his or her management experience, each Director has demonstrated sound judgment and
the ability to function in an oversight role.

Directorsareelected to three-year termsuntil their tenure exceeds six years, at which point they are elected annually. Consequently,
Messrs. Ameen and Whitford will be considered for electionin 2015 and 2017, respectively, and al other Directors are subject to
annual elections. There are no family relationships among the Directors.

Phillip D. Ameen, age 65, joined HSBC Finance Corporation's Board in April 2012. He has been amember of the HSBC Finance
Corporation Audit and Risk Committees since May 2012 and became Chair of the Audit Committee in May 2013. Since April
2012, he has also served as amember of the Board of Directors of HSBC North America, HSBC Bank USA and HSBC USA and
as amember of the respective Audit and Risk Committees since May 2012. Effective May 2013, Mr. Ameen was al so appointed
as Chair of the HSBC North America, HSBC Bank USA and HSBC USA Audit Committees. He was a Director of HSBC Bank
Nevadafrom April 2012 until August 2013, when HSBC Bank Nevadawas merged into HSBC Finance Corporation. Until March
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2008, he served as Vice President, Comptroller, and Principal Accounting Officer of General Electric Capital Co. (“GE"). Prior
tojoining GE, he wasAudit Partner of KPM G Peat Marwick. He joined GE in 1985, where he spent timein lending, leasing, and
mergers and acquisitions before joining GE Headquarters staff.

Mr. Ameen served on the International Financial Reporting Interpretations Committee of the International Accounting Standards
Board, the Accounting Standards Executive Committee of the American Ingtitute of Certified Public Accounting, was the longest-
serving member of the Financial Accounting Standards Board Emerging Issues Task Force and was Chair of the Committee on
Corporate Reporting of Financial Executives International. He is a member of the Keenan Flagler Business School Board of
Advisersand has served as Trustee of the Financial Accounting Foundation Inc. and of Elon University. Mr. Ameen is an alumnus
of the University of North Carolina, Chapel Hill and was a Certified Public Accountant in New York and North Carolina. He now
serves on the Boards of Directors of several private equity technology enterprises. His experience in the accounting profession
provides him with highly relevant expertise for insight into business operations and financial performance and reporting, which
are valuable as a member of the HSBC Finance Corporation Board and Chair of the Audit Committee.

Patrick J. Burke, age 52, joined HSBC Finance Corporation's Board in May 2011 and was appointed Chairman of the Board in
November 2011. Mr. Burke has been the Chief Executive Officer of HSBC Finance Corporation since July 2010. He has been a
Director since May 2011 and President since September 2010. He was Chairman of the Board of HSBC Bank Nevada from
November 2011 until August 2013, when HSBC Bank Nevada was merged into HSBC Finance Corporation. Prior to his current
position, he was Senior Executive Vice President and Chief Executive Officer, Card and Retail Services of HSBC Finance
Corporation since June 2009. From February 2008 to June 2009, he was Senior Executive Vice President and Chief Operating
Officer - Card and Retail Services of HSBC Finance Corporation. From December 2007 to February 2008 he was Managing
Director - Card and Retail Services of HSBC Finance Corporation. He was Managing Director - Card Services from July 2006 to
December 2007. He was appointed President and Chief Executive Officer of HSBC Financia Limited Canada in January 2003
until July 2006. Mr. Burke was appointed Chief Financial Officer with HFC Bank Limited from 2000 until 2003. From the start
of his career with HSBC in 1989, Mr. Burke has served the company in many roles including Deputy Director of Mergers and
Acquisitions and Vice President of Strategy and Development. Mr. Burke is Chair of the Compliance Committee.

Robert K. Herdman, age 65, joined HSBC Finance Corporation's Board in January 2004 and is Chair of its Risk Committee. He
served as Chair of its Audit Committee until May 2013. Since March 2005, he has served as a member of the Board of Directors
of HSBC North America and as I nterim non-executive Chairman of the Board from May 2013 to December 2013. He was Chair
of itsAudit Committee until May 2013, and since May 2011 he has served as Chair of its Risk Committee. Mr. Herdman was re-
appointed as a member of the HSBC North America Audit Committee in December 2013. Since May 2010, he has also been a
member of the Boards of HSBC USA and HSBC Bank USA, Chair of their respective Risk Committees and served as Chair of
their respective Audit Committees until May 2013. Mr. Herdman was a Director of HSBC Bank Nevada as well as Chair of its
Audit and Risk Committees from July 2011 until August 2013, when HSBC Bank Nevada was merged into HSBC Finance
Corporation. Mr. Herdman was a member of and the Chair of the HSBC Finance Corporation Compliance Committee from
December 2010 and the HSBC USA Compliance Committee from August 2010 to May 2011. Mr. Herdman has also served on
the Board of Directors of Cummins Inc. since February 2008 and is Chair of its Audit Committee, and on the Board of Directors
of WPX Energy, Inc. and is Chair of its Audit Committee since December 2011. Since January 2004, Mr. Herdman has been a
Managing Director of Kalorama Partners LLC, a Washington, D.C. consulting firm specializing in providing advice regarding
corporate governance, risk assessment, crisis management and rel ated matters. Mr. Herdman wasthe Chief Accountant of the SEC
from October 2001 to November 2002. The Chief Accountant servesasthe principal advisor to the SEC on accounting and auditing
matters, and is responsible for formulating and admini stering the accounting program and policies of the SEC. Prior to joining the
SEC, Mr. Herdmanwas Ernst & Young'sVice Chairman of Professional Practicefor itsAssurance and Advisory Business Services
(“AABS") practice in the Americas and the Global Director of AABS Professional Practice for Ernst & Young International .
Mr. Herdman was the senior Ernst & Young partner responsible for the firms' relationships with the SEC, FASB and American
Intitute of Certified Public Accountants (“AICPA™). He served on the AICPA's SEC Practice Section Executive Committee from
1995 to 2001 and as a member of the AICPA's Board of Directors from 2000 to 2001.

Mr. Herdman's membership on the Board is supported by his significant financial expertise. His experience with the SEC and in
the public accounting profession provided Mr. Herdman with broad insight into the busi ness operations and financial performance
of asignificant number of public and private companies.

GeorgeA. Lorch, age 72, joined HSBC Finance Corporation'sBoardin September 1994 and served asthe Chair of its Compensation
Committee until the committee was disbanded in 2008. Mr. Lorch was appointed a member of the HSBC Finance Corporation
Audit Committeein July 2013 and of the Risk Committeein December 2010. He al so serves asamember of the Board of Directors
of HSBC North America since July 2011 and as a member of its Audit Committee since July 2013 and its Risk Committee since
December 2010. He was a member of the Board of HSBC Bank Nevada from November 2011 until August 2013, when HSBC
Bank Nevada was merged into HSBC Finance Corporation. From May 2000 until August 2000, Mr. Lorch served as Chairman,
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President and Chief Executive Officer of Armstrong Holdings Inc. (the parent of Armstrong World Industries, Inc.). Mr. Lorch
served as Chairman of the Board, Chief Executive Officer and President of Armstrong World Industries, Inc. (a manufacturer of
interior finishes) from 1994 and President and Chief Executive Officer from 1993 until May 1994. Mr. LorchisaDirector of WPX
Energy, Autoliv, Inc., Pfizer Inc. and Masonite Inc. Mr. Lorch was Chairman of the Board of Pfizer Inc. from December 2010
through December 2011 and now serves asits Lead Director. Mr. Lorch served as an executive officer with Armstrong Holdings
Inc. and its subsidiary Armstrong Industries for 17 years. He served as Chief Executive Officer of Armstrong World Industries,
Inc. for over 7 years. In addition, he had been Chairman of the Board at these companies. In theseroles, Mr. Lorch wasresponsible
for aspects of the operations of a global public company, affording him experience in developing and executing strategic plans
and motivating and managing the performance of the management team and the organization as awhole. Additionally, Mr. Lorch
has served on the Board of Directors for HSBC Finance Corporation, which was previously Household International, since
September 1994, and, as aresult, he is able to provide a historical perspective to the Board of HSBC Finance Corporation.

Beatriz R. Perez, age 44, joined HSBC Finance Corporation's Board in May 2008. She has served on the Board of HSBC North
Americasince April 2007. Ms. Perez is a member of the Compliance Committee and of the HSBC North America Compliance
and Nominating and Governance Committees. She served as a member of the Risk Committee until June 2013. Ms. Perez was
aDirector of HSBC Bank Nevada from July 2011 until August 2013, when HSBC Bank Nevada was merged into HSBC Finance
Corporation. Ms. Perez has been employed by Coca-Cola since 1994. She became Chief Sustainability Officer for the North
America Division of Coca-Cola as of July 2011. Prior to her current position, Ms. Perez held the positions of Chief Marketing
Officer North Americafrom April 2010 to July 2011, Senior Vice President, Integrated Marketing for the North America Division
of Coca-Colafrom May 2007 to April 2010 and Vice President, Media, Sports and Entertainment Marketing from 2005 to 2007.
From 1996 to 2005, she held the positions of Associate Brand Manager, Classic Coke, Sports Marketing and NASCAR Manager,
Vice President of Sports, and Vice President Sports and Entertainment. Ms. Perez is active in the not-for-profit world. Ms. Perez
isamember of the Foundation Board of Children's Healthcare of Atlanta and of the Victory Junction Group board. Ms. Perez is
also the Chairman of the Grammy Foundation.

Ms. Perez's leadership roles in the sustainability and marketing functions at Coca-Cola bring a particular knowledge of mass and
targeted marketing and sustainability programs that are of value in HSBC's efforts to promote its brand image and in its general
product marketing efforts.

Larree M. Renda, age 55, joined HSBC Finance Corporation's Board in September 2001 and is amember of the Audit and Risk
Committees. Since May 2008, she has served as a member of the Board of Directors of HSBC North America. Ms. Rendawas a
Director of HSBC Bank Nevada from July 2011 until August 2013, when HSBC Bank Nevada was merged into HSBC Finance
Corporation. Ms. Renda has been employed by Safeway Inc. since 1974. In August 2010, Ms. Renda was appointed as Executive
Vice President of Safeway Inc. and President of Safeway Health Inc. Prior to her current position, she had been Executive Vice
President, Chief Strategist and Administrative Officer of Safeway Inc. since November 2005. From 1999 to November 2005, she
served as Executive Vice President for Retail Operations, Human Resources, Public Affairs, Labor and Government Relations.
Prior to this position, she was a Senior Vice President from 1994 to 1999, and a Vice President from 1991 to 1994. Sheisalso a
director and Chairwoman of the Board of The Safeway Foundation and serves on the Board of Directors for Casa Ley, SA. de
C.V. Ms. Renda serves as a Trustee on the National Joint Labor Management Committee. In addition, she serves on the Board of
Directorsfor the CaliforniaChamber of Commerceand servesasaNational Vice President of the Muscular Dystrophy Association.
Ms. Rendais also on the Board of Regents for the University of Portland.

Ms. Renda has 21 years of experience as an executive officer at Safeway Inc. where she has held several roles critical to its
operations. Ms. Renda's responsibilities at Safeway Inc. include public affairs, human resources, government relations, strategy,
labor relations, philanthropy, corporate social responsibility, cost reduction, re-engineering, health initiatives, IT, rea estate and
communications. Ms. Rendahasserved onthe Board of Directorsfor HSBC Finance Corporation, which was previously Househol d
International, since September 2001, and, as aresult, sheisableto provide a historical perspective to the Board of HSBC Finance
Corporation.

Thomas K. Whitford, age 57, joined HSBC Finance Corporation's Board in December 2013. He has also been a member of the
HSBC Finance Corporation Compliance and Risk Committees since December 2013. Also since December 2013, Mr. Whitford
has served asamember of the Board of Directorsof HSBC North Americaand asamember of its Compliance and Risk Committees.
Mr. Whitford retiredin 2013 as Vice Chairman of PNC Financial ServicesCorporation ("PNC"), with responsibility for Technology
and Operations, Corporate Communicationsand theRegional Presidents, apositionheheld since2010. Following PNC'sacquisition
of National City Corporation in December 2008, he moved to Cleveland and was appointed Chairman of National City Bank and
responsible for PNC's integration of National City Corporation. Mr. Whitford joined PNC in 1983 and held leadership positions
in Consumer Banking, Personal Trust, Mutual Fund Servicing, Asset Management, and Strategic Planning. In 1997, he was named
Chief Executive Officer of PNC's Wealth Management business. He was named Chief Risk Officer in May 2002 and helped PNC
sharpen its strategic focus and integrated coordination of al risk management activities corporate-wide. Mr. Whitford was named
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PNC's Chief Administrative Officer in May 2007 and his responsibilities were expanded to include Corporate Communications,
Operations, Human Resources, and the company’s Regional Presidents.

Mr. Whitford has served as an Independent Trustee on the Delaware Investments Family of Funds since January 2013. He also
serves asatrustee for The Barnes Foundation, asamember of the Wharton Graduate Executive Board, and asamember of Natural
Lands Trust's President’s Council.

Executive Officers Information regarding the executiveofficersof HSBC Finance Corporation asof February 24, 2014 ispresented
in the following table.

Year

Name Age Appointed Present Position

Patrick J. Burke............ 52 2010 Chief Executive Officer

Michael A. Reeves....... 51 2010 Executive Vice President and Chief Financia Officer

Steven G. Ekert............ 47 2013 Senior Executive Vice President and Chief Risk Officer

Mark Martindlli............. 54 2013 Senior Executive Vice President and Chief Auditor

Gregory Zeeman .......... 45 2012 Senior Executive Vice President and Chief Operating Officer, USA

Julie A. Davenport........ 53 2011  Executive Vice President and General Counsel

Eric K. Ferren............... 40 2010 Executive Vice President and Chief Accounting Officer

Loren C. Klug............... 53 2013 Executive Vice President, Head of Strategy and Planning and Chief of Staff to the
CEO

Kathryn Madison ......... 52 2009 Executive Vice President and Chief Servicing Officer, Consumer and Mortgage
Lending

Patrick D. Schwartz ..... 56 2008 Executive Vice President and Corporate Secretary

Patrick J. Burke, Director and Chief Executive Officer of HSBC Finance Corporation. See Directors for Mr. Burke's biography.

Michael A. Reeves, Executive Vice President and Chief Financial Officer of HSBC Finance Corporation since May 2010. Prior to
his current position, he was Executive Vice President, Chief Financial Officer of HSBC Consumer Finance since July 2009. From
May 2008 to July 2009, he was Executive Vice President and Chief Financia Officer of HSBC Card and Retail Services, and from
May 2005 to May 2008, he was Managing Director and Chief Financial Officer of Credit Card Services. Mr. Reevesjoined HSBC
in 1993 and hasheld asuccession of management positionsin Accounting, Financeand Treasury. Prior tojoining HSBC, Mr. Reeves
was an Audit Manager with Deloitte & Touche, LLP and practiced in its San Jose and London offices.

Steven G. Ekert, Senior Executive Vice President, Chief Risk Officer of HSBC Finance Corporation, HSBC North America and
HSBC USA since June 2013. He is responsible for all Risk and Compliance functions in North America, including Credit Risk,
Operational Risk, Market Risk, Financial Crime and Regulatory Compliance as well as the enterprise-wide risk and compliance
framework. Prior to joining the organization Mr. Ekert held various positions with Citigroup Inc., including Chief Risk Officer of
Citi Holdings and Citi Private Bank.

Mark Martinelli, Senior Executive Vice President and Chief Auditor of HSBC Finance Corporation since October 2013. He has
also been the Chief Auditor of HSBC North America since November 2009 and Chief Auditor of HSBC USA since March 2007.
Prior to that time, Mr. Martinelli was President and Chief Executive Officer of hsbe.com from 2006 to 2007, and Chief Financial
Officer of hsbc.com from 2002 to 2006. Mr. Martinelli joined HSBC in the U.S. as part of Republic National Bank of New York
in 1991, and has held various senior officer positionsin Finance, Strategy, Planning and Audit. Prior to joining HSBC inthe U.S,,
he was a senior manager with the public accounting firm of KPMG LLP. Heisa Certified Public Accountant registeredinthe U.S,
aChartered Global Management A ccountant and amember of the American I nstitute of Certified Public Accountants. Mr. Martinelli
has served on the Audit Committee of the New York Clearing House since 2007 and served asits Chairman from January 2011 to
February 2013. He has been a director on the Baruch College Fund Board of Trustees since April 2010 and has served as the
Chairman of its Audit Committee since September 2011. Since October 2013, Mr. Martinelli has served on St. John's University
Department of Accounting and Taxation Executive Advisory Board.

Gregory T. Zeeman, Senior Executive Vice President and Chief Operating Officer USA of HSBC Finance Corporation, HSBC
USA, and HSBC North Americasince August 2012. From March 2012 to August 2012 he was Executive Vice President and Chief
Operating Officer USA of HSBC Finance Corporation, HSBC USA, and HSBC North America. Prior to his current role, Mr.
Zeeman served as Executive Vice President, Head of Change Dédlivery for the Americas since 2011. Mr. Zeeman served as Deputy
Chief Executive Officer and Chief Technol ogy ServicesOfficer for HSBCin Singaporefrom 2009 through 2011 and Chief Servicing
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Officer for HSBC Consumer and Mortgage L ending from 2006 to 2009. Mr. Zeeman first joined the organization in 1999, where
hehasservedinawiderange of general management and leadership roles, primarily focused on consumer oriented lines of business.
Prior to joining the organization, he worked as a strategy consultant at the Boston Consulting Group.

Julie A. Davenport, Executive Vice President and General Counsel HSBC Finance Corporation since April 2011, and General
Counsel HSBC Retail Banking and Wealth Management since December 2011. Ms. Davenport joined Household International in
September of 1989. From 1989 to 1997, she held the positions of Counsel and then Senior Counsel in the Household Bank, f.s.b.
law department, primarily supporting the Fannie Mae/Freddie Mac residential mortgage business. In 1997, Ms. Davenport moved
to the Credit Card Services law department where she held the positions of Associate General Counsel and then Deputy General
Counsel. In March 2004, Ms. Davenport was promoted to the position of General Counsel-Retail Servicesand after theintegration
of the Retail Services and Card Services business units in the summer of 2007, she became General Counsel of the combined
businesses. In June 2009, Ms. Davenport was promoted to the position of Senior Vice President-Group General Counsel leading
ateam of lawyers supporting the Personal Financial Services, Card and Retail Services, Taxpayer Financia Servicesand Insurance
businesses, as well as the Technology Services function. Effective April 2011, Ms. Davenport assumed the position of General
Counsel of HSBC Finance Corporation providing support for Card and Retail Services, Consumer and Mortgage Lending and
Insurance and effective December 2011 she assumed the additional role of General Counsel of HSBC's Retail Banking and Wealth
Management business.

Eric K. Ferren, Executive Vice President and Chief Accounting Officer of HSBC Finance Corporation, HSBC North Americaand
HSBC USA since July 2010. As of January 2014, Mr. Ferren is aso Chief Financial Officer of HSBC USA and Deputy Chief
Financial Officer of HSBC North America. Mr. Ferren is a Director of HSBC Trust Company (Delaware), National Association.
Prior to Mr. Ferren's appointment as Chief Accounting Officer, Mr. Ferren was responsible for several accounting areas across
HSBC North America and its subsidiaries. Prior to joining HSBC in the U.S., Mr. Ferren was the Controller for UBS's North
American Asset Management business from May 2005 to June 2006. Prior to that, Mr. Ferren was the Controller for Washington
Mutual'sHome L oans Capital Market'sbusiness and several finance roleswithin the servicing businessfrom January 2002 through
May 2005. Prior to January 2002, Mr. Ferren was a Senior Manager at Ernst & Young LLPin Chicago where he focused on global
banking, commercial banking, and securitizations. Heis a Certified Public Accountant registered in the U.S. and a member of the
American Institute of Certified Public Accountants.

Loren C. Klug, Executive Vice President, Head of Strategy and Planning of HSBC Finance Corporation, HSBC North America
and HSBC USA. since January 2012 and since September 2013 he has held the additional title of Chief of Staff to the Chief
Executive Officer. He was previously Executive Vice President, Strategy & Planning of HSBC Finance Corporation and of HSBC
North America from February 2008 through December 2011. From March 2004 to January 2008, he was Managing Director -
Strategy and Devel opment, and concurrently from January 2005 to November 2007 he was responsible for strategy development
and customer group oversight for HSBC Group's global consumer finance activities. Mr. Klug joined HSBC Finance Corporation
in 1989, and since that time has held a variety of commercial finance and strategy positions. Prior to such time he held positions
in commercial real estate and banking.

Kathryn Madison, Executive Vice President and Chief Servicing Officer, Consumer and Mortgage Lending of HSBC Finance
Corporation since July 2009. From August 2005 through December 2008, she was Executive Vice President of originations for
Consumer and Mortgage Lending. From 2003 through July 2005, Ms. Madison was the Managing Director of Strategic Planning
and Development for the Consumer Lending business. Prior to such time, she held various leadership positions in the consumer
and direct lending businesses. Ms. Madison joined HSBC Finance Corporation in 1988 as a Manager of Strategic Planning for
Consumer Lending.

Patrick D. Schwartz, Corporate Secretary of HSBC Finance Corporation since September 2007 and Executive Vice President since
February 2008. From June 2009 to May 2011 he was also the General Counsel and from May 2004 to June 2009 he was Deputy
General Counsel. Mr. Schwartz served as a senior legal advisor of HSBC North America from February 2004 to May 2011 and
has served as its Corporate Secretary since September 2007. Mr. Schwartz has been an Executive Vice President and Secretary of
HSBC USA since May 2008. He has held several different legal titles for HSBC USA since September 2007, but served as its
Secretary continuously since that time. Mr. Schwartz counsels management and the Board of Directors of HSBC Finance
Corporation, HSBC USA and HSBC North America with respect to corporate governance matters.

Corporate Governance

Board of Directors - Board Structure The business of HSBC Finance Corporation is managed under the oversight of the Board
of Directors, whose principal responsibility isto enhance the long-term value of HSBC Finance Corporation to HSBC. The Board
of Directors also provides leadership in the maintenance of prudent and effective controls that enable management to assess and
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manage risks of the business. The affairs of HSBC Finance Corporation are governed by the Board of Directors, in conformity
with the Corporate Governance Standards, in the following ways:

* providing input and endorsing business strategy formulated by management and HSBC;

* providing input and approving the annual operating, funding and capital plans and Risk Appetite Statement prepared by
management;

* monitoring the implementation of strategy by management and HSBC Finance Corporation's performance relative to
approved operating, funding and capital plans and its risk appetite;

* reviewing and advising as to the adequacy of the succession plans for the Chief Executive Officer and senior executive
management;

* reviewing and providing input to HSBC concerning evaluation of the Chief Executive Officer's performance;
* reviewing and approving the Corporate Governance Standards and monitoring compliance with the standards;

* assessing and monitoring the major risks facing HSBC Finance Corporation consistent with the Board of Director's
responsibilities to HSBC; and

* monitoring the risk management structure designed by management to ensure compliance with applicable law and
regulation, HSBC poalicies, ethical standards and business strategies.

Board of Directors - Committees and Charters The Board of Directors of HSBC Finance Corporation has three standing
committees: the Audit Committee, the Compliance Committee and the Risk Committee. The charters of the Audit Committee, the
Compliance Committee and the Risk Committee, aswell as our Corporate Governance Standards, are available on our website at
www.us.hsbc.com or upon written request made to HSBC Finance Corporation, 26525 North Riverwoods Boulevard, Suite 100,
Mettawa, Illinois 60045, Attention: Corporate Secretary.

Audit Committee The Audit Committee is responsible, on behalf of the Board of Directors, for oversight and advice to the Board
of Directors with respect to:

* the integrity of HSBC Finance Corporation's financial reporting processes and effective systems of internal controls
relating to financial reporting;

* HSBC Finance Corporation's compliance with legal and regulatory requirements that may have amaterial impact on our
financia statements; and

* the qualifications, independence, performance and remuneration of HSBC Finance Corporation's independent auditors.

The Audit Committee is currently comprised of the following independent directors (as defined by our Corporate Governance
Standards which are based upon the rules of the New York Stock Exchange (“NY SE”)): Phillip D. Ameen (Chair), George A.
Lorchand Larree M. Renda. The Board of Directors has determined that each of theseindividualsisfinancialy literate. The Board
of Directors has also determined that Mr. Ameen qualifies as an “audit committee financial expert.”

Audit Committee Report During the previous year, the Audit Committee met and held discussions with management and KPMG
LLP. The Audit Committee reviewed and discussed with management and KPMG LLPthe audited financial statements contained
in HSBC Finance Corporation's Annual Report on Form 10-K for the year ended December 31, 2013. The Audit Committee also
discussed with KPMG LLP the matters required to be discussed by applicable requirements of the Public Company Accounting
Oversight Board regarding the independent registered public accounting firm's communications with the Audit Committee
concerning independence, such communications also included its findings related to internal controls in conjunction with its
financial statement audit. The Audit Committee also discussed management's assessment of the effectiveness of internal controls
over financia reporting.

KPMG LLP submitted to the Audit Committee the written disclosures and the letter required by applicable requirements of the
Public Company Accounting Oversight Board regarding the independent registered public accounting firm's communi cationswith
the Audit Committee concerning independence. The Audit Committee discussed with KPMG LLP such firm's independence.

Based on the reviews and discussions referred to above, the Audit Committee recommended to the Board of Directors that the
audited financial statements beincludedinthisAnnual Report on Form 10-K for the year ended December 31, 2013 for filing with
the SEC.
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Audit Committee

Phillip D. Ameen (Chair)
George A. Lorch
Larree M. Renda

Compliance Committee The Compliance Committeeisresponsible, onbehal f of theBoard of Directors, for monitoring and oversight
of:

* the Bank Secrecy Act and Anti-Money Laundering functions of HSBC Finance Corporation;

* the corrective actions in the foreclosure processing and loss mitigation functions of HSBC Finance Corporation and to
ensure that HSBC Finance Corporation complies with the Federal Reserve Servicing Consent Order; and

» HSBC Finance Corporation's Compliance function and the development of a strong Compliance culture.

The Compliance Committee is currently comprised of the following Directors: Patrick J. Burke (Chair), Beatriz R. Perez and
Thomas K. Whitford.

Risk Committee The Risk Committee is responsible, on behalf of the Board of Directors, for oversight and advice to the Board
with respect to:

* HSBC Finance Corporation's risk appetite, tolerance and strategy;
* our systems of risk management and internal control to identify, measure, aggregate, control and report risk;

* management of capital levels and regulatory ratios, related targets, limits and thresholds, and the composition of our
capital;

» alignment of strategy with our risk appetite, as defined by the Board of Directors; and

* maintenance and development of a supportive and proactive risk management culture that is appropriately embedded
through procedures, training and leadership actions so that all employees are alert to the wider impact on the whole
organization of their actions and decisions and appropriately communicate regarding identified risks.

The Risk Committeeis currently comprised of the following Directors: Robert K. Herdman (Chair), Phillip D. Ameen, GeorgeA.
Lorch, Larree M. Renda and Thomas K. Whitford.

Nominating and Compensation Committees The Board of Directors of HSBC Finance Corporation does not maintain a standing
nominating committee or compensation committee. The Nominating and Governance Committee of the HSBC North America
Board of Directors (the “Nominating and Governance Committee”) is responsible for, among other things, oversight and advice
to the HSBC North America Board of Directors with respect to:

* making recommendations concerning the structure and composition of the HSBC North AmericaBoard of Directors and
its committees and the Boards and committees of its subsidiaries, including HSBC Finance Corporation, to enable these
Boards to function most effectively; and

* identifying qualified individuals to serve on the HSBC North America Board of Directors and its committees and the
Boards and committees of its subsidiaries, including HSBC Finance Corporation.

The Nominating and Governance Committee also has specified responsibilities with respect to executive officer compensation.
See Item 11. Executive Compensation - Compensation Discussion and Analysis - Oversight of Compensation Decisions. The
Nominating and Governance Committee is currently comprised of the following Directors: Anthea Disney (Chair), Samuel
Minzberg Nancy G. Mistretta and Beatriz R. Perez. Ms. Disney, Mr. Minzberg and Ms. Mistretta currently serve as Directors of
HSBC North America, HSBC USA and HSBC Bank USA. Ms. Perez currently serves as a Director of HSBC North Americaand
HSBC Finance Corporation.

Board of Directors - Director Qualifications HSBC and the Board of Directors believe a Board comprised of members from
diverse professional and personal backgrounds who provide abroad spectrum of experiencein different fields and expertise best
promotes the strategic objectives of HSBC Finance Corporation. HSBC and the Board of Directors evaluate the skills and
characteristics of prospective Board members in the context of the current makeup of the Board of Directors. This assessment
includes an examination of whether a candidate is independent, as well as consideration of diversity, skills and experience in the
context of the needs of the Board of Directors, including experience as a chief executive officer or other senior executive or in
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fields such asfinancial services, finance, technology, communications and marketing, and an understanding of and experiencein
aglobal business. Although there is no formal written diversity policy, the Board considers a broad range of attributes, including
experience, professional and personal backgrounds and skills, to ensure there is adiverse Board. A majority of the non-executive
Directorsare expected to be activeor retired senior executives of large companies, educational institutions, governmental agencies,
service providers or non-profit organizations. Advice and recommendations from others, such as executive search firms, may be
considered, as the Board of Directors deems appropriate.

The Board of Directors reviews all of these factors, and others considered pertinent by HSBC and the Board of Directors, in the
context of an assessment of the perceived needs of the Board of Directors at particular pointsin time. Consideration of new Board
candidates typically involves a series of internal discussions, development of a potential candidate list, review of information
concerning candidates, and interviews with selected candidates. Under our Corporate Governance Standards, in the event of a
major changein aDirector's career position or status, including achangein employer or asignificant changein job responsibilities
or achange in the Director's status as an “independent director,” the Director is expected to offer to resign. The Chairman of the
Board, in consultation with the Chief Executive Officer and senior executive management, will determine whether to present the
resignation to the Board of Directors. If presented, the Board of Directors has discretion after consultation with management to
either accept or reject theresignation. In addition, the Board of Directorsdiscussesthe effectivenessof the Board and itscommittees
on an annual basis, which discussion includes a review of the composition of the Board.

Asset forthin our Corporate Governance Standards, whil e representing the best interests of HSBC and HSBC Finance Corporation,
each Director is expected to:

* promote HSBC's brand values and standards in performing their responsihilities;
* have the ahility to spend the necessary time required to function effectively as a Director;

* develop and maintain asound understanding of the strategies, business and senior executive succession planning of HSBC
Finance Corporation;

» carefully study all Board materials and provide active, objective and constructive participation at meetings of the Board
and its committees,

* assist in affirmatively representing HSBC to the world;
* beavailable to advise and consult on key organizational changes and to counsel on corporate i ssues;
* develop and maintain agood understanding of global economic issues and trends; and

» seek clarification from experts retained by HSBC Finance Corporation (including employees of HSBC Finance
Corporation) to better understand legal, financial or business issues affecting HSBC Finance Corporation.

Under the Corporate Governance Standards, Directors have full access to senior management and other employees of HSBC
Finance Corporation. Additionally, the Board and its committees have the right at any timeto retain independent outside financial,
legal and other advisors, at the expense of HSBC Finance Corporation.

Board of Directors - Delegation of Authority The HSBC North America Board of Directors has delegated its powers, authorities
and discretion, to the extent they concern the management and day to day operation of the businesses and support functions of
HSBC North America and its subsidiaries to a management Executive Committee comprised of senior executives from the
businesses and staff functions. Under this authority, the Executive Committee approves and addresses all matters which are of a
routineor technical nature and relateto mattersin the ordinary course of business. The HSBC Finance Corporation Chief Executive
Officer, Chief Risk Officer, Head of Regulatory Compliance, Head of Financial Crimes Compliance, Chief Operating Officer,
Head of Strategy and Planning, Chief Servicing Officer of Consumer and Mortgage Lending, Corporate Secretary and Head of
Communications are members of the HSBC North America Executive Committee.

The objective of the Executive Committee is to maintain a reporting and control structure in which all of the line operations of
HSBC North America and all its subsidiaries, including HSBC Finance Corporation, are accountable to individual members of
the Executive Committee who report to the HSBC North America Chief Executive Officer, who in turn reportsto the HSBC Chief
Executive Officer.

Board of Directors - Risk Oversight by Board HSBC Finance Corporation has a comprehensive risk management framework
designed to ensure al risks, including credit, liquidity, interest rate, market, operational, reputational and strategic risk, are
appropriately identified, measured, monitored, controlled and reported. The risk management function oversees, directs and
integrates the various risk-rel ated functions, processes, policies, initiatives and information systemsinto a coherent and consistent
risk management framework. Our risk management policiesare primarily implemented in accordance with the practices and limits
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by the HSBC Group Management Board. Oversight of all risks specific to HSBC Finance Corporation commenceswith the Board
of Directors, which hasdel egated principal responsibility for anumber of these mattersto the Audit Committee, the Risk Committee
and the Compliance Committee.

Audit Committee The Audit Committee has responsibility for oversight of and advice to the Board of Directors on mattersrelating
to financial reporting and for oversight of internal controls over financial reporting. As set forth in our Audit Committee charter,
the Audit Committee is responsible, on behalf of the Board of Directors, for oversight and advice to the Board of Directors with
respect to:

» the integrity of HSBC Finance Corporation's financial reporting processes and effective systems of internal controls
relating to financia reporting;

* HSBC Finance Corporation's compliance with legal and regulatory requirements that may have a material impact on our
financia statements; and

* thequalifications, independence, performance and remuneration of HSBC Finance Corporation's independent auditors.

The Audit Committee also has the responsihility, power, direction and authority to receive regular reports from the Internal Audit
Department concerning major findings of internal audits and to review the periodic reports from the Internal Audit Department
that include an assessment of the adequacy and effectiveness of HSBC Finance Corporation's processes for controlling activities
and managing risks.

Risk Committee As set forth in our Risk Committee charter, the Risk Committee has the responsibility, power, direction and
authority to:

* receive regular reports from the Chief Risk Officer that enable the Risk Committee to assess the risks involved in the
business and how risks are monitored and controlled by management and to give explicit focus to current and forward-
looking aspects of risk exposure which may require an assessment of our vulnerability to previously unknown or
unidentified risks;

* review and discusswith the Chief Risk Officer the adequacy and effectivenessof our internal control and risk management
framework in relation to our strategic objectives and related reporting;

* oversee and advise the Board of Directors on al high-level risks;

* approve with HSBC the appointment and replacement of the Chief Risk Officer;

* review and approve the annual key objectives and performance review of the Chief Risk Officer;

* seek appropriate assurance as to the Chief Risk Officer's authority, access, independence and reporting lines;

* review theeffectivenessof our internal control and risk management framework and whether management has discharged
its duty to maintain an effective internal control system,

» consider the risks associated with proposed strategic acquisitions or dispositions;

* receive reports from the HSBC North America ALCO in order to assess major financial risk exposures and the steps
management has taken to monitor and control such exposures;

* review with senior management and, as appropriate, approve, guidelines and policies to govern the process for assessing
and managing various risk topics, including litigation risk and reputational risk; and

* oversee the continuing maintenance and enhancement of a strong enterprise-wide risk management culture.

At each quarterly Risk Committee meeting, the Chief Risk Officer makes a presentation to the committee reviewing key and
emerging risks for HSBC Finance Corporation, which may include operational and internal controls, market, credit, information
security, capital management, liquidity and litigation. In addition, the head of each Risk functional areaisavailableto provide the
Risk Committee areview of particular potential risks to HSBC Finance Corporation and management's plan for mitigating these
risks.

In 2011, the HSBC Finance Corporation Risk Management Committee was combined with the HSBC North America Risk
Management Committee (the“ Risk Management Committee”), which provides strategic and tactical directionto risk management
functions throughout HSBC North America, including HSBC Finance Corporation, focusing on: credit, funding and liquidity,
capital, market, operational, security, fraud, reputational and compliance risks. The Risk Management Committeeis comprised of
the function heads of each of these areas, as well as other control functions within the organization. The Chief Risk Officer of
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HSBC North Americaisthe Chair of thiscommittee. On an annual basis, the HSBC North Americaand HSBC Finance Corporation
Boardsreview the Risk Management Committee's charter and framework. The HSBC North America Operational Risk & Internal
Control Committee(* ORIC Committee”) and the HSBC Finance Corporation Disclosure Committeereport to the Risk M anagement
Committee and, together with the HSBC North America ALCO, define the risk appetite, policies and limits; monitor excessive
exposures, trends and effectiveness of risk management; and promulgate a suitable risk management culture, focused within the
parameters of their specific areas of risk.

HSBC North America ALCO provides oversight and strategic guidance concerning the composition of the balance sheet and
pricing asit affects net interest income. It establishes limits of acceptable risk and oversees maintenance and improvement of the
management tools and framework used to identify, report, assess and mitigate market, interest rate and liquidity risks.

In 2011, the HSBC Finance Corporation Operational Risk & Internal Control Committee was combined with the ORIC Committee,
whichisresponsiblefor oversight of theidentification, assessment, monitoring, appetitefor, and proactive management and control
of, operational risk for HSBC North America, including HSBC Finance Corporation. Operational risk is defined astherisk of loss
resulting from inadequate or failed internal processes, people and systems, or from external events. The ORIC Committee is
designed to ensure that senior management fully considers and effectively manages our operational risk in a cost-effective manner
so asto reduce the level of operational risk losses and to protect the organization from foreseeable future operational losses.

The HSBC Finance Corporation Disclosure Committee is responsible for maintenance and evaluation of our disclosure controls
and procedures and for assessing the materiality of information required to be disclosed in periodic reports filed with the SEC.
Among its responsibilities is the review of quarterly certifications of business and financia officers throughout HSBC Finance
Corporation asto the integrity of our financial reporting process, the adequacy of our internal and disclosure control practices and
the accuracy of our financial statements.

Compliance Committee As set forth in our Compliance Committee charter, the Compliance Committee has the responsibility,
power, direction and authority to:

* receive regular reports from management on plans to strengthen our compliance risk management practices;
* oversee the continuing maintenance and enhancement of a strong compliance culture;

* receive regular reports from the Chief Risk Officer that enable the Compliance Committee to assess major compliance
exposures and the steps management has taken to monitor and control such exposures, including the manner in which
the regulatory and legal requirements of pertinent jurisdictions are evaluated and addressed;

* approve the appointment and replacement of the Chief Risk Officer and other statutory compliance officers and review
and approve the annual key objectives and performance review of the Chief Risk Officer;

* reviewthebudget, plan, changesin plan, activities, organization and qualificationsof thecompliancefunctionsasnecessary
or advisable in the Committee's judgment;

* review and monitor the effectiveness of the compliance functions and the Compliance Program, including testing and
monitoring functions, and obtain assurances that the compliance functions, including testing and monitoring functions,
are appropriately resourced, have appropriate standing within the organization and are free from management or other
restrictions;

» seek such assurance as it may deem appropriate that the Chief Risk Officer participates in the risk management and
oversight process at the highest level on an enterprise-wide basis; hastotal independence from individual business units;
reports to the Compliance Committee and has internal functional reporting lines to the HSBC Head of Group Risk; and
has direct access to the Chairman of the Compliance Committee, as needed; and

* upon request of the Board, provide the Board with negative assurance asto such regulatory and legal requirements asthe
Compliance Committee deems possible.

In support of these responsibilities, HSBC Finance Corporation maintains an Executive Compliance Steering Committee, which
isamanagement committeeestablishedto provideoverall strategicdirectionand oversight to significant HSBC Finance Corporation
compliance issues. Patrick Burke, the Chief Executive Officer and a Director, isthe Chair of this committee, the membership of
which also includes the heads of our business segments, our Chief Risk Officer and senior management of our compliance, Legal
and other control functions. The Executive Compliance Steering Committee reports to both the Compliance Committee of the
Board of Directors and the HSBC North America Executive Committee. This committee defines deliverables, provides ongoing
direction to project teams, approves all regulatory submissions and prepares materials for presentation to the Board of Directors.
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The Project Steering Committee also provides oversight to individual project managers, compliance subject matter experts, and
external consultants to ensure any regulatory requested deliverables are met.

For further discussion of risk management generally, see the “Risk Management” section of the MD& A.

Section 16(a) Beneficial Ownership Reporting Compliance Section 16(a) of the Exchange Act, as amended, requires certain of
our Directors, executive officers and any persons who own more than 10 percent of a registered class of our equity securities to
report their initial ownership and any subsequent change to the SEC and the NY SE. With respect to the issue of HSBC Finance
Corporation preferred stock outstanding, we reviewed copies of all reports furnished to us and obtained written representations
from our Directors and executive officers that no other reports were required. Based solely on areview of copies of such forms
furnished to us and written representations from the applicable Directors and executive officers, al required reports of changesin
beneficial ownership werefiled on atimely basis for the 2013 fiscal year.

Code of Ethics HSBC Finance Corporation has adopted a Code of Ethics that is applicable to its chief executive officer, chief
financial officer, chief accounting officer and controller, which Code of Ethicsisincorporated by reference in Exhibit 14 to this
Annual Report on Form 10-K. HSBC North Americaalso has ageneral code of ethics applicableto all U.S. employees, including
employees of HSBC Finance Corporation, which is referred to as its Statement of Business Principles and Code of Ethics. That
document is available on our website at www.us.hshbc.com or upon written request made to HSBC Finance Corporation, 26525
North Riverwoods Boulevard, Suite 100, Mettawa, |llinois 60045, Attention: Corporate Secretary.
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Item 11. Executive Compensation.

Compensation Discussion and Analysis

The following compensation discussion and analysis (the “2013 CD&A”) summarizes the principles, objectives and factors
considered in evaluating and determining the 2013 compensation for our executive officers. Specific compensation information
relating to our Chief Executive Officer, Chief Financial Officer, and the next three most highly compensated executivesis contained
in this portion of the Form 10-K. In addition, the 2013 CD& A and accompanying tables also contain compensation disclosures
for two individuals, who served as executive officers during the part of 2013. If these former executiveswere employed at theend
of fiscal year, December 31, 2013, their total compensation would place them among the three most highly compensated executives.
Collectively, these officers are referred to as the Named Executive Officers (“NEOS’).

Oversight of Compensation Decisions
Remuneration Committee

TheHSBC Board of DirectorshasaRemuneration Committee (“REMCQO”) which meetsregularly to consider termsand conditions
of employment, remuneration and retirement benefits. With authority delegated by the HSBC Board, REMCO is responsible for
approving the remuneration policy of HSBC, including the terms of variable pay plans, share plans and other long-term incentive
plansworldwide. Inthisrole, REMCO is also responsible for approving the individual remuneration packages for the most senior
HSBC executives, generally those having an impact on HSBC'srisk profile and those in position of significant influence (“ senior
executives’).

The members of REM CO during 2013 are the following non-executive directors of HSBC: Sir Simon Robertson (Chairman as of
May 24, 2013), J. L. Thornton (retired as chairman on May 24, 2013), J. D. Coombe, W. S. H. Laidlaw and R. Fasshind. As an
indirect wholly owned subsidiary of HSBC, HSBC Finance Corporation i s subject to the remuneration policy established by HSBC,
and the Chief Executive Officer of HSBC Finance Corporation is one of the senior executives whose compensation is reviewed
and approved by REMCO.

Delegation of Authority from Remuneration Committee

The remuneration of executives who are not “senior executives’ within the broader view of HSBC is determined by HSBC
executives who have the authority delegated to them by REMCO to endorse remuneration (up to pre-determined levels of
compensation and levels of management that differ by level of delegated authority). At the highest level, REMCO delegates this
authority to the HSBC Group Chief Executive, Stuart T. Gulliver. Within his powers, Mr. Gulliver further del egated this authority
regionally to approve pay packagesto Irene M. Dorner, who as HSBC North America's Chief Executive Officer had authority and
oversight recommendation responsibility for HSBC North Americaand its subsidiaries. In asimilar manner, Mr. Patrick J. Burke,
as HSBC Finance Corporation's Chief Executive Officer, received delegated authority for approval over executive remuneration
from Ms. Dorner. Remuneration decisions for executives can be further delegated to other relevant authorities within HSBC, as
appropriate, depending on their level of responsibility and the scope of their role. Those with delegated authority to approve
remuneration for executives do so after consultation with HSBC's Group Managing Director of Human Resources as well as with
the relevant heads of global business segments or heads of global staff functions, such as Finance or Risk.

Board of Directors; HSBC North America Nominating and Governance Committee

The HSBC North America Board of Directors reviewed and made recommendations concerning proposed 2013 performance
assessments and variable pay compensation award proposalsfor the Chief Executive Officer, direct reportsto the Chief Executive
Officer and certain other Covered Employees (“ Covered Employees’), including the NEOs. The Board of Directors also reviewed
fixed pay recommendations for 2014 for the NEOs and had the opportunity to recommend changes before awards were finalized.

The Nominating and Governance Committee of HSBC North America (the “HNAH Nominating and Governance Committee”)
performed certain responsibilities related to oversight and endorsements of compensation for 2013 performance with respect to
HSBC North America and its subsidiaries. The duties of the HNAH Nominating and Governance Committee, among others,
include: i) reviewing the corporate governance framework to ensure that best practices are maintained and relevant stakeholders
are effectively represented, ii) overseeing the framework for assessing risk in the responsibilities of employees, the determination
of who are Covered Employees under the Interagency Guidelines on Incentive Based Compensation Arrangements as published
by the Federal Reserve Board, and the measuresused to ensurethat risk isappropriately considered in making discretionary variable
pay compensation recommendations, iii) making recommendations concerning proposed performance assessments and
discretionary variable pay compensation award proposals for the Chief Executive Officer, direct reports of the Chief Executive
Officer and certain other Covered Employees, including any recommendations for reducing or canceling discretionary variable

176



HSBC Finance Corporation

pay compensation previously awarded, and iv) reviewing the coverage and competitiveness of employee pension and retirement
plans and general benefits. The recommendations related to employee compensation are incorporated into the submissions to
REMCO, or to Mr. Gulliver, Ms. Dorner and Mr. Burke, in instanceswhere REM CO has del egated remuneration authority. During
the fourth quarter of 2013 and in January 2014, the HNAH Nominating and Governance Committee reviewed the enhanced risk
assessment measures with respect to risks taken and risk outcomes in connection with the performance review process and
compensation recommendations for senior executives for 2013 performance. During the fourth quarter of 2013 and in January
2014, the HNAH Nominating and Governance Committee reviewed performance review summaries and compensation
recommendations for senior executives for 2013 performance. During the first quarter of 2014, the HNAH Nominating and
Governance Committee reviewed a summary provided by the Compensation and Performance Management Governance
Committee ("CPMG Committee") of the approved risk evidence statementsthat arerequired of all U.S. businessunitsand functions
to support 2013 variable pay recommendations.

Compensation and Performance Management Governance Committee

In 2010, HSBC North America established the Compensation and Performance Management Governance Committee (“CPMG
Committee”). The CPMG Committee was created to provide a more systematic approach to incentive compensation governance
and ensuretheinvol vement of theappropriatelevel sof |eadershipin acomprehensiveview of compensation practi cesand associ ated
risks. The members of the CPMG Committee are senior executive representatives from HSBC North America's staff and control
functions, consisting of Risk, Legal, Finance, Audit, Human Resources and Corporate Secretary. The CPM G Committee approves
the list of Covered Employees and their mandatory performance scorecard objectives; reviews compensation recommendations
related to regulatory and audit findings; and can make recommendations to reduce or cancel previous grants of incentive
compensation based on actual results and risk outcomes. The CPMG Committee can make its recommendations to the HNAH
Nominating and Governance Committee, REMCO, Mr. Gulliver, Ms. Dorner or Mr. Burke, depending on the nature of the
recommendation or the delegation of authority for making final decisions. The CPMG Committee held six formal meetings in
2013, aswell astwo formal meetings during the first quarter of 2014.

Obijectives of HSBC Finance Corporation's Compensation Program

A global reward strategy for the HSBC Group, as approved by REMCO, is utilized by HSBC Finance Corporation. The usage of
a global reward strategy promotes a uniform compensation philosophy throughout the HSBC Group, common standards and
practices throughout HSBC Group's global operations, and a particular framework for REMCO to use in carrying out its
responsibilities. The reward strategy includes the following elements:

* A focuson tota compensation (fixed pay and annual discretionary variable pay) with the level of annual discretionary
variable pay (namely, cash, deferred cash and the value of long-term equity incentives) differentiated by performance;

*  Anassessment of reward with reference to clear and rel evant objectives set within a performance scorecard framework;

Our most senior executives, including Messrs. Burke, Michael A. Reeves, Gregory T. Zeeman, Steven G. Ekert, Loren
C. Klug, C. Mark Gunton and Gary E. Peterson set objectives using a performance scorecard framework. Under a
performance scorecard framework, objectives are separated into financial objectives and non-financial objectives, and
the weighting between the categories varies by executive. The performance scorecard al so requires an assessment of the
executive's adherence to the HSBC Group values and behaviors consistent with managing a sound financial institution.
Specific objectivesrequired of all Covered Employeesincludetargetsrelating to Compliance, Internal Audit and general
risk and internal control measures.

In performance scorecards, certain objectives have quantitative standards that may include meeting designated financial
performancetargetsfor the company or the executive'sfunction. Qualitative objectivesmay includekey strategic business
initiatives or projects for the company or executive's function. Quantitative and qualitative objectives only provide some
guidance with respect to 2013 compensation. However, in keeping with HSBC Group's reward strategy, discretion played
aconsiderable role in establishing the annual discretionary variable pay awards for HSBC Finance Corporation's senior
executives;

* The use of considered discretion to assess the extent to which performance has been achieved, rather than applying a
formulaic approach which, by its nature, is inherently incapable of considering all factors affecting results and may
encourage inappropriate risk taking. In addition, environmental factors and social and governance aspects that would
otherwise not be considered by applying absolute financial metrics may be taken into consideration. While there are
specific quantitative goals as outlined above, the final reward decision isnot solely dependent on the achievement of one
or al of the objectives;
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* Ddlivery of asignificant proportion of variable pay in deferred HSBC ordinary sharesto align recipient interests to the
future performance of the HSBC Group and to retain key talent; and

» A total compensation package (fixed pay, annual discretionary variable pay, and other benefits) that is competitive in
relation to comparable organizations in the market in which HSBC Finance Corporation operates.

Internal Equity

HSBC Finance Corporation's executive officer compensation is analyzed internally at the direction of HSBC's Group Managing
Director of Human Resources with a view to align treatment globally and across business segments and functions, taking into
consideration individual responsibilities, size and scale of the businesses the executives lead, and contributions of each executive,
along with geography and local labor markets. These factors are then calibrated for business and individual performance within
the context of their business environment against the respective Comparator Groups, as detailed herein.

Link to Company Performance

HSBC Group's compensation plans are designed to motivate its executives to improve the overall performance and profitability
of the HSBC Group as well as the specific region, unit or function to which they are assigned. The HSBC Group seeks to offer
competitive fixed pay with asignificant portion of discretionary variable pay compensation components determined by measuring
overall performance of the executive, his or her respective business unit or function, legal entity and the HSBC Group overal.
The discretionary annual variable pay awards are based on individua and business performance, as more fully described under
Elements of Compensation - Annual Discretionary Variable Pay Awards. Common objectives for the NEOs included: managing
operating expenses, execution of transformation projects, enhancement of control environment, mitigation of risk and compliance
to regulatory and HSBC standards or goal s established around employee val ue proposition or attracting, developing and retaining
talent. Each NEO also had other individual objectives specific to hisrole.

We have a strong orientation to use variable pay to reward performance. Consequently, variable pay makes up a significant
proportion of total compensation, while maintaining an appropriate balance between fixed and variable elements. Actual
compensation paid will increase or decrease based on the executive's individual performance, including business results and the
management of risk within his or her responsibilities.

Asthe determination of the variable pay awardsrelative to 2013 performance considered the overall satisfaction of objectivesthat
could not be evaluated until the end of 2013, the final determination on 2013 total compensation was not made until February
2014. Tomakethat evaluation, Mr. Gulliver, Ms. Dorner and Mr. Burke received reports from management concerning satisfaction
of 2013 corporate, business unit or function and individual objectives.

Competitive Compensation Levels and Benchmarking

When making compensation decisions, welook at the compensation paid to similarly-situated executivesin our comparator groups,
a practice referred to as “benchmarking.” Benchmarking provides a point of reference for measurement, but does not replace
analysis of interna pay equity and individual performance of the executive officers that HSBC also considers when making
compensation decisions. We strive to maintain a compensation program that may attract and retain qualified executives, but also
has levels of compensation that differ based on performance.

In 2013, REM CO retained Towers Watson to provide REM CO with market trend information for use during the annual pay review
processand advise REM CO asto the competitive position of HSBC'stotal direct compensation levelsin relationto the Comparator
Groups. TowersWatson provided competitive positionson thehighest level executivesinHSBC, including Messrs. Burke, Zeeman,
Ekert and Peterson. Comparative competitor information was provided to Mr. Gulliver to eval uate the competitiveness of proposed
executive compensation.

The Comparator Groups are reviewed annually with the assistance of Towers Watson. The primary Comparator Group consists of
our global peerswith comparable business operations located within U.S. borders. Primary Comparator Group organizations are
publicly held companiesthat compete with HSBC for business, customers and executive talent and are broadly similar in size and
international scope. A secondary Comparator Group, consisting of the primary Comparator Group companies and a selection of
U.S.-based peers, is also used. The secondary Comparator Group is used to benchmark compensation levels for certain roles that
aremoreregionally focused. The Chief Executive Officer role was benchmarked using the secondary Comparator Group. All other
NEO roles were benchmarked using the primary Comparator Group.
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The primary Comparator Group for 2013 consisted of ;

Bank of America JPMorgan Chase
Barclays Santander

BNP Paribas Standard Chartered
Citigroup UBS

Deutsche Bank

The secondary Comparator Group for 2013 consisted of the Global Peers listed above and the following U.S.-based peers:

Bank of New York Mellon Regions
BB&T State Street
Fifth Third SunTrust
KeyCorp TD Bank
M&T U.S. Bank
Northern Trust WEells Fargo
PNC

The aggregate fee paid to Towers Watson for services provided to HSBC was $537,258, of which $8,811 was apportioned to HSBC
Finance Corporation for executive benchmarking. Separately, the management of HSBC North America retained Towers Watson
to perform non-executive compensation consulting services. In 2013, the aggregate fee paid to Towers Watson by HSBC North
Americafor these other services was $1,704,826.

The total compensation review for Messrs. Reeves and Klug included comparative competitor information based on broader
financial servicesindustry data and general industry data that was compiled from compensation surveys prepared by consulting
firm McLagan Partnersinc. (*McLagan”). The aggregate fee paid to M cLagan for executive compensation consulting services by
HSBC North Americawas $43,174 and for non-executive consulting services was $86,117. Additionally, the HSBC Group paid
$726,507 to McLagan for fees related to compensation surveys used globally.

Elements of Compensation

Theprimary elementsof executive compensation, which aredescribed infurther detail bel ow, arefixed pay and annual discretionary
variable pay awards.

In addition, executives are eligible to receive company funded retirement benefits that are offered to employees at all levels who
meet the eligibility requirementsof such qualified and non-qualified plans. Although perquisitesare provided to certain executives,
they typically are not a significant component of compensation.

Fixed Pay

Fixed pay helps us attract and retain executive talent because it provides a degree of financial certainty and is less subject to risk
than most other pay elements. In establishing individual fixed pay levels, consideration is given to market pay, as well as the
specific responsihilities and experience of the NEO. Fixed Pay is reviewed annually and may be adjusted based on performance
and changes in the competitive market. Consideration is given to compensation paid for similar positions at Comparator Group
companies, particularly at the median level. Other factors such as specific job responsihilities, length of time in current position,
pay history, internal equity, and retention concernsinfluence thefinal fixed pay recommendationsfor individual executives. Fixed
pay increases proposed by senior management are prioritized towards high performing employees. Additionaly, considerationis
given to maintaining an appropriate ratio between fixed pay and variable pay as components of total compensation.

Annual Discretionary Variable Pay Awards

Annual discretionary variable pay (“variable pay”) awardsdiffer from year to year and are offered as part of thetotal compensation
package to motivate and reward strong performance. Superior performance is encouraged by placing apart of the executive'stotal
compensation at risk. In the event certain quantitative or qualitative performance goals are not met, cash awards may be reduced
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or not paid at all. Variable pay awards may be granted as cash, deferred cash, and long-term equity incentive awards. Employees
will become fully entitled to deferred cash over athreeto five year vesting period.

Long-term equity incentive awards may be madein theform of stock options, restricted shares, and restricted share units (“RSUS").
The purpose of equity-based compensation isto help us attract and retain outstanding empl oyees and to promote success of HSBC
Finance Corporation's business over a period of time by aligning the financial interests of these employeeswith those of HSBC's
shareholders.

Historically, (prior to the merger into the HSBC Group in 2003), Household equity awards were primarily made in the form of
stock options and restricted stock rights. The stock options typically vested in three, four or five equal installments, subject to
continued employment and expire ten years from the grant date. No stock options have been granted to executive officers after
2004.

In 2005, the HSBC Group shifted its equity-based compensation awards to restricted shares with atime vesting condition, in lieu
of stock options. Starting in 2009, RSUs have been awarded as the long-term equity incentive component of variabl e discretionary
pay. The restricted shares and RSUs granted consist of a number of shares to which the employee will become fully entitled,
generally over a three year vesting period. The restricted shares and RSUs granted by HSBC also carry rights to dividends or
dividend equivalents which are paid or accrue on al underlying share or share unit awards at the same rate paid to ordinary
shareholders. Following shareholder approval of the HSBC Share Plan 2011, HSBC introduced a new form of long-term equity
incentive awards for senior executives under the Group Performance Share Plan (“* GPSP”). Grants under the GPSPaim to achieve
alignment between theinterests of participantsand theinterests of shareholdersand to encourage participantsto deliver sustainable
long-term business performance. Grants under the GPSP are approved by REMCO, by considering performance delivered prior
to the date of grant against a pre-determined scorecard. Performance measures on the scorecard are reviewed annually and for
2013 composed of 60 percent financial measures, such as return on equity, capital efficiency ratio, capital strength and dividends,
and 40 percent non-financial measures, including strategy execution, brand equity, compliance, reputation and people. Grants
under the GPSP comprise a number of shares to which the employee will become fully entitled, over afive year vesting period,
subject to continued employment with the HSBC Group. Shares which are released upon vesting of an award must be retained
until the employee retires from or terminates employment with the HSBC Group.

REMCO considers and decides the grant of long term equity awards and considers individual executive performance and goal
achievement as well as the total compensation package when determining the award allocation. While share dilution is not a
primary factor in determining award amounts, there are limitsto the number of sharesthat can beissued under HSBC equity-based
compensation programs. These limits, more fully described in the various HSBC Share Plans, were established by vote of HSBC's
shareholders.

Perquisites

Our philosophy isto provide perquisites that are intended to help executives be more productive and efficient or to protect us and
our executivesfrom certain businessrisksand potential threats. Our review of competitive market dataindicatesthat the perquisites
provided to executives are reasonable and within market practice. Perquisites are generally not a significant component of
compensation, except as described below.

Mr. Gunton participated in general benefits available to executives of HSBC Finance Corporation and certain additional benefits
and perquisites available to executives on international assignments. Compensation packages for international assignees are
model ed to be competitive globally and within the country of assignment and attractiveto the executivein relation to the significant
commitment that must be made in connection with a global posting. The additional benefits and perquisites may be significant
when compared with other compensation received by other executive officers of HSBC Finance Corporation and can consist of
housing expenses, children's education costs, car allowances, travel expenses and tax equalization. These benefits and perquisites
are, however, consistent with those paid to similarly-situated international assignees subject to appointment to HSBC Group
locations globally and are deemed appropriate by the HSBC Group senior management. Perquisites are further described in the
Summary Compensation Table.

Retirement Benefits

HSBC North America offered a qualified defined benefit pension plan under which HSBC Finance Corporation executives could
participate and receive a benefit equal to that provided to al eligible employees of HSBC Finance Corporation with similar dates
of hire. Effective January 1, 2013, this pension plan was frozen such that future contributions ceased under the Cash Balance
formula, the plan closed to new participants and employees no longer accrue any future benefits. HSBC North America also
maintains aqualified defined contribution plan with a401(k) feature and company matching contributions. Executives and certain
other highly compensated employees can elect to participate in a non-qualified deferred compensation plan, in which such
employees can elect to defer the receipt of earned compensation to a future date. HSBC Finance Corporation does not pay any
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above-market or preferential interest in connection with deferred amounts. Asan international assignee, Mr. Gunton, was accruing
pension benefits under foreign-based defined benefit plans, through May 31, 2013 ashislast day of service. Additional information
concerning these plansis contained in the Pension Benefits Table.

Performance Year 2013 Compensation Actions

HSBC and HSBC Finance Corporation aim to have a reward policy that adheres to the governance initiatives of all relevant
regulatory bodies and appropriately considers the risks associated with elements of total compensation.

Levels of fixed pay were reviewed and management determined that, in one instance, the market did warrant adjustments to the
fixed pay of the NEO. Effective March 3, 2014, Mr. Zeeman received afixed pay increase from $425,000 to $437,750.

On an IFRSs continuing operations basis, profit before taxes improved in 2013, reflecting significantly lower loan impairment
charges, higher other operatingincomeand lower operating expenses, partially offset by lower net interestincome. Loanimpairment
charges decreased significantly due to significant improvements in market value adjustments on loan collateral driven by
improvementsinhomepricesaswell aslower |oan bal ancesoutstanding astheportfoli o continuestoliqui dateand lower delinquency
levels. While this performance reflects improvements in economic conditions, it also shows commitment towards the defined
strategy to sell the portions of the portfolio when conditions are favorable and to collect out the remaining balances. We believe
our strategic objectives and the direction of our executive officerswill support and protect HSBC's interests. Variable pay awards
for HSBC Finance Corporation were approved to be awarded to the NEOs who were employed as of December 31, 2013. Messrs.
Gunton and Peterson were not employed with HSBC as of the end of fiscal year, thus they are not receiving variable pay for
performance year 2013.

Variable pay awarded to most employeesin respect of 2013 performanceis subject to deferral requirements under the HSBC Group
Minimum Deferral Policy, which requires 10% to 50% of variable pay be awarded in the form of RSUsfor HSBC ordinary shares
that are subject to athree year vesting period. The deferral percentage increases in a graduated manner in relation to the amount
of total variable pay awarded.

Messrs. Burke and Ekert, however, are subject to adifferent set of deferral requirements because they are designated as Code Staff
(“Code Staff"), as defined by the United Kingdom's Prudential Regulation Authority (“PRA”) Remuneration Code (“the Codge”).
HSBC Finance Corporation, as a subsidiary of HSBC, must have remuneration practices for executive officers that comply with
the Code, which requires firms to identify Code Staff employees. Code Staff are defined as all employees that have a material
impact on the firm's risk profile, including individuals who perform significant influence functions for a firm, executives, senior
managers, and risk takers, as defined by the Code. Certain employees whose remuneration level is commensurate with Code Staff
employees are also subject to the Code Staff deferral requirements.

Variable pay awarded to Code Staff in respect of 2013 performanceis subject to different deferral ratesthan other employeesunder
the HSBC Group Minimum Deferral Policy. Variable pay awards in excess of $750,000 are subject to a 60% deferral rate, and
variable pay awards bel ow $750,000 are subject to 40% deferral rate. In caseswhere the total compensation for Code Staff isequal
to or lessthan $750,000, and variable pay isless than 33% of the total compensation, the HSBC Group Minimum Deferral Policy
applies. Deferral rates are applied to the total variable pay award (excluding the GPSP award amounts, if any, which are fully
deferred). The deferral amounts are split equally between deferred cash and deferred RSUs. Thirty-three percent (33%) of the
deferred cash and deferred RSUs vest on each of the first and second anniversaries of the grant date, and thirty-four percent (34%)
on the third anniversary of the grant date. RSUs are subject to an additional six-month retention period upon becoming vested,
with provision made for the release of shares as required to meet associated income tax obligations. At the end of the vesting
period, deferred cash is credited with a notional rate of return equivalent to the annual dividend yield of HSBC shares over the
period. Amounts not deferred are also split equally between non-deferred cash and non-deferred share awards. Non-deferred share
awards granted are immediately vested, yet subject to a six-month retention period with a provision made for the release of shares
asrequired to meet associated tax obligations. Non-deferred cash awarded for 2013 performance will be paid on March 21, 2014.
Deferred cash, deferred RSUs, and non-deferred shares will be granted on March 10, 2014.

The proportions of the total variable pay award split between GPSP, deferred cash, deferred share award, non-deferred cash and
non-deferred share award are shown below for Messrs. Burke and Ekert.

*  Mr. Burke'svariable pay award for performance 2013 is $1,800,000. He received GPSP award of $450,000. The deferred
portion of his variable pay consists of $405,000 in deferred cash and $405,000 in deferred RSUs. Mr. Burke's remaining
variable pay award is delivered in equal parts non-deferred cash ($270,000) and immediately-vested shares ($270,000).

*  Mr. Ekert'svariable pay award for performance year 2013 is $1,450,000. He did not receive a GPSP award. The deferred
portion of his variable pay award consists of $435,000 in deferred cash and $435,000 in deferred RSUs. Mr. Ekert's
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remaining variable pay awards is delivered in equal parts non-deferred cash ($290,000) and immediately-vested shares
($290,000).

Messrs. Reeves, Zeeman and Klug are not recognized as Code Staff employees and are not subject to the deferral rates applicable
only to Code Staff. Under the HSBC Group Minimum Deferral Policy applicable to those not recognized as Code Staff, Messrs.
Zeeman and Klug each will receive 35% of their total variable pay award for performance in 2013 in RSUs. Mr. Reeves will
receive 20% of histotal variable pay award for performancein 2013 in RSUs. Messrs. Reeves, Zeeman and Klug did not receive
GPSP awards.

The following table summarizes the compensation decisions made with respect to the NEOs for the 2012 and 2013 performance
years. The table below differs from the Summary Compensation Table because we determine equity award amounts after the
performance year concludes, while SEC rules require that the Summary Compensation Table include equity compensation in the
year granted. Also, the Summary Compensation Tableincludes changesin pension value and non-qualified deferred compensation
earnings and other elements of compensation as part of total compensation and those amounts are not shown in the table below.

Annual Discretionary Long-term Equit}l

Fixed Pay Variable Cash® Incentive Award® Total Compensation Ysggrot\;g r
2012 2013 2012 2013 2012 2013 2012 2013 Change
Patrick J. Burke $ 700,000 $ 700,000 $ 638,294 $ 675,000 $ 918,294 $1,125,000 $2,256,588 $2,500,000 11 %
Chairman and Chief Executive
Officer
Michael A. Reeves® $ 342694 $ 360,750 $ 200,880 $208,000 $ 50220 $ 52,000 $ 593,794 $ 620,750 5%

Executive Vice President, Chief
Financial Officer

Gregory T. Zeeman®® N/A $ 425,000 N/A  $ 438,750 N/A $ 236,250 N/A  $1,100,000
Senior Executive Vice President
and Chief Operating Officer

Steven G. Ekert ©0 N/A $ 363,846 N/A  $ 725,000 N/A $ 725,000 N/A  $1,813,846 B
Senior Executive Vice President,

Chief Risk Officer

Loren C. Klug @ N/A $ 351,912 N/A  $ 487,500 N/A $ 262,500 N/A  $1,101,912 _

Executive Vice President, Head of
Strategy and Planning and Chief
of Staff to the CEO

C. Mark Gunton® $ 513,843 $ 240,811 $ 362,700 $ — $ 195300 $ — $1,071,843 $ 240,811 (78)%
Senior Executive Vice President,
Chief Risk Officer (former)

Gary E. Peterson®2®) $ 595192 $ 590,000 $ 392,925 $ — $ 211575 $ — $1,199,692 $ 590,000 (51)%
Head of Regulatory Compliance

& Financia Crimes Compliance

(former)

@ Annual Discretionary Variable Cash amount pertains to the performance year indicated and is paid in the first quarter of the subsequent calendar year.
Amounts include cash and deferred cash.

@ Long-term Equity Incentive Award amount pertainsto the performance year indicated and istypically awarded in thefirst quarter of the subsequent calendar
year. For example, the Long-term Equity Incentive Award indicated above for 2013 is earned in performance year 2013 but will be granted in March 2014.
However, asrequired in the Summary Compensation Table, the grant date fair market value of equity granted in March 2013 is disclosed for the 2013 fiscal
year under the column of Stock Awards in that table. The grant date fair value of equity granted in March 2014 will be disclosed for the under the column
of Stock Awards in the Summary Compensation Table reported for the 2014 fiscal year. Amounts include immediately-vested shares, deferred RSUs and
GPSP awards.

®  Mr. Reeves received one additional share award on October 31, 2013, with a grant date value of $500,000, as reported in the Grants of Plan-Based Awards
Table.

@ Inhisroleas Senior ExecutiveVice President and Chief Operating Officer, HSBC North America, Mr. Zeeman had oversight over HSBC Finance Corporation,
aswell as HSBC USA. Amounts discussed within the 2013 CD& A and the accompanying executive compensation tables represent the full compensation
paid to Mr. Zeeman for hisrole as Senior Executive Vice President and Chief Operating Officer for all three companies. Mr. Zeeman is also disclosed as an
NEO in the HSBC USA Form 10-K for the year ended December 31, 2013.

®  Mr. Zeeman received one additional share award April 30, 2013, with agrant date value of $750,000, as reported in the Grants of Plan-Based Awards Table.

©®  Inhisrole as Senior Executive Vice President, Chief Risk Officer, HSBC North America, Mr. Ekert has risk oversight over HSBC Finance Corporation, as
well asHSBC USA. Amounts discussed within the 2013 CD& A and the accompanying executive compensation tables represent the full compensation paid
to Mr. Ekert for hisrole as Senior Executive Vice President, Chief Risk Officer for all three companies. Mr. Ekert is also disclosed asan NEO inthe HSBC
USA Form 10-K for the year ended December 31, 2013.

™ Mr. Ekert received two additional share avards May 31, 2013, with grant date values of $450,000 and $784,900, as reported in the Grants of Plan-Based
Awards Table.
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®  InhisroleasExecutive Vice President, Strategy and Planning and and Chief of Staff to the CEO, HSBC North America, Mr. Klug has oversight over HSBC
Finance Corporation, as well as HSBC USA. Amounts discussed within the 2013 CD& A and the accompanying executive compensation tables represent
thefull compensation paid to Mr. Klug for hisrole as Executive Vice President, Strategy and Planning and Chief of Staff to the CEO, for all three companies.

©  Inhisrole as Senior Executive Vice President, Chief Risk Officer, HSBC North America, Mr. Gunton had risk oversight over HSBC Finance Corporation,
aswell as HSBC USA. Amounts discussed within the 2013 CD&A and the accompanying executive compensation tables represent the full compensation
paid to Mr. Gunton for his role as Senior Executive Vice President,Chief Risk Officer for al three companies. Mr. Gunton is also disclosed as an NEO in
the HSBC USA Form 10-K for the year ended December 31, 2013. Mr. Gunton's employment with the company terminated June 1, 2013.

@9 |nhisroleasHead of Regulatory Compliance and Financial Crimes Compliance, HSBC North America, Mr. Peterson had compliance oversight over HSBC
Finance Corporation, as well as HSBC USA. Amounts discussed within the 2013 CD& A and the accompanying executive compensation tables represent
the full compensation paid to Mr. Peterson for his role as Head of Regulatory Compliance and Financial Crimes Compliance for al three companies. Mr.
Peterson's employment with the company terminated November 19, 2013.

) share award granted to Mr. Peterson in respect to performance year 2012 lapsed following termination of employment.

Compensation-Related Policies

Ex-Ante Adjustments to Variable Pay Award Recommendations

REM CO hastheresponsibility, power, authority and discretionto review and approve perf ormance-based remuneration by reference
to corporate goals and objectives. Further, REMCO may seek advice from the Group Risk Committee, as appropriate, on whether
any adjustments for risk need to be applied when considering performance objectives or actual performance. Adjustments made
to performance-based remuneration in advance of said remuneration actually being paid are commonly referred to as ex-ante
adjustments. Additionally, the HNAH Nominating and Governance Committeeincludesamong itsdutiesmaking recommendations
concerning proposed performance assessments and discretionary variable pay compensation award proposals for the Chief
Executive Officer, direct reports of the Chief Executive Officer and certain other Covered Employees.

Reduction or Cancellation of Deferred Cash and Long-Term Equity Incentive Awards, including "Malus"

REMCO hasthediscretion to reduce or cancel al unvested awardsunder HSBC share plans after January 1, 2010, including RSUs,
deferred cash, and any accrued dividends on unvested awards. Circumstances that may prompt such action by REMCO include,
but are not limited to: participant conduct considered to be detrimental or bringing the business into disrepute; evidence that past
performance was materially worse than originally understood; prior financial statements are materially restated, corrected or
amended; and evidence that the employee or the empl oyee's business unit engaged inimproper or inadequaterisk analysisor failed
to raise related concerns.

REMCO will assess the seriousness of the circumstances to determine the award reduction, up to a cancellation of the award.
Factors considered in the assessment can include the degree of individual responsibility and the proximity of individuals to the
event leading to a malus action; the magnitude or the financial impact of the event; the extent of the internal mechanisms failed;
circumstances pointing to control weaknesses or poor performance; and whether the financial impact of the circumstances can be
adequately covered by adjustments to the variable pay awards in the year in which the circumstance is discovered. The awards
that may be reduced are not limited to unvested awards granted in the year in which the malus event occurred, and all unvested
awards are available for application of malus treatment.

Similarly, the HNAH Nominating and Governance Committee includes among its duties making recommendations for reducing
or canceling discretionary variable pay compensation previously awarded for the Chief Executive Officer, direct reports of the
Chief Executive Officer and certain other Covered Employees.

Additionally, all employeeswith unvested share awards or awards subject to aretention period will be required to certify annually
that they have not used personal hedging strategies or remuneration contracts of insurance to mitigate the risk alignment of the
unvested awards.

Severance Protection and Employment Contracts

The HSBC-North America (U.S.) Severance Pay Plan and the HSBC-North America (U.S.) Supplemental Severance Pay Plan
provide any eligible employees with severance pay for a specified period of time in the event that his or her employment is
involuntarily terminated for certain reasons, including displacement or lack of work or rearrangement of work. Regular U.S. full-
time or part-time employees who are scheduled to work 20 or more hours per week are eligible. Employees are required to sign
an employment release as a condition for receiving severance benefits. Benefit amounts differ according to position. However,
the benefit islimited for all employees to a 52-week maximum.

Other than with respect to Mr. Burke, there are no employment agreements between HSBC Finance Corporation and the NEOs.
HSBC Finance Corporation entered into aservice agreement with Mr. Burkein July 2013. Thisagreement replaced the employment
protection agreement previoudly in effect between Mr. Burke and HSBC Finance Corporation. In exchange for entering into the
service agreement, Mr. Burke received an award of restricted share units. Thisaward is conditional and will vest October 1, 2014,
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if: 1) conduct of Mr. Burke is aligned with HSBC Values until vesting date or cessation of employment if earlier; 2) Mr. Burke
has achieved his business objectives until vesting date or cessation of employment if earlier; 3) the CML transaction has closed
to the satisfaction of the CEO of HSBC Bank Inc., and 4) Mr. Burke has experienced an involuntary job loss as a result of no
alternative new role being found which is commensurate with his current Global Career Band and is in both parties reasonable
opinion appropriate in al the circumstances. Should Mr. Burke remain employed, his award will lapse on the day prior to the
vesting date even though the other performance conditions may have been met. Vesting will not be pro-rated if Mr. Burke leaves
HSBC or closure occurs prior to October 1, 2014. Subsequently, Mr. Burke was granted a second award of restricted share units
under similar terms and conditions, which will only be effective if the award scheduled to vest on October 1, 2014, lapses. The
second award, if effective, is subject to the same performance conditions and will vest on April 1, 2016.

The service agreement sets forth several obligations for HSBC Finance Corporation upon termination. If Mr. Burke's termination
is due to death, disability or retirement, we will pay all Accrued Obligations (i.e. base salary through the date of termination, and
any vacation pay, expense reimbursements, and other cash entitlements), Variable Pay (if any) awarded on a pro-rata basis to the
date of termination, and any deferred Variable Pay shall vest in accordance with the established vesting schedule. In the event of
death or disability, the award of restricted share units referenced above will be afforded good |eaver treatment (i.e. immediate vest
inthe case of death, continued vesting in the case of disability). Inthe event of retirement, good leaver treatment will be disapplied.
If Mr. Burke'sterminationisduetodischargefor causeor resignation, wewill pay all Accrued Obligations. If Mr. Burke'stermination
is otherwise regarded as a Qualifying Termination (i.e. termination by reason other than for Cause, Death or Disability), we will
pay all Accrued Obligations, Severance Pay under the HSBC - North America (U.S.) Severance Pay Plan, Variable Pay (if any),
and any otherwise not fully vested equity awards will vest. The variable pay (if any) would be awarded on a pro-rata basis to the
date of termination and to vest in accordance with the established vesting schedule. While the agreement is in effect and during
the six-month period following termination Mr. Burke may not become associated with the Comparator Groups, whether as a
principal, partner, employee, consultant or shareholder (other than as a holder of 1% or less of the outstanding voting shares of
any publicly traded company in the Comparator Groups) without our written consent, such consent not to be unreasonably withheld
if Mr. Burke will be working for a member of the Comparator Groups in a role or business that does not directly or indirectly
compete with us.

Certain payments under the service agreement between Mr. Burke and HSBC Finance Corporation may be nonqualified deferred
compensation subject to the Internal Revenue Code Section 409A and the related regulations (" Section 409A"). HSBC believes
that al nonqualified deferred compensation payable under the terms of the service agreement will be paid in compliance with
Section 409A, including, but not limited to, the requirement that payments made to a specified employee on account of voluntary
separation from service be delayed until at least six months after separation from service. This agreement will be interpreted and
administered so as to avoid insofar as possible the imposition of excise taxes and other penalties under Section 409A.

Repricing of Stock Options and Timing of Option Grants

HSBC Finance Corporation does not, and our parent, HSBC, does not, reprice stock option grants. In addition, neither HSBC
Finance Corporation, nor HSBC has ever engaged in the practice known as “back-dating” of stock option grants, nor have we
attempted to time the granting of historical stock optionsin order to gain alower exercise price. For HSBC equity option plans,
the exercise price of awards made in 2003 and 2004 was the higher of the average market value for HSBC ordinary shares on the
five business days preceding the grant date or the market value on the date of the grant.

HSBC also offerstoall employeesastock purchase plan under its Sharesave Plan in which an empl oyeewho commitsto contributing
up to 250 GBP each month for one, three or five yearsis awarded optionsto acquire HSBC ordinary shares. At the end of theterm,
the employee may opt to use the accumulated amount, plusinterest, if any, to purchase shares under the option. The exercise price
for each option isthe average market value of HSBC ordinary shares on the five business days preceding the date of theinvitation
to participate, less a 15 to 20 percent discount (depending on the term). The Sharesave Plan was discontinued in 2013. Option
contracts awarded in previous years remain outstanding and will be administered in accordance with Plan provisions.

Tax Considerations

Limitations on the deductibility of compensation paid to executive officers under Section 162(m) of the Internal Revenue Code
are not applicable to HSBC Finance Corporation, as it is not a public corporation as defined by Section 162(m). As such, all
compensation to our executive officers is deductible for federal income tax purposes, unless there are excess golden parachute
payments under Section 4999 of the Internal Revenue Code following a change in control.

Compensation Committee Interlocks and Insider Participation

As described in the 2013 CD& A, HSBC Finance Corporation is subject to the remuneration policy established by REMCO and
the delegations of authority with respect to executive officer compensation described above under “Oversight of Compensation
Decisions.”
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Compensation Committee Report

HSBC Finance Corporation does not have a Compensation Committee. While the HSBC North America Board of Directors and
HSBC Finance Corporation Board of Directors were presented with information on proposed compensation for performancein
2013, thefinal decisions regarding remuneration policies and executive officer awards were made by REMCO or by Mr. Gulliver,
Ms. Dorner or Mr. Burke, as well as the relevant heads of global business segments or global staff functions, where REMCO has
delegated final decisions. We, the members of the Board of Directors of HSBC Finance Corporation, have reviewed the 2013
CD&A and discussed it with management, and have been advised that management of HSBC has reviewed the 2013 CD& A and
believesit accurately reflectsthe policies and practices applicable to HSBC Finance Corporation executive compensation in 2013.
HSBC Finance Corporation senior management has advised usthat they believethe 2013 CD& A should beincluded in thisAnnual
Report on Form 10-K. Based upon the information available to us, we have no reason to believe that the 2013 CD& A should not
be included in this Annual Report on Form 10-K and therefore recommend that it should be included.

Board of Directors of HSBC Finance Corporation
Phillip D. Ameen
Patrick J. Burke
Robert K. Herdman
George A. Lorch
Beatriz R. Perez
Larree M. Renda
Thomas K. Whitford
Executive Compensation

Thefollowing tables and narrative text discuss the compensation awarded to, earned by or paid as of December 31, 2013 to (i) Mr.
Patrick J. Burke who served as HSBC Finance Corporation's Chief Executive Officer, (ii) Mr. Michael A. Reeves, who served as
HSBC Finance Corporation's Chief Financia Officer, (iii) the next three most highly compensated executive officers (other than
the Chief Executive Officer and Chief Financial Officer) who were serving as executive officers as of December 31, 2013 and (iv)
two additional executives (Messrs. Gunton and Peterson) who would have been among the top three highest paid but for the fact
that they were not employed as of December 31, 2013.
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Summary Compensation Table

Change in
Pension
Non- Value and
Equity Non-Quialified
Incentive Deferred
Plan Compen- All
Name and Stock Option Compen- sation Other
Principal Position Year  Salary  Bonus)  Awards®  Awards sation Earnings® Compensation® Total
Patrick J. Burke 2013 $700,000 $675,000 $3,518294 $ — % — 3 — % 15,384 $4,908,678
gmfa_\irmanand Chief Executive 2012  $700,000 $638,294 $1,175000 $ — % — % 877,143 $ 83,597 $3,474,034
1cer
2011 $688,885 $825000 $ 825000 $ — % — $ 1881648 $ 103,220 $4,323,753
Michael A. Reeves 2013 $360,750 $208000 $ 550220 $ — $ — 3 — 3 15,300 $1,134,270
Executive Vice President, 2012 $342,694 $200,880 $ 310,000 $ — 8 — 8 279,899 $ 15,000 $1,148,473
Chief Financial Officer
2011 $330,008 $240,000 $ 66,000 $ — 8 — 3 219,106 $ 15,462 $ 870,576
Gregory T. Zeeman®® 2013  $425000 $438750 $ 929025 $ — $ — 3 — 3 222,863 $2,015,638
Senior Executive Vice
President and Chief Operating
Officer
Steven G. Ekert®® 2013 $363846 $725000 $1,234900 $ — $ — 3 — 3 15300 $2,339,046

Senior Executive Vice
President, Chief Risk Officer

Loren C. Klug®® 2013 $351,912 $487500 $ 227850 $ — $ — 3 — 3 15300 $1,082,562

Executive Vice President,

Strategy and Planning and
Chief of Staff to the CEO
C. Mark Gunton® 2013 $240811 $ — $ 195300 $ — $ — 3 — 3 2,032,330 $2,468,441
Senior Executive Vice 2012 $513843 $362700 $ 240450 $ — $ — 3 860,445 $ 813436 $2,790,874
President, Chief Risk Officer
(former)

2011 $523144 $446550 $ 227,500 — — % 268,826 $ 540,587 $2,006,607
Gary E. Peterson®® 2013  $590,000 $ — $2115755 $ — $ — 3 — 3 324915 $1,126,490
Head of Regulatory 2012 $595192 $392925 $ 120000 $ — $ — 3 8161 $ 288,269 $1,404,547

Compliance and Financial
Crimes Compliance (former)

(6]

@

The amounts disclosed in 2013 are related to 2013 performance but paid in 2014. In the case of Messrs. Burke and Ekert amount includes portion granted
in the form of deferred cash as disclosed under Performance Year 2013 Compensation Actions. Messrs. Burke and Ekert will become fully entitled to the
deferred cash over athree year vesting period, and during the period, the deferred cash will be credited with a notional rate of return equal to the annual
dividend yield of HSBC ordinary shares over the period.

Reflects the aggregate grant date fair value of awards granted during the year. Aggregate grant date fair value is determined by multiplying the number of
shares awarded by the prior day closing price for HSBC ordinary shares and the applicable foreign exchange rate. The grants are subject to various time
vesting conditions as disclosed in the footnotes to the Outstanding Equity Awards at Fiscal Year End Table. Dividend equivalents, in the form of cash and
additional shares, are paid on all underlying shares and restricted share units at the same rate as dividends paid on shares of HSBC.

The HSBC - North America (U.S.) Pension Plan (“Pension Plan”), the HSBC - North America Non-Qualified Deferred Compensation Plan (“NQDCP”),
the Supplemental HSBC Finance Corporation Retirement Income Plan (“SRIP") and the HSBC International Staff Retirement Benefit Scheme (Jersey)
(“ISRBS") are described under Savings and Pension Plans. Increase/(decrease) in values by plan for each participant are: Mr. Burke - ($140,735) (Pension
Plan), ($470,095) (SRIP); Mr. Reeves - ($90,187) (Pension Plan), ($68,592) (SRIP) $56,625 (NQDCP); Mr. Zeeman ($70,168) (Pension Plan), ($78,920)
(SRIP); Mr. Klug - ($153,083) (Pension Plan), ($212,158) (SRIP), $34,807 (NQDCP); Mr. Gunton - ($51,976) (ISRBS); Mr. Peterson - ($1,249) (Pension
Plan). Mr. Ekert does not participate in defined benefit pension plan..

Components of All Other Compensation are disclosed in the aggregate. All Other Compensation includes perquisites and other personal benefits received
by each Named Executive Officer, such ascar and driver services, expatriate benefits and housing allowance to the extent such perquisites and other personal
benefits exceeded $10,000 in 2013. The value of perquisites provided to Messrs. Burke, Reeves, Klug and Ekert did not exceed $10,000. The following
itemizes perquisites and other benefits for each named executive officer who received perquisites and other benefitsin excess of $10,000: Executive Travel
Allowances for Mr. Gunton in amount of $129,152; Housing Allowance for Mr. Peterson was $309,615; Housing Furniture and Utilities Allowance for Mr.
Gunton in amount of $51,749; Residential Lease Payments on behalf of Mr. Zeeman totaling $120,000; Tax Gross Up on Mr. Zeeman's residential lease
paymentsin amount of $75,718; Tax Equalization resulted in net payments to Messrs. Zeeman and Gunton of $2,743 and $636,439 respectively; Mortgage
Subsidies for Mr. Gunton in amount of $5,659; Children's Education Allowance for Mr. Gunton in amount of $51,518; Special Termination Agreement
Payment for Mr. Gunton in amount of $1,138,149; Car and Driver Services for Messrs. Zeeman and Gunton in amount of $729 and $312 respectively.

All Other Compensation also includes HSBC Finance Corporation's contribution for the named executive officer's participationinthe HSBC - North America
(U.S)) Tax Reduction Investment Plan (“TRIP’) in 2013, as follows: Messrs. Burke, Reeves, Zeeman, Klug, Ekert and Peterson each had a contribution of
$15,300. Mr. Gunton had a company contribution in the HSBC International Retirement Benefit Plan (“IRBP”) for International Managers in amount of
$19,352. The value of Mr. Gunton's company contribution in the IRBP was cal culated using an exchange rate from GBP to U.S. dollars of 1.6531. TRIP
and IRBP are described under Savings and Pension Plans - Deferred Compensation Plans.
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Amounts shown for Messrs. Zeeman, Klug, Ekert, Gunton and Peterson represent the compensation earned in connection with their respective service to
HSBC North America, HSBC Finance Corporation, and for HSBC USA. Messrs. Zeeman, Ekert and Gunton are al so disclosed as Named Executive Officers
inthe HSBC USA Form 10-K for the year ended 2013.

This table only reflects those officers who were Named Executive Officers for the particular referenced years above. Accordingly, Mr. Peterson was not a
Named Executive Officer in 2011, so the table only reflects his compensation in fiscal years 2012 and 2013. Similarly, Messrs. Zeeman, Ekert and Klug
were not Named Executive Officersin 2011 or 2012, so the table only reflects their compensation in fiscal year 2013.

Grants of Plan-Based Awards Table

Estimated Future Payouts Estimated Future Payouts
Under Non-Equity Under Equity
Incentive Plan Awards Incentive Plan Awards All
Other
Stock Grant
Awards: All Other Date
Number Option Fair
of Awards: Exercise Value of
Shares Number of or Base Stock
of Stock Securities Price of and
Thres- Maxi- Thres- Maxi- or Underlying Option Option
Grant hold Target mum hold Target mum Units Options Awards Awards
Name Date %) %) $) # #) # # #) ($/sh) )]
Patrick J. Burke 3/11/2013 34,529 $ 382,976
Chairman and Chief @)
Executive Officer 3/11/2013 23,020 $ 255,318
3112013 25,245 $ 280,000
3112013 $382,976
3112013 © 117,210 $1,300,000
)
6/28/2013 125,227 $1,300,000
Michael A. Reeves  3/11/2013 © 4,527 $ 50220
Executive Vice 10/31/2013 5 45,504 $ 500,000
President, Chief
Financial Officer
Gregory T. Zeeman  3/11/2013 16,141 $ 179,025
Senior Executive 4/30/2013 68,797 $ 750,000
Officer and Chief
Operating Officer
Steven G. Ekert 5/31/2013 40,187 $ 450,000
Senior ExecutiveVice  5/31/2013 (4 70,096 $ 784,900
President, Chief Risk
Officer
Loren C. Klug 3nv2013 @ 20,543 $ 227,850
Executive Vice
President, Strategy and
Planning and Chief of
Staff to the CEO
C.Mark Gunton 3112013 © 17,608 $ 195,300
Senior Executive Vice
President, Chief Risk
Officer (former)
Gary E. Peterson  3/11/2013 © 19,076 $ 211,575

Head of Regulatory
Compliance and
Financial Crimes
Compliance (former)

(6]

@

©]

Reflects grant of RSUs, which vest one-hundred percent (100%) on the fifth anniversary of grant date. The total grant date fair value is based on 100% of
the fair market value of the underlying HSBC ordinary shares on March 11, 2013 of GBP 7.37 and converted into U.S. dollars using the GBP exchange rate
as of the date of grant which was 1.5049.

Reflectsgrant of immediately-vested shares, yet subject to an additional six-month retention period, with provision madefor the rel ease of sharesasrequired
to meet associated income tax obligations. Thetotal grant date fair valueisbased on 100% of the fair market value of the underlying HSBC ordinary shares
on March 11, 2013 of GBP 7.37 and converted into U.S. dollars using the GBP exchange rate as of the date of grant which was 1.5049.

Reflects grant of GPSP award, which vests one-hundred percent (100%) on March 11, 2018. The total grant date fair value is based on 100% of the fair
market value of the underlying HSBC ordinary shares on March 11, 2013 of GBP 7.37 and converted into U.S. dollars using the GBP exchange rate as of
the date of grant which was 1.5049.

Reflects grant of deferred cash, which vests one-hundred percent (100%) on March 11, 2018. At the end of the vesting period, deferred cash is credited with
anotional rate of return equal to the annual dividend yield of HSBC ordinary shares over the period.

Reflects onetime grants of performance-based restricted share units ("PRSUS"). Theaward granted in March 2013 (*March Award") which vest one-hundred
percent (100%) on October 1, 2014, subject to satisfaction of corresponding performance conditions. The award granted in June 2013 (" June Award"),will
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vest one-hundred percent (100%) on April 1, 2016 subject to the satisfaction of corresponding performance conditions. The performance conditions for the
two awards areinterdependent in that if the March Award vests, the June Award will lapseimmediately. Similarly, the June Award will only vest if the March
Award has lapsed. It is also possible that neither award will vest if the corresponding performance conditions are not satisfied as of the vesting date. The
total grant date fair value is based on 100% of the fair market value of the underlying HSBC ordinary shares on grant date: GBP 7.37 for March Award,
GBP 6.83 for June Award, and converted into U.S. dollars using the GBP exchange rate as of the date of grant which was 1.5049 for March Award and
1.5206 for June Award.

Reflects grant of RSUs, which vest thirty-three percent (33%) on the first and second anniversaries of the grant date, and thirty-four percent (34%) on the
third anniversary of the grant date. The total grant date fair value is based on 100% of the fair market value of the underlying HSBC ordinary shares on
March 11, 2013 of GBP 7.37 and converted into U.S. dollars using the GBP exchange rate as of the date of grant which was 1.5049.

Reflects one time grant of performance-based RSUs, which vest one-hundred percent (100%) on December 31, 2016. Thetotal grant date fair valueisbased
on 100% of the fair market value of the underlying HSBC ordinary shares on October 31, 2013 of GBP 6.84 and converted into U.S. dollars using the GBP
exchange rate as of the date of grant which was 1.6076. The award is subject to the satisfaction of certain performance conditions. Mr. Reevesis required
to maintain a performance rating of strong or higher throughout the duration of the performance period along with behaviors aligned to the HSBC Group
values.

Reflects one time grant of performance-based RSUs, which vest one-hundred percent (100%) on April 30, 2016. The total grant date fair value is based on
100% of the fair market value of the underlying HSBC ordinary shares on April 30, 2013 of GBP 7.04 and converted into U.S. dollars using the GBP
exchange rate as of the date of grant which was 1.5494. The award is subject to the satisfaction of certain performance conditions. Mr. Zeeman is required
to maintain a performance rating of strong or higher throughout the duration of the performance period along with behaviors aligned to the HSBC Group
values.

Reflects grant of RSUs, which vest thirty-three percent (33%) on April 30, 2014 and April 30, 2015 and thirty-four percent (34%) will vest on April 29,
2016. Thetotal grant date fair value is based on 100% of the fair market value of the underlying HSBC ordinary shares on May 31, 2013 of GBP 7.36 and
converted into U.S. dollars using the GBP exchange rate as of the date of grant which was 1.5216. Represents anew hire award to Mr. Ekert for the purpose
of retaining his services and providing an appropriate level of realized pay during the vesting period.

Reflects grant of RSUs, which vest thirty-seven percent (37%) on March 31, 2014, twenty-nine percent (29%) on March 31, 2015, twenty-three percent
(23%) on March 31, 2016 and eleven percent (11%) on March 31, 2017. The total grant date fair value is based on 100% of the fair market value of the
underlying HSBC ordinary shares on May 31, 2013 of GBP 7.36 and converted into U.S. dollars using the GBP exchange rate as of the date of grant which
was 1.5216. Mr. Ekert received this award to replace deferred compensation which was forfeited with his previous employer when he joined the HSBC
Group.
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Outstanding Equity Awards At Fiscal Year-End Table

Option
Awards Stock Awards
Equity
Incentive
Equity Plan
Incentive Awards:
Plan Market or
Awards: Payout
Equity Number Value
Incentive of of
ber of Plar& ber of M?rketf Unﬁarned Unearned
Number o Awards: Number o Value o Shares, Shares,
Number of Securities Number of Shares or Shares or Units or Units or
Securities Underlying Securities Units of Units of Other Other
Underlying Unexercised  Underlying Stock That Stock That Rights Rights
Unexercised Options (#)  Unexercised Option Option Have Not Have Not That Have That Have
Options (#) Unexer- Unearned Exercise Expiration Vested Vested Not Vested Not Vested
Name Exercisable cisable Options (#) Price Date [6) DR ) DR
Patrick J. Burke 68852 GBP7.2181  4/30/2014 27502 ¥ $ 301,151
Chairman and Chief 8618 ¥ $ 94,368
Executive Officer
43453 © g 475816
21175 © ¢ 450872
26383 " $ 288,897
36086 @ $ 395147
122,497 ¥ $1,341,359
127556 “ $1,396,755
Michael A. Reeves 2421 @ $ 26510
Executive Vice President, 4,990 © $ 54,641
Chief Financial Officer
20,796 © $ 227,719
4731 ® ¢ 51,805
45504 @ $498,275
Gregory T. Zeeman 553 @ $60,598
6)
Senior Executive Vice 12,028 © $ 131,708
President and Chief
Operating Officer
16869 “’ $ 184,718
70,705 “ $ 774,229
Steven G. Ekert 71,399 ™ ¢ 781,829
Senior Executive Vice 40,934 5 $ 448,233
President, Chief Risk
Officer
Loren C. Klug 1685 @ ¢ 18451
Executive Vice President, 25,952 ® $ 284,178
Strategy and Planning
and Chief of Staff to the
CEO
(€5
21,469 $ 235,088
C. Mark Gunton 8341 @ ¢ 01335
Senior Executive Vice 20,002 ® $ 219,025
President, Chief Risk
Officer (former)
18402 ™ $ 201,504
Gary E. Peterson
Head of Regulatory — $ —

Compliance and
Financia Crimes
Compliance (former)

(16)

@ The HSBC ordinary shares market value of the shares on December 31, 2013 was GBP 6.624 and the exchange rate from GBPto U.S. dollars was 1.6531.

@ Reflects fully vested options adjusted for the HSBC ordinary share rights issue completed in April 2009. During the rights issue, HSBC raised capital by
offering the opportunity to purchase new shares at afixed priceto al qualifying shareholders on the basis of five new sharesfor every twelve existing shares.
The number of unvested restricted shares and restricted share units held by employees was automatically increased, without any action required on the part
of employees, in an effort to not disadvantage employees by the rights issue. Similarly, the number of unexercised stock options held by employees was
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automatically increased and a corresponding decrease was made in the option exercise price, without any action reguired on the part of employees and such
that the employee will pay the same total amount to exercise the adjusted stock option award as before the rights issue. The adjustments to stock options,
restricted shares and restricted share units were made based on aformulathat HSBC's auditors, KPMG, confirmed was fair and reasonable.

Thirty-three percent (33%) of this award vested on March 15, 2012, thirty-three percent (33%) vested on March 15, 2013, and thirty-four percent (34%)
will vest on March 17, 2014.

This award will vest in full on March 15, 2016.
Thisaward will vest in full on March 13, 2017.

Thirty-three percent (33%) of this award vested on March 12, 2013, thirty-three percent (33%) will vest on March 12, 2014, and thirty-four percent (34%)
will vest on March 12, 2015.

Thisaward will vest in full on March 12, 2018.

This award will vest in full on March 11, 2018, if related performance conditions have been satisfied. In 2012, HSBC North America, HSBC Bank USA
and HSBC entered into adeferred prosecution with the United States Department of Justicein connection with failureto have effective anti-money laundering
controlsin place. Related to this agreement, executives holding the title of Group General Manager or higher in 2012 have their deferred cash and deferred
RSUs granted for performance in 2012 vest five years after the grant date.

This award will vest on October 1, 2014, subject to the satisfaction of a condition linked to performance (the " Performance Condition™). The Performance
Condition requires the attainment of individual performance targets.

This award will vest in full on April 1, 2016 if the related performance conditions have been satisfied and if the award in footnote nine (9) has lapsed.

Thirty-three percent (33%) of thisaward will vest on March 11, 2014, thirty-three percent (33%) will vest on March 11, 2015, and thirty-four percent (34%)
will vest on March 11, 2016.

Thisaward of restricted share unitsiseligibleto vest on December 31, 2016, subject to the satisfaction of acondition linked to performance (the Performance
Condition"). The Performance Condition requires the attainment of individual performance targets.

This award of restricted share units is eligible to vest April 30, 2016, subject to the satisfaction of a condition linked to performance (the "Performance
Condition"). The Performance Condition requires the attainment of individual performance targets.

This award will vest thirty-seven percent (37%) on March 31, 2014, twenty-nine percent (29%) on March 31, 2015, twenty-three percent (23%) on March
31, 2016 and eleven percent (11%) on March 31, 2017.

This award will vest thirty-three percent (33%) on April 30, 2014 and April 30, 2015 and thirty-four percent (34%) will vest on April 29, 2016.
All unvested share awards lapsed following Mr. Peterson's termination of employment (November 19, 2013).
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Option Exercises and Stock Vested Table

Option Awards Stock Awards
Number
of
Shares
Acquired Value
on Realized
Vesting on Ve%lt)ing
Name (#) ()
Patrick J. Burke 82,8380 ~ $ 907,859
Chairman and Chief Executive Officer
Michael A. Reeves 17204 © $ 188,730
Executive Vice President, Chief Financial Officer
Gregory T. Zeeman 83201 ¥ $ 931042
Senor Executive Vice President and Chief Operating Officer
Steven G. Ekert . @ $ —
Senior Executive Vice President, Chief Risk Officer
Loren C. Klug 15123 @ $ 166492
Executive Vice President, Strategy and Planning and Chief of Staff to the CEO
C. Mark Gunton 28360 " $ 307654
Senior Executive Vice President, Chief Risk Officer (former)
Gary E. Peterson 4,704 © g 52,013

Head of Regulatory Compliance and Financial Crimes Compliance (former)

@ Value realized on exercise or vesting uses the GBP fair market value on the date of exercise / release and the exchange rate from GBPto USD on the date

of settlement.

@ Includes the release of 23,020 shares granted on March 11, 2013, partial release of 56,199 shares granted on March 12, 2012, and partial release of 71,913

(©)]

4

shares granted on March 15, 2011, and partial release of 37,321 shares granted on March 1, 2010.

Includes partial release of 7,223 shares granted on March 1, 2010, partial release of 6,328 shares granted on March 15, 2011, and partial release of 6,812
shares granted on March 12, 2012.

Includes partia release of 12,553 shares granted on March 1, 2010, partial release of 14,470 shares granted on March 15, 2011, partia release of 16,417
shares granted on March 12, 2012, and arelease of 62,187 shares granted on September 30, 2011.

®  Mr. Ekert did not exercise options nor had any shares released in 2013.

©  Includes partial release of 3,370 shares granted on March 1, 2010, partial release of 4,410 shares granted on March 15, 2011, and partial release of 35,422

shares granted on March 12, 2012.

™ Includes the partial release of 28,894 shares granted on March 1, 2010, partial release of 21,813 shares granted on March 15, 2011, and the partial release

of 27,299 shares granted on March 12, 2012.
®  Includes the partial release of 13,624 shares granted on March 12, 2012.
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Pension Benefits

Number of Present Value Payments
Years Credited of Accumulated During Last
Service Benefit Fiscal Year
Name Plan Name® # B ®)
Patrick J. Burke® Pension Plan-Household 23.8 $ 918,609 $ —
Chairman and Chief Executive Officer SRIP-Household 218 $ 3,075,213 $ —
Michael A. Reeves Pension Plan-Household 19.7 $ 552,710 $ —
Executive Vice President, Chief Financial Officer SRIP-Household 17.7 $ 435,313 $ —
Gregory T. Zeeman Pension Plan-Household 134 $ 265,967 $ —
Senior Executive Vice President and Chief Operating Officer SRIP-Household 114 $ 361,995
Steven G. Ekert @ $ — $ —
Senior Executive Vice President, Chief Risk Officer
Loren C. Klug Pension Plan-Household 233 $ 976,485 $ —
Executive Vice President, Strategy and Planning and Chief of SRIP-Household
Staff to the CEO 21.3 $ 1,510,932
C. Mark Gunton ISRBS BO S 4374109 © $ —
Senior Executive Vice President, Chief Risk Officer (former)
Gary E. Peterson® Pension Plan 170 @ g 30,135 $ —

Head of Regulatory Compliance and Financial Crimes
Compliance (former)

@ Plan described under Savings and Pension Plans.
@ Value of benefit at normal retirement age (or current year, if later). Calculations as of December 31, 2013.

®  value of age 65 benefit. Participant is also eligible for an immediate early retirement benefit with a value of $1,121,184 (Pension Plan) and $3,862,309
(SRIP).

@ Mr. Ekert does not participate in the defined benefit pension plan.

®  The amounts were converted into USD from GBP utilizing the exchange rate of 1.6531 at December 31, 2013.

®  value of age 65 benefit. Participant is also eligible for an immediate early retirement benefit with a value of $33,176 (Pension Plan).

™ Number of years credited service for Mr. Peterson includes 15 years earned while employed by Midland Bank, which was acquired by HSBC in 1992.

Savings and Pension Plans
Pension Plan

TheHSBC - NorthAmerica(U.S.) Pension Plan (“ Pension Plan”), formerly known asthe HSBC - North America(U.S.) Retirement
Income Plan, is anon-contributory, defined benefit pension plan for employees of HSBC North Americaand its U.S. subsidiaries
who are at least 21 years of age with one year of service and not part of a collective bargaining unit. Benefits are determined under
anumber of different formulasthat vary based on year of hire and employer. As further described in Note 16, “ Pension and Other
Postretirement Benefits,” in the accompanying consolidated financial statements, effective January 1, 2013, the Pension Plan was
frozen such that future contributions ceased under the Cash Balance formula and the Pension Plan closed to new participants and
employees no longer accrue any future benefits under the Pension Plan. Effective January 1, 2011, no benefits presently were
earned under any of the legacy formulas of the Pension Plan. However, the Legacy Household Formula (New) was amended in
2011 to provide an Adjusted Benefit Formulato all participants who were actively employed by of HSBC North Americaand its
U.S. subsidiaries at any timein 2011 and did not meet the requirements for early retirement eligibility upon their termination of
employment. The Adjusted Benefit Formula accelerated the service proration component of the Legacy Household benefit
calculationthat previously would haveoccurred only upon satisfying theage and servicerequirementsfor early retirement eligibility.
This change was made to ensure full compliance with applicable regulations and eliminate the need to complete annual testing of
early retirement benefits.

Supplemental Retirement Income Plan (SRIP)

The Supplemental HSBC Finance Corporation Retirement Income Plan (“SRIP”) is a non-qualified defined benefit retirement
plan that is designed to provide benefits that are precluded from being paid to legacy Household employees by the Pension Plan
dueto legal constraints applicableto all qualified plans. SRIP benefits are cal culated without regard to these limits but are reduced
effective January 1, 2008, for compensation deferred to the HSBC - North America Non-Qualified Deferred Compensation Plan
(“NQDCP’). The resulting benefit is then reduced by the value of qualified benefits payable by the Pension Plan so that there is
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no duplication of payments. Benefits are paid in a lump sum to executives covered by a Household or Account Based Formula
between July and December in the calendar year following the year of termination. No additional benefits accrued under SRIP
after December 31, 2010.

Formulas for Calculating Benefits

Legacy Household Formula (Old): Applies to executives who were hired prior to January 1, 1990 by Household International.
The benefit at age 65 is determined under whichever formula, A or B below, provides the higher amount. Executives who are at
least age 50 with 15 years of service or at |east age 55 with 10 years of service may retire before age 65, in which case the benefits
are reduced.

A. Thenormal retirement benefit at age 65 isthe sum of (i) 51 percent of average salary that does not exceed theintegration
amount and (ii) 57 percent of average compensation in excess of theintegration amount. For this purpose, theintegration
amount isan average of the Social Security taxablewage basesfor the 35 year period ending with the year of retirement.
The benefit is reduced pro rata for executives who retire with less than 15 years of service. If an executive has more
than 30 years of service, the benefit percentages in the formula, (the 51 percent and 57 percent) are increased 1/24 of
1 percentage point for each month of service in excess of 30 years, but not more than 5 percentage points. The benefit
percentages are reduced for retirement prior to age 65.

B. Thenormal retirement benefit at age 65 is determined under (a) below, limited to a maximum amount determined in

(b):

(@) 55 percent of average salary, reduced pro ratafor lessthan 15 years of service, and increased 1/24 of 1 percentage
point for each month in excess of 30 years, but not more than 5 percentage points; the benefit percentage of 55
percent is reduced for retirement prior to age 65.

(b) Theamount determinedin (a) isreduced as needed so that when added to 50 percent of the primary Social Security
benefit, thetotal doesnot exceed 65 percent of the average salary. Thismaximum isapplied for paymentsfollowing
the age at which full Social Security benefits are available.

Both formulasusean average of salariesfor the 48 highest consecutive months sel ected from the 120 consecutive months preceding
date of retirement; for this purpose, salary includes total base wages and bonuses.

Legacy Household Formula (New): Appliesto executiveswho were hired after December 31, 1989, but prior to January 1, 2000,
by Household International, Inc. The normal retirement benefit at age 65 is the sum of (i) 51% of average salary that does not
exceed the integration amount and (ii) 57% of average compensation in excess of the integration amount. For this purpose,
compensation includes total fixed pay and cash variable pay (as earned); provided, effective January 1, 2008, compensation is
reduced by any amount deferred under the NQDCP, and is averaged over the 48 highest consecutive months selected from the 120
consecutive months preceding date of retirement. The integration amount is an average of the Social Security taxable wage bases
for the 35 year period ending with the year of retirement. The benefit is reduced pro rata for executives who retire with less than
30 years of service. If an executive has more than 30 years of service, the percentages in the formula, (the 51% and 57%) are
increased 1/24 of 1 percentage point for each month of service in excess of 30 years, but not more than 5 percentage points.
Executiveswho are at least age 55 with 10 or more years of service may retire before age 65 in which case the benefit percentages
(51% and 57%) are reduced.

Account Based Formula: Applies to executives who were hired by Household after December 31, 1999. It also applies to
executiveswho were hired by HSBC Bank USA after December 31, 1996 and became parti cipantsin the Pension Plan on January 1,
2005, or were hired by HSBC after March 28, 2003. The formula provides for a notional account that accumulates 2% of annual
fixed pay for each calendar year of employment. For this purpose, compensation includes total fixed pay and cash incentives as
paid (effective January 1, 2008, compensation is reduced by any amount deferred under the NQDCP). At the end of each calendar
year, interest is credited on the notional account using the value of the account at the beginning of the year. The interest rate is
based on the lesser of average yields for 10-year and 30-year Treasury bonds during September of the preceding calendar year.
The notional account is payable at termination of employment for any reason after three years of service although payment may
be deferred to age 65.

Provisions Applicable to All Formulas: Theamount of compensation used to determine benefitsis subject to an annual maximum
that differ by calendar year. The limit for 2013 is $255,000. The limit for years after 2013 will increase from time-to-time as
specified by IRS regulations. Benefits are payable as a life annuity, or for married participants, a reduced life annuity with 50%
continued to asurviving spouse. Participants (with spousal consent, if married) may choose from avariety of other optional forms
of payment, which are all designed to be equivalent in value if paid over an average lifetime. Retired executives covered by a

193



HSBC Finance Corporation

Legacy Household or Account Based Formula may elect alump sum form of payment (spousal consent is required for married
executives).

HSBC International Staff Retirement Benefits Scheme (Jersey) (ISRBS)

The HSBC Internationa Staff Retirement Benefits Scheme (Jersey) (“1SRBS”) is a defined benefit plan maintained for certain
international managers. Each member must contribute five percent of hisfixed pay to the plan during his service, but each member
who has completed 20 years of service or who enters the senior management or general management sections during his service
shall contribute 6 2/3 percent of his salary. In addition, a member may make voluntary contributions, but the total of voluntary
and mandatory contributions cannot exceed 15 percent of histotal compensation. Upon leaving service, the value of the member's
voluntary contribution fund, if any, shall be commuted for a retirement benefit.

Theannual pension payableat normal retirement is 1/480 of the member'sfinal fixed pay for each completed monthin the executive
section, 1.25/480 of hisfinal fixed pay for each completed month in the senior management section, and 1.50/480 of hisfinal fixed
pay for each completed month in the general management section. A member's normal retirement date isthefirst day of the month
coincident with or next following his 53rd birthday. Payments may be deferred or suspended but not beyond age 75.

If a member leaves before normal retirement with at least 15 years of service, he will receive a pension which is reduced by
0.25 percent for each complete month by which termination precedes normal retirement. If he terminates with at least 5 years of
service, he will receive an immediate lump sum equivalent of his reduced pension.

If amember dies before age 53 while he is still accruing benefits in the ISRBS then both alump sum and awidow's pension will
be payable immediately.

The lump sum payable would be the cash sum equivalent of the member's Anticipated Pension, where the Anticipated Pension is
the notional pension to which the member would have been entitled if he had continued in service until age 53, computed on the
assumption that his final fixed pay remains unaltered. In addition, where applicable, the member's voluntary contributions fund
will be paid as alump sum.

In general, the widow's pension payable would be equal to one half of the member's Anticipated Pension. Aswell as this, where
applicable, a children's allowance is payable on the death of the Member equal to 25% of the amount of the widow's pension.

If the member retires before age 53 on the grounds of infirmity he will be entitled to a pension as from the date of his leaving
service equal to his Anticipated Pension, where Anticipated Pension has the same definition asin the previous section.

Present Value of Accumulated Benefits
For the Account Based formula: The value of the notional account balances currently available on December 31, 2013.

For other formulas: The present value of the benefit payable at assumed retirement using interest and mortality assumptions
consistent withthoseused for financial reporting purposesunder SFAS 87 with respect to the company'saudited financial statements
for the period ending December 31, 2013. However, no discount has been assumed for separation prior to retirement due to death,
disability or termination of employment. Further, the amount of the benefit so valued is the portion of the benefit at assumed
retirement that has accrued in proportion to service earned on December 31, 2013.

Deferred Compensation Plans

Tax Reduction Investment Plan: HSBC North America maintains the HSBC - North America (U.S.) Tax Reduction Investment
Plan (“TRIP”), which is a deferred profit-sharing and savings plan for its eligible employees. With certain exceptions, a
U.S. employee who has been employed for 30 days and who is not part of a collective bargaining unit may contribute into TRIP,
on a pre-tax and after-tax basis (after-tax contributions are limited to employees classified as non-highly compensated), up to
40 percent of the participant's cash compensation (subject to a maximum annual pre-tax contribution by a participant of $17,500
for 2013 (plus an additional $5,500 catch-up contribution for participants age 50 and over for 2013), as adjusted for cost of living
increases, and certain other limitations imposed by the Internal Revenue Code) and invest such contributions in separate equity
or income funds.

If the employee has been employed for at least one year, HSBC Finance Corporation contributes three percent of compensation
each pay period on behalf of each participant who contributes one percent and matches any additional participant contributions
up to four percent of compensation. However, matching contributions will not exceed six percent of a participant's compensation
if the participant contributes four percent or more of compensation. The plan provides for immediate vesting of al contributions.
With certain exceptions, a participant's after-tax contributions that have not been matched by us can be withdrawn at any time.
Both our matching contributions made prior to 1999 and the participant's after-tax contributions that have been matched may be
withdrawn after five years of participation in the plan. A participant's pre-tax contributions and our matching contributions after
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1998 may not be withdrawn except for an immediate financial hardship, upon termination of employment, or after attaining
age 59%2. Participants may borrow from their TRIP accounts under certain circumstances.

Supplemental Tax Reduction Investment Plan: HSBC North America also maintains the Supplemental HSBC Finance
Corporation Tax Reduction Investment Plan (“STRIP”), which is an unfunded plan for eligible employees of HSBC Finance
Corporation and its participating subsidiaries who are legacy Household employees and whose compensation exceeded limits
imposed by the Internal Revenue Code. Beginning January 1, 2008, STRIP participants received a 6% contribution for such excess
compensation, reduced by any amount deferred under the NQDCP, invested in STRIP through a credit to a bookkeeping account
maintained by us which deems such contributions to be invested in equity or income funds selected by the participant. Employer
contributions to STRIP participants terminated on December 31, 2010.

Non-Qualified Deferred Compensation Plan: HSBC North America maintains the NQDCP for the highly compensated
employeesin the organization, including executives of HSBC Finance Corporation. Certain NEOs are eligible to contribute up to
80 percent of their fixed pay and/or cash variable pay in any plan year. Participants are required to make an irrevocable election
with regard to the percentage of compensation to be deferred and thetiming and manner of future payout. Two typesof distributions
are permitted under the plan, either a scheduled in-service withdrawal, which must be scheduled at least 2 years after the end of
the plan year in which the deferral is made, or payment upon termination of employment. For either the scheduled in-service
withdrawal or payment upon termination, the participant may elect either a lump sum payment or, if the participant has over
10 years of service, installment payments over 10 years. Due to the unfunded nature of the plan, participant el ections are deemed
investments whose gains or losses are calculated by reference to actual earnings of the investment choices. In order to provide the
participants with the maximum amount of protection under an unfunded plan, a Rabbi Trust has been established where the
participant contributions are segregated from the general assets of HSBC Finance Corporation. The |nvestment Committeefor the
plan endeavorsto invest the contributionsin a manner consistent with the participant's deemed elections, reducing the likelihood
of an underfunded plan.

HSBC International Retirement Benefit Plan (“IRBP”) for International Managers: The HSBC International Retirement
Benefit Plan (“IRBP") is a defined contribution retirement savings plan maintained for certain international managers who have
attained the maximum number of years of service for participation in other plans covering international managers, including the
ISRBS. Participants receive an employer paid contribution equal to 15% of fixed pay and may elect to contribute 2.5% of fixed
pay as non-mandatory employee contributions, which contributions are matched by employer contributions. Additionally,
participants can make unlimited additional voluntary contributions of fixed pay. The plan provides for participant direction of
account balances in awide range of investment funds and immediate vesting of all contributions.
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Non-Qualified Defined Contribution and Other Non-Qualified Deferred Compensation Plans

Aggregate
Executive Employer Aggregate Withdrawals/ Aggregate

Contributions Contributjons Earnings Distributions Balance at
Name in 2013 in2013 @ in 2013 in 2013 12/31/2013%
Patrick J. Burke $ — % — 123588 $ — % 505,436
Chairman and Chief Executive Officer
Michael A. Reeves $ — % — 58,324 $ — % 700,679
Executive Vice President, Chief Financial Officer
Gregory T. Zeeman $ — $ — 70,118 $ 293,073
Senior Executive Vice President and Chief Operating Officer
Steven G. Ekert N/A N/A N/A N/A N/A
Senior Executive Vice President, Chief Risk Officer
Loren C. Klug $ — 8 — 66,221 $ 432,303
Executive Vice President, Strategy and Planning and Chief of Staff
to the CEO
C. Mark Gunton $ 13823 % 19,352 26,542 N/A  $ 317,824
Senior Executive Vice President, Chief Risk Officer (former)
Gary E. Peterson N/A N/A N/A N/A N/A

Head of Regulatory Compliance and Financial Crimes Compliance
(former)

@ For Mr. Gunton, amount reflects contributions under the International Retirement Benefit Plan (“IRBP”) for International Managers, converted from GBP
to USD using the exchange rate of 1.6531 as of December 31, 2013. The IRBPfor International Managers are described under Savings and Pension Plans.

@ For Mr. Gunton, amount reflects employer contributions under the IRBP for International Managers, converted from GBPto USD using the exchange rate

of 1.6531 as of December 31, 2013.

®  For Messrs. Burke, Reeves, Zeeman, Klug the aggregate balance includes their respective balances under the Supplemental HSBC Finance Corporation Tax
Reduction Investment Plan (“STRIP"). For Messrs. Reeves and Klug the aggregate balance al so includes his balance under the HSBC-North AmericaNon-
Qualified Deferred Compensation Plan (“NQDCP”). For Mr. Gunton his respective aggregate balance reflects his balance under the IRBP. The NQDCP,

STRIP and the IRBP are described under Savings and Pension Plans.

Potential Payments Upon Termination Or Change-In-Control

The following tables describe the payments that HSBC Finance Corporation would be required to make as of December 31, 2013
to each of Messrs. Burke, Reeves, Zeeman, Ekert and Klug asresult of their termination, retirement, disability or death or achange
in control of the company asof that date. For Messrs. Gunton and Peterson, the effective date of separation from serviceisreflected.
These amounts shown are in addition to those generally available to salaried employees, such as disability benefits and accrued
vacation pay. The specific circumstances that would trigger such payments are identified, and the terms of such payments are
defined under the HSBC North America (U.S.) Severance Pay Plan and the particular terms of deferred cash awards and long-

term equity incentive awards.
Patrick J. Burke

Executive Involuntary Voluntary

Benefits and Not for for

Payments Cause Good Change in
Upon Voluntary Normal Termin- For Cause Reason Control
Termination  Termination  Disability Retirement ation Termination ~ Termination Death Termination
Fixed Pay $ 646154 O $ 646,154 @
Variable Pay $1,800000 @ $ 1,800,000 ® $ 1,800,000 @ $1,800000 ® $ 1,800,000 @
Deferred Cash $ 714626 @ ¢ 714626 @ $ 714626 © $ 714626 @ $ 714626 @ $ 714626 ©@
Restricted " 4

Stock/Units 2,347,609 “ $ 2006251 @ $ 2006251 © $ 2006251 ® $3347,609 ¥ $ 2006251 ©

@ Under the terms of the HSBC - North America (U.S.) Severance Pay Plan, Mr. Burke would receive 48 weeks of his current fixed pay upon separation from

the company.

@ Refer to the description of Mr. Burke's service agreement in Severance Protection and Employment Contracts. Mr. Burke is eligible to receive pro-rata
variable pay through the date of termination. The disclosed amount assumes a termination date of December 31, 2013. The amount, format and awarding

of variable pay is determined at absol ute discretion of the HSBC Board of Directors.
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®  This amount represents a full vesting of the outstanding deferred cash assuming “good leaver” status is granted by REMCO and a termination date of

December 31, 2013.

@ This amount represents a full vesting of the outstanding time-based restricted share units and full vesting of first award of performance-based restricted
share unit (March 2013 grant), assuming “good leaver” statusis granted by REMCO and a termination date of December 31, 2013, and is calculated using
theclosing price of HSBC ordinary sharesand exchangerate on December 31, 2013. Refer to thevesting detailsfor Mr. Burke's performance-based restricted
share awards as disclosed in Severance Protection and Employment Contracts, the two performance-based share unit awards are interdependent in that if
the March Award vests, the June Award will lapse immediately.

®  This amount represents a full vesting of the outstanding time-vested restricted share units assuming “good leaver” status is granted by REMCO and a

termination date of December 31, 2013, and is calculated using the closing price of HSBC ordinary shares and exchange rate on December 31, 2013. This
amount does not include the value of the performance-based restricted share units, as good leaver treatment for these awards would only be considered in
case of disability or death.

Michael A. Reeves

Executive Involuntary \Voluntary

Benefits and Not for for

Payments Cause Good Change in
Upon Voluntary Normal Termin- For Cause Reason Control
Termination Termination  Disability Retirement ation Termination  Termination Death Termination
Fixed Pay $ 288462 @

Restricted

Stock/Units $ 386901 @ $ 360676 ¥ $ 386901 @ $ 386901 @ $ 858950 @ $ 386901 @

@ Under the terms of the HSBC - North America (U.S.) Severance Pay Plan, Mr. Reeves would receive 40 weeks of his current fixed pay upon separation
from the company.

@ This amount represents a full vesting of the outstanding time-based restricted share units assuming “good leaver” status is granted by REMCO and a
termination date of December 31, 2013, and is calculated using the closing price of HSBC ordinary shares and exchange rate on December 31, 2013.

®  Thisamount represents afull vesting of the outstanding time-based restricted share units and pro-rata vesting of the outstanding performance-based vesting

restricted share units assuming “good leaver” statusis granted by REM CO and atermination date of December 31, 2013, and is calculated using the closing
price of HSBC ordinary shares and exchange rate on December 31, 2013.
@ This amount represents a full vesting of the outstanding time-based restricted share units and forfeiture of the outstanding performance-based vesting
restricted share units assuming “good leaver” statusis granted by REM CO and atermination date of December 31, 2013, and is calculated using the closing
price of HSBC ordinary shares and exchange rate on December 31, 2013.

Gregory T. Zeeman

Executive Involuntary \oluntary

Benefits and Not for for

Payments Cause Good Change in
Upon \oluntary Normal Termin- For Cause Reason Control
Termination Termination  Disability Retirement ation Termination  Termination Death Termination
Fixed Pay $ 228846 @

Restricted 2

Stock/Units $ 549073 © $ 549073 @ $ 549073 @ $ 549073 @ $1,151253 @ § 549,073 @

@ Under the terms of the HSBC - North America (U.S.) Severance Pay Plan, Mr. Zeeman would receive 28 weeks of his current fixed pay upon separation
from the company.

@ This amount represents a full vesting of the outstanding time-based restricted share units assuming “good leaver” status is granted by REMCO and a

termination date of December 31, 2013, and is calculated using the closing price of HSBC ordinary shares and exchange rate on December 31, 2013.
®  Thisamount represents afull vesting of the outstanding time-based restricted share units and pro-rata vesting of the outstanding performance-based vesting
restricted share units assuming “good leaver” statusis granted by REMCO and atermination date of December 31, 2013, and is calculated using the closing
price of HSBC ordinary shares and exchange rate on December 31, 2013.
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Steven G. Ekert

Executive Involuntary Voluntary

Benefits and Not for for

Payments Cause Good Change in
Upon \oluntary Normal Termin- For Cause Reason Control
Termination Termination  Disability Retirement ation Termination ~ Termination Death Termination
Fixed Pay $ 169,231 @

Restricted

Stock/Units $1,230061 @ $ 1230061 @ $ 1,230,061 @ $ 1,230,061 @ $1,230061 @ $ 1,230,061 @

@ Under the terms of the HSBC - North America (U.S.) Severance Pay Plan, Mr. Ekert would receive 16 weeks of his current fixed pay upon separation from
the company.

@ Thisamount represents a full vesting of the outstanding restricted share units assuming “good leaver” statusis granted by REMCO and a termination date
of December 31, 2013, and is calculated using the closing price of HSBC ordinary shares and exchange rate on December 31, 2013.

Loren C. Klug
Executive Involuntary Voluntary
Benefits and Not for for
Payments Cause Good Change in
Upon \oluntary Normal Termin- For Cause Reason Control
Termination Termination  Disability Retirement ation Termination  Termination Death Termination
Fixed Pay $ 324842 O
Restricted
Stock/Units $ 537,717 @ ¢ 537,717 P § 537,717 @ $ 537717 @ ¢ 537,717 @ § 37,717 @

@ Under the terms of the HSBC - North America (U.S.) Severance Pay Plan, Mr. Klug would receive 48 weeks of his current fixed pay upon separation from
the company.

@ Thisamount represents a full vesting of the outstanding restricted share units assuming “good leaver” statusis granted by REMCO and a termination date
of December 31, 2013, and is calculated using the closing price of HSBC ordinary shares and exchange rate on December 31, 2013.

C. Mark Gunton

Executive Involuntary Voluntary

Benefits and Not for for

Payments Cause Good Change in
Upon Voluntary Normal Termin- For Cause Reason Control
Termination  Termination  Disability Retirement ation Termination  Termination Death Termination
Fixed Pay $ 1,138,149 @

Restricted

Stock/Units $ 506,569 @

@ Mr. Gunton'sempl oyment with the company terminated June 1, 2013. This amount represents consideration for entering into aspecial termination agreement
upon separation from service.

@ Thisamount represents afull vesting value of the outstanding restricted share units as of the effective date of employment termination (June 1, 2013). The
“good leaver” status was granted by REMCO in respect to these awards.
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Gary E. Peterson

Executive Involuntary Voluntary

Benefits and Not for for

Payments Cause Good Change in
Upon \oluntary Normal Termin- For Cause Reason Control
Termination ~ Termination Disability Retirement ation Termination  Termination Death Termination
Fixed Pay

Restricted

Stock/Units

@ Mr. Peterson employment with the company terminated on November 19, 2013. No payments or benefits were triggered by this event.

Director Compensation The following table and narrative footnotes discuss the compensation earned by our Non-Executive
Directorsin 2013. As an Executive Director, Mr. Burke received no additional compensation for service on the Board of Directors
in 2013.

The table below outlines the annual compensation program for Non-Executive Directors for 2013. Amounts are pro-rated based
on dates of service for newly appointed Non-Executive Directors.

Annualized Compensation Rates for Non-Executive Directors

Related to Service on the Board of Directors and Committees for HSBC Finance Corporation and HSBC North America
Board Retainer

HSBC North America $ 105,000
HSBC Finance Corporation $ 105,000
Audit Committee
Audit Committee Chair for HSBC North America, HBSC USA and HSBC Finance Corporation $ 80,000
Audit Committee Member for HSBC North Americaand HBSC Finance Corporation $ 20,000
Risk Committee

Risk Committee Chair for HSBC North America, HBSC USA and HSBC Finance Corporation $ 80,000
Risk Committee Member for HSBC North America and HBSC Finance Corporation $ 20,000
Compliance Committee

Compliance Committee Chair for HSBC Finance Corporation $ 80,000
Compliance Committee Member for HSBC North America and HSBC Finance Corporation $ 50,000
Nominating Committee

Nominating Committee Member for HSBC North America $ 20,000
Grandfathered Amount

George A. Lorch |$ 55,000
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The 2013 total compensation of our Non-Executive Directorsin their capacities as directors of HSBC North Americaand HSBC
Finance Corporation, and in the case of Messrs. Ameen, Herdman, and Minzberg, also asthe director of HSBC USA, isshownin
the following table:

Change in
Pension Value
And
Fees Earned or Non-Qualified
Paid in Stock Option Deferred All Other |
Ca, Awards Awards Compensati Compensation Tota
Name ®) & & Earnings (5)°) © ®
Phillip D. Ameen................. $ 347917 $ — $ — 3 98,347 $ 182 $ 446,446
Robert K. Herdman............. $ 735000 $ — $ — $ — $ 182 $ 735,182
George A. Lorch.................. $ 400,000 $ — $ — 3 39,000 $ 1870 $ 440,870
Samuel Minzberg................ $ 265000 $ — $ — $ — $ 1870 $ 266,870
Beatriz R. Perez................... $ 290,000 $ — % — 3 — % 1,870 $ 291,870
LarreeM. Renda................. $ 260,000 $ — $ — 8 125 $ 1870 $ 261,995
Thomas K. Whitford............ $ 23333 $ — 3 — $ — $ — $ 23333

@

Represents aggregate compensation for service on Board of Directors and Committees HSBC North America, HSBC Finance Corporation and, in the case
of Messrs. Ameen, Herdman and Minzberg, HSBC USA.

Fees paid to Mr. Ameen include the following amounts for 2013: $105,000 annual cash retainer for membership on each of the HSBC North America and
HSBC Finance Corporation boards, and $61,250 annual cash retainer for membership on the HSBC USA board; $18,889 for membership and serving as
Chair of the HSBC North America Audit Committee, $22,222 for membership and serving as Chair of the HSBC Finance Corporation Audit Committee,
and $15,556 for membership and serving as Chair of the HSBC USA Audit Committee; $6,667 for membership on the HSBC North AmericaRisk Committee,
and $13,333 for membership on the HSBC Finance Corporation Risk Committee.

Fees paid to Mr. Herdman include the following amounts for 2013: $300,000 for serving as Interim Chair of the HSBC North America board; $105,000
annual cash retainer for membership on each of the HSBC North America, HSBC Finance Corporation and HSBC USA boards; $13,333 for serving as Chair
of each of the Audit Committees of HSBC North America, HSBC Finance Corporation and HSBC USA; and $26,667 for serving as Chair of each of the
Risk Committees of HSBC North America, HSBC Finance Corporation and HSBC USA.Fees paid to Mr. Lorch include the following amounts for 2013:
$105,000 annual cash retainer for membership on each of the HSBC North America and HSBC Finance Corporation boards; $5,000 for membership on the
HSBC North AmericaAudit Committee, $10,000 for membership on the HSBC Finance Corporation Audit Committee; $80,000 for serving as Chair of the
Compliance Committee for HSBC Finance Corporation; $20,000 for membership on the HSBC North America Nominating Committee; $6,667 for
membership on the HSBC North America Risk Committee, and $13,333 for membership on the HSBC Finance Corporation Risk Committee; and $55,000
in grandfathered fees related to hislevel of compensation in 2007.

Fees paid to Mr. Minzberg include the following amounts for 2013: $105,000 annual cash retainer for membership on the HSBC North America board,
$26,250 annual cash retainer for membership on the HSBC Finance Corporation board, and $78,750 annual cash retainer for membership on the HSBC USA
board; $6,667 for membership on the HSBC North AmericaAudit Committee, $3,333 for membership on the HSBC Finance Corporation Audit Committee,
and $10,000 for membership on the HSBC USA Audit Committee; $6,667 for membership on the HSBC North America Risk Committee, $3,333 for
membership on the HSBC Finance Corporation Risk Committee, and $10,000 for membership on the HSBC USA Risk Committee.

Fees paid to Ms. Perez include the following amounts for 2013: $105,000 annual cash retainer for membership on each of the HSBC North America and
HSBC Finance Corporation boards; $16,667 for membership on the HSBC North America Compliance Committee, and $33,333 for membership on the
HSBC Finance Corporation Compliance Committee; $10,000 for membership on the Nominating Committee for HSBC North America; $6,667 for
membership on the HSBC North America Risk Committee, and $13,333 for membership on the HSBC Finance Corporation Risk Committee.

Fees paid to Ms. Rendainclude the following amountsfor 2013: $105,000 annual cash retainer for membership on HSBC North Americaand HSBC Finance
Corporation boards; $10,000 for membership on the Nominating Committee for HSBC North America; $6,667 for membership on the HSBC North America
Audit Committee, and $13,333 for membership on the HSBC Finance Corporation Audit Committee; $6,667 for membership on the HSBC North America
Risk Committee, and $13,333 for membership on the HSBC Finance Corporation Risk Committee.

Fees paid to Mr. Whitford include the following amounts for 2013: $8,750 annual cash retainer for membership on HSBC North Americaand HSBC Finance
Corporation boards; $1,389 for membership on the HSBC North America Compliance Committee, and $2,777 for membership on the HSBC Finance
Corporation Compliance Committee; $556 for membership on the HSBC North America Risk Committee, and $1,111 for membership on the HSBC Finance
Corporation Risk Committee.

HSBC Finance Corporation does not grant stock awards or stock options to its Non-Executive Directors.

Prior to the merger with HSBC, Non-Executive Directors could elect to receive al or a portion of their cash compensation in shares of common stock of
Household International, Inc., defer it under the Deferred Fee Plan for Directors or purchase options to acquire common stock. Under the Deferred Fee Plan,
Directors were permitted to invest their deferred compensation in either units of phantom shares of the common stock of HSBC Finance Corporation (then
called Household International, Inc.), with dividends credited toward additional stock units, or cash, with interest credited at amarket rate set under the plan.
Prior to 1995, HSBC Finance Corporation offered a Directors' Retirement Income Plan where the present value of each Director's accrued benefit was
deposited into the Deferred Phantom Stock Plan for Directors. Under the Deferred Phantom Stock Plan, Directorswith lessthan ten years of servicereceived
750 phantom shares of common stock of Household International, Inc. annually during the first ten years of service asaDirector. In January 1997, the Board
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eliminated this and all future Director retirement benefits. All payouts to Directors earned under the Deferred Phantom Stock Plan will be made only when
aDirector leavesthe Board dueto death, retirement or resignation and will be paid in HSBC ordinary shareseither in alump sum or ininstallments as sel ected
by the Director. Following the acquisition, al rights to receive common stock of Household International, Inc. under both plans described above were
converted into rights to receive HSBC ordinary shares. In May 2004, when the plans were rolled into the HSBC North America Directors Non-Qualified
Deferred Compensation Plan, those rightswere revised into rights to receive American Depository Sharesin HSBC ordinary shares, each of which represents
five ordinary shares. No new shares may be issued under the plans. As of December 31, 2013, 8,470 American Depository Shares were held in the deferred
compensation plan account for Directorscurrently serving onthe Board of Directors. Of the current Non-Executive Directors, Mr. Lorch held 8,444 American
Depository Shares and Ms. Renda held 26 American Depository Shares.

®  TheHSBC North America Directors Non-Qualified Deferred Compensation Plan allows Non-Executive Directorsto elect to defer their cash feesin any plan
year. Directors have the ability to defer up to 100% of their annual retainers and/or fees into the HSBC-North America Directors Non-Qualified Deferred
Compensation Plan. Under this plan, pre-tax dollars may be deferred with the choice of receiving payouts while still serving on the Board of HSBC Finance
Corporation according to a schedul e established by the Director at the time of deferral or adistribution after leaving the Board in either lump sum or quarterly
installments. Amounts shown for Messrs. Ameen and Lorch and Ms. Renda reflect the gains or losses calculated by reference to the actual earnings of the
investment choices.

@ Componentsof All Other Compensation aredisclosed in aggregate. We provide each Director with $250,000 of accidental death and dismemberment insurance
for which the company paid a premium of $181 per annum for each participating Director and a $10,000,000 personal excess liahility insurance policy for
which the company paid premium of $1,689 per annum for each participating Director. Mr. Ameen and Mr. Herdman declined the personal excess liability
insurance policy; the amount shown pertains to the annual premium for AD& D insurance exclusively.

Under HSBC's Matching Gift Program, for all Non-Executive Directors who were members of the Board in 2006 and continue to be on the Board, we match
charitablegiftsto qualified organizations (subject to amaximum of $10,000 per year), including eligiblenon-profit organi zationswhich promote neighborhood
revitalization or economic development for low and moderate income populations, with a double match for the first $500 donated to higher education
institutions (both public and private). Additionally, each current Non-Executive Director, who was a member of the Board in 2006 and continues to be on
the Board, may ask us to contribute up to $10,000 annually to charities of the Director's choice which qualify under our philanthropic program. We made
charitable donations of $11,250 under the Matching Gift Program and $10,000 under the philanthropic program at Mr. Lorch's request and $20,500 under
the Matching Gift Program and $10,000 under the philanthropic program at Ms. Renda's request.

Compensation Policies and Practices Related to Risk Management

All HSBC Finance Corporation employees are eligible for some form of incentive compensation; however, those who actually
receive payments are asubset of eligible employees, based on positions held and individual and business performance. The annual
discretionary variable pay plan isthe primary incentive compensation plan for all employees. Specific groups of employeeswho
aretypically involved in servicing environments participate in formulaic plans.

A key feature of our remuneration policy isthat it is risk informed, seeking to ensure that risk-adjusted returns on capital are
factored into the determination of annual variable pay and that variable pay pool sare cal culated only after appropriate risk-adjusted
return has accrued on shareholders' capital. We apply Economic Profit (defined as the average annual difference between return
oninvested capital and HSBC's benchmark cost of capital) and other metricsto develop variable pay levelsand target a 12 percent
to 15 percent return on shareholder equity. These requirements are built into the performance scorecard of the senior HSBC
executives and are incorporated in regional and business scorecards in an aligned manner, thereby ensuring that return, risk, and
efficient capital usage shape reward considerations. The HSBC Group Chief Risk Officer and the Global Risk Function of HSBC
provide input into the performance scorecard, ensuring that key risk measures are included.

Theuseof aperformance scorecard framework ensuresan aligned set of objectivesand impactsthelevel of individual pay received,
as achievement of objectives is considered when determining the level of variable pay awarded under the annual discretionary
cash award plan. On a performance scorecard, objectives are separated into two categories:. financial and non-financial. Financial
objectives, as well as other objectives relating to efficiency and risk mitigation, customer development and the productivity of
human capital are all measures of performance that may influence reward levels. Overall performance under both scorecards is
also judged on adherence to the HSBC Group values principles of being ‘open, connected and dependable’ and acting with
‘courageous integrity'.

In 2010, building upon the combined strengths of our performance scorecard and risk management processes, outside consultants
were engaged to assist in the development of aformal incentive compensation risk management framework. Commencing with
the 2011 objectives-setting process, standard risk performance measures and targetswere established and monitored for employees
who were identified as having the potential to expose the organization to material risks, or who are responsible for controlling
those risks.

The Nominating and Governance Committee of HSBC North America and the Compensation and Performance Management
Governance Committee (*CPMG Committee”) have been established, which among other duties, have oversight for objectives-
setting and risk monitoring. The Nominating and Governance Committee of HSBC North Americahas oversight and endorsement
of certain compensation matters. As part of its duties, the Nominating and Governance Committee oversees the framework for
assessing risk in the responsibilities of employees, the determination of who are Covered Employees (“Covered Employees’)
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under the Interagency Guidelines on Incentive Based Compensation Arrangements as published by the Federal Reserve Board,
and the measures used to ensure that risk is appropriately considered in making variable pay recommendations. The Nominating
and Governance Committee also can make recommendations concerning proposed performance assessments and incentive
compensation award proposals for the Chief Executive Officer, direct reports of the Chief Executive Officer and certain other
Covered Employees, including any recommendations for reducing or canceling incentive compensation previously awarded. The
recommendationsrel ated to empl oyee compensation areincorporated i nto the submissi onsto the HSBC Hol dingspl c Remuneration
Committee (“REMCQ") of the Board of Directors of HSBC, or to Mr. Gulliver, Ms. Dorner, or Mr. Burke in instances where
REMCO has delegated remuneration authority.

In 2010, HSBC North Americaestablished the CPM G Committee. The CPM G Committeewas created to provideamore systematic
approach to discretionary compensation governance and to ensure the involvement of the appropriate levels of leadership, while
providing acomprehensiveview of compensation practicesand associated risks. The CPM G Committee compri ses senior executive
representatives from HSBC North Americas staff and control functions, consisting of Risk, Legal, Finance, Audit, Human
Resources and Corporate Secretary. The CPMG Committee approves the list of Covered Employees and their mandatory
performance scorecard objectives; reviews compensation impact related to regulatory and audit findings; and can make
recommendations to REM CO of malus actions of previous grants of discretionary compensation based on actual results and risk
outcomes. Additionally, compensation processesfor employees are eval uated by the CPM G Committeeto ensure adequate controls
are in place, while reinforcing the distinct performance expectations for employees. The CPMG Committee can make its
recommendations to the Nominating and Governance Committee, REMCO, Mr. Gulliver, Ms. Dorner, or Mr. Burke, depending
on the nature of the recommendation or the delegation of authority for making final decisions.

Discretionary compensation awards are al so impacted by control s established under acomprehensiverisk management framework
that provides the necessary controls, limits, and approvals for risk taking initiatives on a day-to-day basis (“Risk Management
Framework™). Business management cannot bypass these risk controls to achieve scorecard targets or performance measures. As
such, the Risk Management Framework is the foundation for ensuring excessive risk taking is avoided. The Risk Management
Framework is governed by a defined risk committee structure, which oversees the devel opment, implementation, and monitoring
of the risk appetite process for HSBC Finance Corporation. Risk Appetite is set by the Board of HSBC. A risk appetite for U.S.
operations and is annually reviewed and approved by the HSBC North America Risk Management Committee and the HSBC
North America Board of Directors.

Risk Adjustment of Discretionary Compensation

HSBC Finance Corporation uses a number of techniques to ensure that the amount of discretionary compensation received by an
employee appropriately reflects risk and risk outcomes, including risk adjustment of awards, deferral of payment, appropriate
performance periods, and reducing sensitivity to short-term performance. The techniques used differ depending on whether the
discretionary compensation is paid under the general discretionary cash award plan or aformulaic plan.

The discretionary plan is designed to allow managers to exercise judgment in making variable pay recommendations, subject to
appropriate oversight. When making award recommendationsfor an employee participating in the discretionary plan, performance
against the objectives established in the performance scorecard is considered. Where obj ectives have been established with respect
to risk and risk outcomes, managers will consider performance against these objectives when making variable pay award
recommendations. Managerswill also consider pertinent material risk events when making variable pay award recommendations.

Participantsin the discretionary plan are subject to the HSBC Group Minimum Deferral Policy, which provides minimum deferral
guidelines for variable pay awards. Deferral rates applicable to compensation earned in performance year 2013, ranging from 0
to 60%, increase in relation to the level of variable pay earned and in respect of an employee's classification under the United
Kingdom's PRA Remuneration Code (“the Code”), as further described under the section “ Performance Year 2013 Compensation
Actions’ in the 2013 CD&A. Variable pay is deferred in the form of cash and/or through the use of Restricted Share Units. The
deferred Restricted Share Units have a three-year graded vesting. At the end of the vesting period, deferred cash is credited with
anotional rate of return egquivalent to the annual dividend yield of HSBC ordinary shares over the period. The economic value of
pay deferred in the form of Restricted Share Unitswill ultimately be determined by the ordinary share price and foreign exchange
rate in effect when each tranche of shares awarded isreleased. Grants under the Group Performance Share Plan (“GPSP") consist
of anumber of shares to which the employee will become fully entitled, generally over afive-year vesting period, subject to the
individual remaining in employment. Sharesthat are released upon vesting of an award must be retained until the employeeretires
from or terminates employment with the HSBC Group. An employee who retires from or terminates employment with “good
leaver status’ will have vested awards under the GPSP released immediately. An employee who terminates employment without
“good leaver status’ will have vested awards under the GPSP released in three equal installments on the first, second and third
anniversaries of the termination of employment with the HSBC Group.

202



HSBC Finance Corporation

An employee who terminates empl oyment without “good leaver” status being granted by REM CO forfeitsall unvested equity and
deferred cash. Deferred variable pay awards are al so subject to malus treatment, as further described under the section “ Reduction
or Cancellation of Long-Term Equity Awards’ in the 2013 CD&A. Additionally, all employees with unvested awards or awards
subject to aretention period are required to certify annually that they have not used personal hedging strategies or remuneration
contracts of insurance to mitigate the risk alignment of the unvested awards.

Employeesin formulaic plans are held to performance standards that may result in aloss of incentive compensation when quality
standards are not met. For example, participants in these plans may be subject to a reduction in variable pay if they commit a
"reportable event" (e.g., an error or omission resulting in aloss or expense to the company) or fail to follow required regulations,
procedures, policies, and/or associated training. Participants may be altogether disqualified from participation in the plans for
unethical acts, breach of company policy, or any other conduct that, in the opinion of HSBC USA, is sufficient reason for
disqualification or subject to a recapture provision. Some formulaic incentive plans in servicing environments include limits or
caps on the financial measures that are considered in the determination of incentive award amounts

Performance periods for formulaic plans are often one month.
Discretionary Compensation Monitoring

HSBC North Americamonitors and eval uates the performance of itsincentive compensation arrangements, both the discretionary
and formulaic plans, to ensure adequate focus and control.

The nature of the discretionary plan alows for compensation decisions to reflect individual and business performance based on
performance scorecard achievements. Payments under the discretionary plan are not tied to a formula, which enables payments
to be adjusted as appropriate based on individual performance, business performance, and risk assessment. Performance scorecards
may also be updated as needed by leadership during the performance year to reflect significant changesin the operating plan, risk,
or business strategy of HSBC Finance Corporation. The discretionary plan is reviewed annually by REMCO to ensure that it is
meeting the desired objectives. The review includes a comparison of actual payouts against the targets established, a cost/benefit
analysis, the ratio of payout to overall business performance and a review of any unintended consequences (e.g., deteriorating
service standards).

In 2012, HSBC Finance Corporation initiated enhanced monitoring activity consisting of: 1) validating relationships among
measures of financial performance, risks taken, risk outcomes, and amounts of incentive compensation awards/payouts; 2)
reviewing how discretion is used in evaluating performance and adjusting incentive compensation awards for high levels of risk
taking and adverse risk outcomes, and whether discretionary decisions are having an appropriate impact; and 3) evauating the
extent to which automated systems play, or could play arole in monitoring activities. Consequently, HSBC Finance Corporation
identified areas for improvement, not only with respect to tactical reward decisions and documenting discretion, but also in terms
of utilizing information systems to support monitoring and validation activities. HSBC Finance Corporation will strive to make
improvements to its monitoring and validation activities in future reward cycles.

Formulaic programsarereviewed and revised annually by HSBC North America. Formulaic plansleverage aspecific plantemplate,
and include an examination of overall plan expenditures versus actual business performance; an examination of individual pay
out level swithin plans; and adetermination of whether payment | evel salign with expected performancelevelsand market indicators.
Compensation mix isreviewed for formulaic plansto ensureit is appropriate based on global alignment and business philosophy.

In addition to the annual review, plan performanceis monitored regularly by the business management and periodically by HSBC
North America Human Resources, which tracks plan expenditures and plan performance to ensure that plan payouts are consistent
with expectations. Calculations for plans are performed systematically based on plan measurement factors to ensure accurate
calculation of incentives, and all performance payouts are subject to the review of the designated plan administrator to ensure
payment and performance of the plan are tracking in line with expectations. Plan inventories are refreshed during the course of
theyear toidentify plansto be eliminated, consolidated, or restructured based on rel evant business and commercial factors. Finally,
all plans contain provisions that enable modification of the plan if necessary to meet business objectives.
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Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters.

Security Ownership of Certain Beneficial Owners HSBC Finance Corporation’s common stock is 100 percent owned by HSBC
Investments (North America) Inc. (“HINQO”). HINO is an indirect wholly owned subsidiary of HSBC.

Security Ownership by Management Thefollowing tableliststhe beneficial ownership, asof January 31, 2014, of HSBC ordinary
sharesor interestsin HSBC ordinary shares and Series B Preferred Stock of HSBC Finance Corporation held by each director and
each executive officer named in the Summary Compensation Table, individually, and the directors and executive officers as a
group. Each of the individuals listed below and all directors and executive officers as a group own less than one percent of the
HSBC ordinary shares and the Series B Preferred Stock of HSBC Finance Corporation. No director or executive officer of HSBC
Finance Corporation owned any of HSBC’s American Depositary Shares, SeriesA at January 31, 2014.

HSBC Shares HSBC

Number of That May Be  Restricted ~ Number of Series B
Shares Acquired Within ~ Shares HSBC Total Preferred of
Beneficially 60 Days By Released Ordinary HSBC HSBC
Owned of HSBC Exercise of Within Share Ordinary Finance
Holdings plc®® Options® 60 Days”? Equivalents®  shares®  Corporation
Directors
Patrick J. BUTKE® ..o 50,470 68,852 48,079 — 167,401 —
Phillip D. AMEEN......ccooiieierreee s — — — — — —
Robert K. Herdman............c.cocvveeennecenninns 82 — — — 82 —
George A. Lorch 2,370 — — 8,444 10,814 —_
Beatriz R. PEr€z.......covveveereeeeseeseene 150 — — — 150 —
Larree M. RENGL.......vveermrreereeeeesneeeessneneens 650 — — 26 676 107
Thomas K. Whitford ... — — — — — —
Named Executive Officers
Michael A. REEVES.........ccovoevreeeeeee e 5,280 — 16,870 — 22,150 —
Gregory Zeema..........ccceevevvevesreseeseseseeseeseens 13,814 — 17,112 — 30,926 —
Steven G. EKert ..o — — 26,418 — 26,418 —
C. Mark Gunton 115 — 28,360 — 28,475 —
Loren Klug 6,290 — 21,740 — 28,030 —
Gary E. Peterson — — 4,704 — 4,704 —
All directors and executive officers as a
[0 010 o TSP U PP PP 127,341 68,852 199,078 8,470 403,741 10

@ Directorsand executive officers have sole voting and investment power over the shares listed above, except that the number of ordinary shares held by spouses,
children and charitable or family foundationsin which voting and investment power is shared (or presumed to be shared) isasfollows: Directors and executive
officers as a group, 11,432.

@ Some of the sharesincluded in the table above were held in American Depository Shares, each of which represents five HSBC ordinary shares.

@ Representsthe number of ordinary sharesthat may beacquired by HSBC Finance Corporation’s Directorsand executive officersthrough April 1, 2014 pursuant
to the exercise of stock options.

@ Representsthe number of ordinary sharesthat may beacquired by HSBC Finance Corporation’s Directorsand executive officersthrough April 1, 2014 pursuant
to the satisfaction of certain conditions.

®  Represents the number of ordinary share equivalents owned by executive officers under the HSBC North America Employee Non-Qualified Deferred
Compensation Plan and by Directors under the HSBC North America Directors Non-Qualified Deferred Compensation Plan. The sharesincluded in the table
above were held in American Depository Shares, each of which represents five HSBC ordinary shares.

®  Also aNamed Executive Officer.

™ Represents 400 Depositary Shares, each representing one-fortieth of a share of 6.36% Non-Cumulative Preferred Stock, Series B.
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Item 13. Certain Relationships and Related Transactions, and Director Independence.

Transactions with Related Persons During the fiscal year ended December 31, 2013, HSBC Finance Corporation was not a
participant in any transaction, and thereis currently no proposed transaction, in which theamount invol ved exceeded or will exceed
$120,000, and in which adirector or an executive officer, or amember of theimmediate family of adirector or an executive officer,
had or will have a direct or indirect material interest, other than the agreement with Mr. Burke described in Item 11. Executive
Compensation — Compensation Discussion and Analysis — Compensation of Officers Reported in the Summary Compensation
Table.

HSBC Finance Corporation maintains a written Policy for the Review, Approval or Ratification of Transactions with Related
Persons (the "Policy™) which provides that any “ Transaction with a Related Person™ must be reviewed and approved or ratified in
accordance with specified procedures. The term “ Transaction with a Related Person” includes any transaction, arrangement or
relationship, or series of similar transactions, arrangements or relationships (including any indebtedness or guarantee of
indebtedness), in which (1) the aggregate dollar amount involved will or may be expected to exceed $120,000 in any calendar
year, (2) HSBC Finance Corporation or any of itssubsidiariesis, or isproposed to be, aparticipant, and (3) adirector or an executive
officer, or a member of the immediate family of a director or an executive officer, has or will have a direct or indirect material
interest (other than solely asaresult of being adirector or alessthan 10 percent beneficial owner of another entity). Thefollowing
categories of transactions are deemed pre-approved even if the aggregate amount involved exceeds $120,000, provided, however,
that if a Transaction with a Related Person falling in a category described below would cause one of our directors whom the Board
of Directors currently deems independent to lose or risk losing their independence, the director must consult with the Chair of the
Audit Committee prior to entering such Transaction with a Related Person:

»  Compensation paidto directorsand executive officersreportableunder rulesand regul ations promul gated by the Securities
and Exchange Commission;

»  Transactionswith other companiesif the only relationship of the director, executive officer or family member to the other
company is as an employee (other than an executive officer), director or beneficial owner of lessthan 10 percent of such
other company’s equity interests so long as the aggregate amount involved does not exceed the greater of $1,000,000 or
2 percent of the other company'stotal annual revenues,

e Charitable contributions, grants or endowments by us or any of our subsidiaries to charitable organizations, foundations
or universitiesif the only relationship of the director, executive officer or family member to the organization, foundation
or university is as an employee (other than an executive officer), trustee or a director, so long as the aggregate annual
amount of such contribution, grant or endowment, excluding any matching contributionsfrom us, do not exceed thelesser
of $1,000,000 or 2 percent of the organization's total annual revenues,

»  Transactions where the interest of the director, executive officer or family member arises solely from the ownership of
our equity securities and all holders of such securities received or will receive the same benefit on a pro rata basis;

»  Transactionsinvolving the rendering of servicesasacommon or contract carrier, or public utility, at rates or chargesfixed
in conformity with law or government authority;

»  Transactions where the rates or charges involved are determined by competitive bids;
e Certain ordinary course transactions:

o  Anyfinancial services, including brokerage services, investment management or advisory services, banking services,
loans, insurance services and other financial services, provided to any director or an immediate family member of a
director, provided that the services are on substantially the sasmeterms asthose prevailing at the timefor comparable
services provided to persons not related to us or our subsidiaries;

o Persona loans to a related person and loans to a director’s primary business affiliation or the primary business
affiliation of an immediate family member of adirector, in each case that (i) are made or maintained in the ordinary
course of business on substantially the same terms (including interest rates and collateral requirements) as those
prevailing at the time for comparable |oans with persons not related to us or our subsidiaries; (ii) when made do not
involve morethan the normal risk for collectability or present other unfavorablefeatures; (iii) comply with applicable
law including the Sarbanes-Oxley Act of 2002 and Regulation O of the Board of Governors of the Federal Reserve;
(iv) are not classified as Substandard (I1) or worse, as defined in the OCC's “Rating Credit Risk” Comptroller’s
Handbook; and (v) inthe caseof andloanstoadirector’sprimary businessaffiliation or the primary businessaffiliation
of an immediate family member of a director, complies with any applicable FDIC Guidelines; and
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o All business relationships, lending relationships, brokerage, investment advisory relationships, insurance, deposit
and other banking relationships with a director’s primary business affiliation or the primary business affiliation of
an Immediate Family Member of a director made in the ordinary course of business on substantially the same terms
as those prevailing at the time for comparabl e transactions with persons not related to us or our subsidiaries; and

« Transactionsinvolving services as a bank depositary of funds, transfer agent, registrar, trustee under atrust indenture or
similar services.

The Policy requires each director and executive officer to promptly notify the Office of the General Counsel in writing of any
Transaction with a Related Person in which the director, executive officer or an immediate family member has or will have an
interest and to provide specified details of the transaction. The Office of the General Counsel, through the Corporate Secretary,
will provide acopy of the noticeto the Chair of the Audit Committee along with any other information asthe Office of the General
Counsel or the Corporate Secretary believeswould be useful to the Audit Committeein performingitsreview. TheAudit Committee
will review the material facts of each proposed Transaction with a Related Person at each regularly scheduled committee meeting
and approve or disapprove the transaction. If it isimpractical or undesirable to delay a decision on a proposed Transaction with a
Related Person, the Chair of the Audit Committee may review and approve the transaction in accordance with the criteriaset forth
in the Policy or may convene a special meeting of the Audit Committee to consider the transaction, at the Chair’s discretion. Any
such approval must be reported to the Audit Committee at its next regularly scheduled meeting.

Thevoteof amajority of disinterested membersof theAudit Committeeisrequired for theapproval or ratification of any Transaction
with a Related Person. The Audit Committee may approve or ratify a Transaction with a Related Person if the Audit Committee
determines, in its business judgment, based on the facts and circumstances it deemsrelevant in its sole good faith discretion that
the transaction is fair and reasonable to, and consistent with our best interests and those of our subsidiaries. Any transaction that
isnot fair and reasonabl e to, and consistent with our best interests and those of our subsidiaries will be discontinued, allowing for
a reasonable transition period as may be necessary or advisable so as not to prejudice us and our subsidiaries. In making this
determination, the Audit Committee will consider, among other things:

« Information about the goods and servicesto be or being provided;
*  The nature or business purpose of the transaction and the costs to be incurred by us or the payments to us;

»  Theterms of the transaction and whether it is entered into on an arms-length basis or in the ordinary course of our
business;

»  Whether the related person'sinterest in the transaction is material;

e The apparent benefits of the transaction to us;

» Theavailability of other sources for the product or services involved in the transaction;

*  The potential public perception of the transaction;

»  The potential impact of the transaction on the independence of any of our or our subsidiaries’ directors; and

«  Whether the transaction violates any provisions of the HSBC Finance Corporation Statement of Business Principles
and Code of Ethics, the HSBC Finance Corporation Code of Ethics for Senior Financial Officers or the HSBC Finance
Corporation Corporate Governance Standards, as applicable.

In any case where the Audit Committee determines not to approve or ratify a Transaction with a Related Person, the matter will
bereferredto the Office of the General Counsel for review and consultation regarding the appropriate di sposition of such transaction
including, but not limited to, termination of the transaction, rescission of the transaction or modification of the transaction in a
manner that would permit it to be ratified and approved.

If we become aware of a Transaction with aRelated Person that has not been approved under the Policy, the matter will be referred
by the Audit Committee for review. The Audit Committee will consider the relevant facts and circumstances respecting such
Transaction with a Related Person, and will evauate the options available, including ratification, revision or termination of the
transaction.

Director Independence TheHSBC Finance Corporation Corporate Governance Standards, together with thechartersof committees
of the Board of Directors, provide the framework for our corporate governance. Director independence is defined in the HSBC
Finance Corporation Corporate Governance Standards which are based upon the rules of the New York Stock Exchange. The
HSBC Finance Corporation Corporate Governance Standards are available on our website at www.us.hsbc.com or upon written
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reguest made to HSBC Finance Corporation, 26525 North Riverwoods Boulevard, Mettawa, 11linois 60045, Attention: Corporate
Secretary.

According tothe HSBC Finance Corporation Corporate Governance Standards, amajority of themembersof the Board of Directors
must be independent. The composition requirement for each committee of the Board of Directorsis as follows:

Committee Independence/Member Requirements
AUt COMMITEEE ... bbb Chair and all voting members
ComplianCe COMIMITIEE ... A mgjority of all members

RISK COMMITIER ...ttt et Chair and all voting members

Messrs. Ameen, Herdman, Lorch and Whitford, Ms. Perez and Ms. Renda are considered to be independent directors. Mr. Burke
currently serves as Chief Executive Officer of HSBC Finance Corporation and is a Group General Manager of HSBC. Because
of the positions held by Mr. Burke, heis not considered to be an independent director.

Seeltem 10. Directors, Executive Officers and Corporate Governance — Corporate Governance — Board of Directors — Committees
and Charters for more information about our Board of Directors and its committees.

Item 14. Principal Accountant Fees and Services.

Audit Fees. The aggregate amount billed by our principal accountant, KPMG LLP, for audit services performed during the fiscal
years ended December 31, 2013 and 2012 was $2,139,000 and $2,613,000, respectively. Audit services include the auditing of
financial statements, quarterly reviews, statutory audits, and the preparation of comfort letters, consents and review of registration
statements.

Audit Related Fees. The aggregate amount billed by KPMG LLPin connection with audit related services performed during the
fiscal yearsended December 31, 2013 and 2012 was $434,000 and $492,650, respectively. Audit related servicesinclude employee
benefit plan audits, and audit or attestation services not required by statute or regulation.

Tax Fees. Theaggregateamount billed by KPM G LL Pfor tax rel ated services performed during thefiscal year ended December 31,
2013 and 2012 was $204,860 and $317,043, respectively. These services include tax related research, general tax servicesin
connectionwithtransactionsand|egislation andtax servicesfor review of Federal and statetax accountsfor possibleover assessment
of interest and/or penalties.

All Other Fees. The aggregate amount billed by KPMG LLPfor other services performed during the fiscal years ended December
31, 2013 were $111,265. These services included fees related to corporate governance matters. There were no amounts billed
for the year ended December 31, 2012.

All of the fees described above were approved by HSBC Finance Corporation's Audit Committee.

TheAudit Committee hasawritten policy that requires pre-approval of al servicesto be provided by KPMG LLP, including audit,
audit-rel ated, tax and all other services. Pursuant to the policy, the Audit Committee annually pre-approvesthe audit fee and terms
of the audit services engagement. The Audit Committee also approves a specified list of audit, audit-related, tax and permissible
non-audit services deemed to be routine and recurring services. Any service not included on thislist must be submitted to the Audit
Committeefor pre-approval. On aninterim basis, any proposed engagement that does not fit within the definition of apre-approved
service may be presented to the Chair of the Audit Committee for approval and to the full Audit Committee at its next regular
meeting.

PART IV
Item 15. Exhibits and Financial Statement Schedules.

(8)(1) Financia Statements.

The consolidated financial statements listed below, together with an opinion of KPMG LLP dated February 24, 2014 with respect
thereto, are included in this Form 10-K pursuant to Item 8. Financial Statements and Supplementary Data of this Form 10-K.

HSBC Finance Corporation and Subsidiaries:
Report of Independent Registered Public Accounting Firm
Consolidated Statement of Income (L 0ss)
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Consolidated Balance Sheet

Consolidated Statement of Cash Flows

Consolidated Statement of Changes in Shareholders’ Equity
Notes to Consolidated Financial Statements

Selected Quarterly Financial Data (Unaudited)

(a)(2) Not applicable.
(8 (3) Exhibits.

3()

3(i)

4.1

4.2

4.3

4.4

4.5

4.6

4.7

4.8

Amended and Restated Certificate of Incorporation of HSBC Finance Corporation effective as of
December 15, 2004, as amended (incorporated by reference to Exhibit 3.1 of HSBC Finance Corporation’s
Current Report on Form 8-K filed June 22, 2005, Exhibit 3.1(b) to HSBC Finance Corporation’s Current
Report on Form 8-K filed December 19, 2005 and Exhibit 3.1 to HSBC Finance Corporation’s Current
Report on Form 8-K filed November 30, 2010).

Bylaws of HSBC Finance Corporation, asAmended and Restated effective April 24, 2013 (incorporated by
reference to Exhibit 3.1 to HSBC Finance Corporation's Current Report on Form 8-K filed April 29, 2013).

Amended and Restated Standard Multiple-Series Indenture Provisions for Senior Debt Securities of HSBC
Finance Corporation dated as of December 15, 2004 (incorporated by referenceto Exhibit 4.1 to Amendment
No. 1 to HSBC Finance Corporation’s Registration Statements on Form S-3 Nos. 333-120494, 333-120495
and 333-120496.

Amended and Restated | ndenture for Senior Debt Securities dated as of December 15, 2004 between HSBC
Finance (successor to Househol d Finance Corporation) and U.S. Bank National Association (formerly known
as First Trust of Illinois, National Association, successor in interest to Bank of Americalllinois, formerly
known as Continental Bank, National Association), as Trustee, amending and restating the Indenture dated
as of October 1, 1992 between Household Finance Corporation and the Trustee (incorporated by reference
to Exhibit 4.3 to Amendment No. 1 to the HSBC Finance Corporation’s Registration Statement on Form
S-3, Registration No. 333-120494).

Amended and Restated | ndenture for Senior Debt Securities dated as of December 15, 2004 between HSBC
Finance (successor to Household Finance Corporation) and The Bank of New York Mellon Trust Company,
N.A. (formerly BNY Midwest Trust Company, formerly Harris Trust and Savings Bank), as Trustee,
amending and restating the Indenture dated as of December 19, 2003 between Household Finance
Corporation and the Trustee(incorporated by referenceto Exhibit 4.4 to Amendment No. 1to HSBC Finance
Corporation’s Registration Statement on Form S-3, Registration No. 333-120494).

Amended and Restated | ndenture for Senior Debt Securities dated as of December 15, 2004 between HSBC
Finance (successor to Household Finance Corporation) and The Bank of New York Mellon Trust Company,
NL.A. (as successor to J.P. Morgan Trust Company, National Association, as successor in interest to Bank
One, National Association, formerly known as the First National Bank of Chicago), as Trustee, amending
and restating theIndenture dated asof April 1, 1995 between Househol d Finance Corporation and the Trustee
(incorporated by referenceto Exhibit 4.5 to Amendment No. 1 to HSBC Finance Corporation’s Registration
Statement on Form S-3, Registration No. 333-120494).

Indenture for Senior Debt Securities dated as of March 7, 2007 between HSBC Finance and Wells Fargo
Bank, National Association (incorporated by reference to Exhibit 4.12 to HSBC Finance Corporation’s
Registration Statement on Form S-3, Registration No. 333-130580).

Indenture for Senior Subordinated Debt Securities dated December 17, 2008 between HSBC Finance and
TheBank of New YorkMellon Trust Company, N.A., as Trustee, asamended and supplemented (incorporated
by referenceto Exhibit 4.2 to HSBC Finance Corporation’ sRegistration Statement on Form S-3, Registration
No. 333-156219 and Exhibit 4.3 to HSBC Finance Corporation’s Current Report on Form 8-K filed
December 9, 2010).

Amended and Restated | ndenture for Senior Debt Securities dated as of December 15, 2004 between HSBC
Finance Corporation (successor to Household Finance Corporation) and The Bank of New York Mellon
Trust Company, N.A., as Trustee, amended and restating the Indenture for Senior Debt Securities dated
December 1, 1993 between Household Finance Corporation and The Bank of New York Mellon
Trust Company, N.A. (as successor to JPMorgan Chase Bank, N.A., as successor to The Chase Manhattan
Bank (National Association)), as Trustee (incorporated by reference to Exhibit 4.2 to Amendment No. 1 to
HSBC Finance Corporation’s Registration Statement on Form S-3, Registration No. 333-120495).

Amended and Restated | ndenture for Senior Debt Securities dated as of December 15, 2004 between HSBC
Finance Corporation (successor to Household Finance Corporation) and The Bank of New York Mellon
Trust Company, N.A., as Trustee, amended and restating the Indenture for Senior Debt Securities dated
March 1, 2001 and amended and restated April 30, 2003, between Household Finance Corporation and The
Bank of New York Mellon Trust Company, N.A. (as successor to JPMorgan Chase Bank, N.A., formerly
known as The Chase Manhattan Bank), as Trustee (incorporated by reference to Exhibit 4.2 to Amendment
No. 1to HSBC Finance Corporation’s Registration Statement on Form S-3, Registration No. 333-120496).
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4.9

10.1

10.2

12

14

21
23
24
31

32

101.INS
101.SCH
101.CAL
101.DEF
101.LAB
101.PRE

The principal amount of debt outstanding under each other instrument defining of the rights of Holders of
our long-term senior and senior subordinated debt does not exceed 10 percent of our total assets. HSBC
Finance Corporation agrees to furnish to the Securities and Exchange Commission, upon regquest, a copy of
each instrument defining the rights of holders of our long-term senior and senior subordinated debt.

Purchase and Assumption Agreement, dated August 10, 2011, among HSBC Finance Corporation, HSBC
USA Inc., HSBC Technology and Services (USA) Inc. and Capital One Financial Corporation (incorporated
by reference to Exhibit 2.1 of HSBC Finance Corporation’s Current Report on Form 8-K filed August 12,
2011).

Service Agreement between HSBC Finance Corporation and Patrick J. Burke, dated July 5, 2013.
(incorporated by reference to Exhibit 10.2 of HSBC Finance Corporation's Quarterly Report on Form 10-
Q for the period ended September 30, 2013, filed November 4, 2013).

Statement of Computation of Ratio of Earnings to Fixed Charges and to Combined Fixed Charges and
Preferred Stock Dividends.

Code of Ethics for Senior Financia Officers (incorporated by reference to Exhibit 14 of HSBC Finance
Corporation’sAnnual Report on Form 10-K for theyear ended December 31, 2004 filed February 28, 2005).

Subsidiaries of HSBC Finance Corporation.
Consent of KPMG LLP, Independent Registered Public Accounting Firm.
Power of Attorney (included on the signature page of this Form 10-K).

Certification of Chief Executive Officer and Chief Financial Officer pursuant to Section 302 of the Sarbanes-
Oxley Act of 2002.

Certification of Chief Executive Officer and Chief Financial Officer pursuant to Section 906 of the Sarbanes-
Oxley Act of 2002.

XBRL Instance Document®?

XBRL Taxonomy Extension Schema Document™®:®

XBRL Taxonomy Extension Calculation Linkbase Document™®
XBRL Taxonomy Extension Definition Linkbase Document®®
XBRL Taxonomy Extension Label Linkbase Document™®®
XBRL Taxonomy Extension Presentation Linkbase Document®?

@ Pursuant to Rule 405 of Regulation S-T, includes the following financial information included in our Annual Report on Form 10-K for the year ended
December 31, 2013, formatted in eX entsible Business Reporting Language (“XBRL") interactive datafiles: (i) the Consolidated Statement of Income (L 0ss)

for the years ended December 31, 2013, 2012 and 2011, (ii) the Consolidated Statement of Comprehensive Income (Loss) for the years ended December
31,2013, 2012 and 2011, (iii) the Consolidated Bal ance Sheet asof December 31, 2013and 2012, (iv) the Consolidated Statement of Changesin Sharehol ders
Equity for the years ended December 31, 2013, 2012 and 2011, (iv) the Consolidated Statement of Cash Flows for the years ended December 31, 2013,
2012 and 2011, and (v) the Notes to Consolidated Financial Statements.

@ Asprovided in Rule 406T of Regulation S-T, thisinformation shall be not be deemed “filed” for purposesof Section 11 and 12 of the SecuritiesAct of 1933,
as amended, and Section 18 of the Securities Exchange Act of 1934, as amended, or otherwise subject to liability under those sections.

Upon receiving awritten request, we will furnish copies of the exhibits referred to above free of charge. Requests should be made
to HSBC Finance Corporation, 26525 North Riverwoods Boulevard, Mettawa, I1linois 60045, Attention: Corporate Secretary.
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Index

Accounting:
new pronouncements 85, 108
policies (critical) 33
policies (significant) 101

Account management policies and practices 62

Assets:
by business segment 147
fair value of financial assets 151
fair value measurements 149
nonperforming 61, 117

Audit committee 170

Auditor'sreport 94

Balance sheet (consolidated) 97

Basdl Il 84

Basel Il 6,7, 12, 24, 45, 78, 131

Basis of reporting 29

Business:
consolidated performance review 27
focus 27
operations 4
organizational history 4

Capital:
2014 funding strategy 71
common equity movements 71
consolidated statement of changes 98
selected capital ratios 71

Cash flow (consolidated) 99

Cautionary statement regarding forward-looking statements
24

Committees 170
Competition 9

Compliance committee 171

Compliancerisk 81
Consumer business segment 5, 48, 144
Contingent liabilities:
critical accounting policy 37
litigation 156
Controls and procedures 163
Corporate governance and controls 10, 169
Customers 6
Credit quality 52
Credit risk:
accounting policy 103

concentration 69
critical accounting policy 33
management 76
Critical accounting policies and estimates 33
Current environment 25
Deferred tax assets 36, 133
Derivatives:
accounting policy 106
cash flow hedges 130
critical accounting policy 34
fair value hedges 129
income (expense) 44
non-qualifying hedges 130
notional value 131
Directors:
biographies 165
board of directors 165
executive 168
compensation (executives) 176
responsibilities 169
Discontinued operations 108
Employees:
compensation and benefits 176
number of 6
Equity:
consolidated statement of changes 98
ratios 71

Estimates and assumptions 33, 101
Executive overview 25
Fair value measurements;

assets and liabilities recorded at fair value on arecurring
basis 152

assets and liabilities recorded at fair value on anon-
recurring basis 153

fair value adjustments 149
financial instruments 150
hierarchy 73
transfersinto/out of Level 1 and Level 2 73, 153
transfersinto/out of Level 2 and Level 3 74, 153
valuation control framework 150
valuation techniques 154
Financial highlights metrics 21
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Financial liabilities:

designated at fair value 126

fair value of financia liabilities 151, 152
Forward looking statements 24
Funding 6, 28, 68

Gain (loss) from debt designated at fair value and related
derivatives 45, 126

Geographic concentration of receivables 69
Impairment:
accounting policy 103
credit losses 42, 118
critical accounting policy 33
nonaccrual receivables 61, 112
nonperforming receivables 61, 117
Income taxes:
accounting policy 107
critical accounting policy - deferred taxes 36
expense 132
Internal control 163
Interest income:
net interest income 40
sensitivity 79
Interest raterisk 79
Key performanceindicators 21
Legal proceedings 20, 156
Liabilities:
commitments 71
financial liabilities designated at fair value 126
lines of credit 69
long-term debt 70, 124
Lease commitments 72, 156
Liquidity and capital resources 69
Liquidity risk 77
Litigation and regulatory matters 20, 156
LTV Ratios 39
Loans and advances - see Receivables
Loan impairment charges - see Provision for credit losses
Market risk 79
Market turmoil - see Current environment

Model risk 84

Mortgage Lending products 38, 111

Net interest income 40

New accounting pronouncements adopted 108

New accounting pronouncements to be adopted in future
periods 85

Nominating and compensation committee 176
Off-bal ance sheet arrangements 72

Operating expenses 46

Operational risk 80

Other revenues 44

Pension and other postretirement benefits:
accounting policy 107
risk management 84
Performance, devel opments and trends 27
Profit (loss) before tax:
by segment - IFRSs basis 147
consolidated 95
Properties 19
Property and equipment:
accounting policy 105
Provision for credit losses 42, 118
Ratios:
capital 71
charge-off (net) 60
credit loss reserve related 53
delinquency 58
earnings to fixed charges - Exhibit 12
efficiency 47
financia 21
Re-aged receivables 68
Real estate owned 40
Receivables:
by category 38, 111
by charge-off (net) 60
by delinquency 58
geographic concentration 69
held for sale 120
modified and/or re-aged 64
nonaccrual 61, 112
overall review 38
risk concentration 69
troubled debt restructures 54, 113

Reconciliation of Non-U.S. GAAP financial measuresto U.S.

GAAP financial measures 92
Reconciliation of U.S. GAAP resultsto IFRSs 30
Regulation 6
Related party transactions 141
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Repurchase liability 45
Reputational risk 82
Results of operations 40
Risk committee 171
Risk and uncertainties 10
Risk factors 10
Risk management:
credit 76
compliance 81
interest rate 79
liquidity 77
market 79
model 84
operational 80
overview 74
pension 84
reputational 82
security and fraud 83
strategic 83
Security and fraud risk 83
Segment results - IFRSs basis:
consumer 48, 147
overall summary 48, 147

Selected financia data 21
Senior management:

biographies 168
Sensitivity:

projected net interest income 79
Share-based payments:

accounting policy 107
Statement of cash flows 99
Statement of changesin shareholders equity 98
Statement of comprehensive income (loss) 96
Statement of income (loss) 95
Strategic initiatives and focus 27
Strategic risk 83
Table of contents 2
Tangible common equity to tangible assets 71
Tax expense 132
Troubled debt restructures 54, 113
Unresolved staff comments 19
Variableinterest entities 148
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Signatures

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, HSBC Finance Corporation has duly
caused this report to be signed on its behalf by the undersigned, thereunto duly authorized on this, the 24th day of February, 2014.

HSBC FINANCE CORPORATION

By: /s Patrick J. Burke
Patrick J. Burke
Chief Executive Officer

Each person whose signature appears below constitutes and appoints P. D. Schwartz and K. P. Pisarczyk as his/her true and lawful
attorneys-in-fact and agents, with full power of substitution and resubstitution, for him/her in his’her name, place and stead, in
any and all capacities, to sign and file, with the Securities and Exchange Commission, this Form 10-K and any and all anendments
and exhibitsthereto, and all documentsin connection therewith, granting unto each such attorney-in-fact and agent full power and
authority to do and perform each and every act and thing requisite and necessary to be done, as fully to all intents and purposes
as he/she might or could do in person, hereby ratifying and confirming all that such attorneys-in-fact and agents or their substitutes
may lawfully do or cause to be done by virtue hereof.

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following persons
on behalf of HSBC Finance Corporation and in the capacities indicated on the 24th day of February, 2014.

Signature Title
/s P.J. BURKE Chief Executive Officer, Chairman and Director
(P. J. Burke) (as Principal Executive Officer)
/s P.D. AMEEN Director
(P. D. Ameen)
/s R.K.HERDMAN Director
(R. K. Herdman)
I/ G.A.LORCH Director
(G. A. Lorch)
/s B.R.PEREZ Director
(B. R. Perez)
/s L.M.RENDA Director
(L. M. Renda)
/s T.K.WHITFORD Director
(T. K. Whitford)
/s M.A.REEVES Executive Vice President and Chief Financia Officer
(M. A. Reeves) (as Principal Financial Officer)
/d E.K.FERREN Executive Vice President and Chief Accounting Officer
(E. K. Ferren) (as Principal Accounting Officer)
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Exhibit Index

3(i)

3(ii)

4.1

4.2

4.3

4.4

4.5

4.6

4.7

4.8

4.9

Amended and Restated Certificate of Incorporation of HSBC Finance Corporation effective as of
December 15, 2004, as amended (incorporated by reference to Exhibit 3.1 of HSBC Finance Corporation’s
Current Report on Form 8-K filed June 22, 2005, Exhibit 3.1(b) to HSBC Finance Corporation’s Current
Report on Form 8-K filed December 19, 2005 and Exhibit 3.1 to HSBC Finance Corporation’s Current
Report on Form 8-K filed November 30, 2010).

Bylaws of HSBC Finance Corporation, as Amended and Restated effective April 24, 2013 (incorporated by
reference to Exhibit 3.1 to HSBC Finance Corporation's Current Report on Form 8-K filed April 29, 2013).

Amended and Restated Standard Multiple-Series Indenture Provisions for Senior Debt Securities of HSBC
Finance Corporation dated as of December 15, 2004 (incorporated by referenceto Exhibit 4.1 to Amendment
No. 1 to HSBC Finance Corporation’s Registration Statements on Form S-3 Nos. 333-120494, 333-120495
and 333-120496).

Amended and Restated | ndenture for Senior Debt Securities dated as of December 15, 2004 between HSBC
Finance (successor to Househol d Finance Corporation) and U.S. Bank National Association (formerly known
as First Trust of Illinois, National Association, successor in interest to Bank of Americalllinois, formerly
known as Continental Bank, National Association), as Trustee, amending and restating the Indenture dated
as of October 1, 1992 between Household Finance Corporation and the Trustee (incorporated by reference
to Exhibit 4.3 to Amendment No. 1 to the HSBC Finance Corporation’s Registration Statement on Form
S-3, Registration No. 333-120494).

Amended and Restated Indenture for Senior Debt Securities dated as of December 15, 2004 between HSBC
Finance (successor to Household Finance Corporation) and The Bank of New York Mellon Trust Company,
N.A. (formerly BNY Midwest Trust Company, formerly Harris Trust and Savings Bank), as Trustee,
amending and restating the Indenture dated as of December 19, 2003 between Household Finance
Corporation and the Trustee (incorporated by referenceto Exhibit 4.4 to Amendment No. 1to HSBC Finance
Corporation’s Registration Statement on Form S-3, Registration No. 333-120494).

Amended and Restated | ndenture for Senior Debt Securities dated as of December 15, 2004 between HSBC
Finance (successor to Household Finance Corporation) and The Bank of New York Mellon Trust Company,
N.A. (as successor to J.P. Morgan Trust Company, National Association, as successor in interest to Bank
One, National Association, formerly known as the First National Bank of Chicago), as Trustee, amending
and restating theIndenture dated asof April 1, 1995 between Househol d Finance Corporation and the Trustee
(incorporated by referenceto Exhibit 4.5 to Amendment No. 1 to HSBC Finance Corporation’s Registration
Statement on Form S-3, Registration No. 333-120494).

Indenture for Senior Debt Securities dated as of March 7, 2007 between HSBC Finance and Wells Fargo
Bank, National Association (incorporated by reference to Exhibit 4.12 to HSBC Finance Corporation’s
Registration Statement on Form S-3, Registration No. 333-130580).

Indenture for Senior Subordinated Debt Securities dated December 17, 2008 between HSBC Finance and
TheBank of New YorkMellon Trust Company, N.A., as Trustee, asamended and supplemented (incorporated
by referenceto Exhibit 4.2 to HSBC Finance Corporation’ sRegistration Statement on Form S-3, Registration
No. 333-156219 and Exhibit 4.3 to HSBC Finance Corporation’s Current Report on Form 8-K filed
December 9, 2010).

Amended and Restated | ndenture for Senior Debt Securities dated as of December 15, 2004 between HSBC
Finance Corporation (successor to Household Finance Corporation) and The Bank of New York Mellon
Trust Company, N.A., as Trustee, amended and restating the Indenture for Senior Debt Securities dated
December 1, 1993 between Household Finance Corporation and The Bank of New York Mellon
Trust Company, N.A. (as successor to JPMorgan Chase Bank, N.A., as successor to The Chase Manhattan
Bank (National Association)), as Trustee (incorporated by reference to Exhibit 4.2 to Amendment No. 1 to
HSBC Finance Corporation’s Registration Statement on Form S-3, Registration No. 333-120495).

Amended and Restated | ndenture for Senior Debt Securities dated as of December 15, 2004 between HSBC
Finance Corporation (successor to Household Finance Corporation) and The Bank of New York Mellon
Trust Company, N.A., as Trustee, amended and restating the Indenture for Senior Debt Securities dated
March 1, 2001 and amended and restated April 30, 2003, between Household Finance Corporation and The
Bank of New York Mellon Trust Company, N.A. (as successor to JPMorgan Chase Bank, N.A., formerly
known as The Chase Manhattan Bank), as Trustee (incorporated by reference to Exhibit 4.2 to Amendment
No. 1 to HSBC Finance Corporation’s Registration Statement on Form S-3, Registration No. 333-120496).

The principal amount of debt outstanding under each other instrument defining of the rights of Holders of
our long-term senior and senior subordinated debt does not exceed 10 percent of our total assets. HSBC
Finance Corporation agrees to furnish to the Securities and Exchange Commission, upon request, acopy of
each instrument defining the rights of holders of our long-term senior and senior subordinated debt.
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10.1 Purchase and Assumption Agreement, dated August 10, 2011, among HSBC Finance Corporation, HSBC
USA Inc., HSBC Technology and Services (USA) Inc. and Capital One Financial Corporation (incorporated
by reference to Exhibit 2.1 of HSBC Finance Corporation’s Current Report on Form 8-K filed August 12,
2011).

10.2 Service Agreement between HSBC Finance Corporation and Patrick J. Burke, dated July 5, 2013.
(incorporated by reference to Exhibit 10.2 of HSBC Finance Corporation's Quarterly Report on Form 10-
Q for the period ended September 30, 2013, filed November 4, 2013).

12 Statement of Computation of Ratio of Earnings to Fixed Charges and to Combined Fixed Charges and
Preferred Stock Dividends.

14
Code of Ethics for Senior Financial Officers (incorporated by reference to Exhibit 14 of HSBC Finance
Corporation’sAnnual Report on Form 10-K for theyear ended December 31, 2004 filed February 28, 2005).

21 Subsidiaries of HSBC Finance Corporation.
23 Consent of KPMG LLP, Independent Registered Public Accounting Firm.
24 Power of Attorney (included on the signature page of this Form 10-K).
31 Certification of Chief Executive Officer and Chief Financial Officer pursuant to Section 302 of the Sarbanes-
Oxley Act of 2002.
32 Certification of Chief Executive Officer and Chief Financial Officer pursuant to Section 906 of the Sarbanes-
Oxley Act of 2002.
101.INS XBRL Instance Document™®®
101.SCH XBRL Taxonomy Extension Schema Document®
101.CAL XBRL Taxonomy Extension Calculation Linkbase Document™®®
101.DEF XBRL Taxonomy Extension Definition Linkbase Document®?
101.LAB XBRL Taxonomy Extension Label Linkbase Document™®®
101.PRE XBRL Taxonomy Extension Presentation Linkbase Document™®®

(6]

@

Pursuant to Rule 405 of Regulation S-T, includes the following financial information included in our Annua Report on Form 10-K for the year ended
December 31, 2013, formatted in eXentsible Business Reporting Language (“ XBRL") interactive datafiles: (i) the Consolidated Statement of Income (L0ss)

for the years ended December 31, 2013, 2012 and 2011, (ii) the Consolidated Statement of Comprehensive Income (L oss) for the years ended December
31,2013, 2012 and 2011, (jii) the Consolidated Balance Sheet asof December 31, 2013and 2012, (iv) theConsolidated Statement of Changesin Shareholders
Equity for the years ended December 31, 2013, 2012 and 2011, (iv) the Consolidated Statement of Cash Flows for the years ended December 31, 2013,
2012 and 2011, and (v) the Notes to Consolidated Financial Statements.

Asprovidedin Rule 406T of Regulation S-T, thisinformation shall be not be deemed “filed” for purposes of Section 11 and 12 of the SecuritiesAct of 1933,
as amended, and Section 18 of the Securities Exchange Act of 1934, as amended, or otherwise subject to liability under those sections.
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EXHIBIT 12

HSBC FINANCE CORPORATION
COMPUTATION OF RATIO OF EARNINGS (LOSS) TO FIXED CHARGES AND TO
COMBINED FIXED CHARGES AND PREFERRED STOCK DIVIDENDS

Twelve Months Ended December 31, 2013 2012 2011 2010 2009
(dollars are in millions)
Income (loss) from continuing OPErations..........cocceureeirinieirses s $ 713 $ (2405 $ (2326) $ (2,549 (5,908)
Income tax (expense) DENEFit ... (325) 1,406 1,431 1,453 2,881
Income (loss) from continuing operations before income tax (expense) benefit .... 1,038 (3,811 (3,757) (4,002) (8,789)
Fixed charges:
INEEIESE EXPENSE ...t 1,370 1,777 2,346 2,905 3,602
Interest portion of rentals' 5 8 9 7 34
Total fixed charges 1,375 1,785 2,355 2,912 3,636
Total earnings from continuing operations as defined ... $ 2413 $ (2026) $ (14020 $  (1,090) (5,153)
Ratio of €arnings to fiXed CHAagES. ... L75  (L14)  (80)  (37)  (1L42)
Preferred SIocK AIVIENOS™ ............ooovorrrerieeeeereeeeees s sssssesses s ssssseees $ 189 $ 189 $ 194 $ 57 57
Ratio of earnings to combined fixed charges and preferred stock dividends.......... 1.54 (1.03) (.55) (:37) (1.40)

(1) Representsone-third of rentals, which approximates the portion representing interest.
(2) Preferred stock dividends are grossed up to their pretax equivalents.



Subsidiaries of HSBC Finance Corporation

EXHIBIT 21

US - State
Names of Subsidiaries Organized
Beneficial Commercial Corporation Delaware
Beneficial Commercial Holding Corporation Delaware
Beneficial Company LLC Delaware
Beneficia Connecticut Inc. Delaware
Beneficia Consumer Discount Company Pennsylvania
dbaBMC of PA
Beneficial Credit ServicesInc. Delaware
Beneficial Credit Services of Connecticut Inc. Delaware
Beneficial Credit Services of Mississippi Inc. Delaware
Beneficial Credit Services of South Carolinalnc. Delaware
Beneficia Direct, Inc. New Jersey
Beneficial Finance Co. Delaware
Beneficial Financial | Inc. Cdlifornia
dba Beneficial Member HSBC Group
Beneficial FloridaInc. Delaware
Beneficial Homeowner Service Corporation Delaware
Beneficial Kentucky Inc. Delaware
Beneficia Leasing Group, Inc. Delaware
Beneficial Loan & Thrift Co. Minnesota
Beneficial Louisianalnc. Delaware
Beneficial Maine Inc. Delaware
dba Beneficial Credit Services of Maine
Beneficia Management Corporation of America Delaware
Beneficial Massachusetts Inc. Delaware
Beneficial Michigan Inc. Delaware
Beneficial Mortgage Corporation Delaware
Beneficia New Hampshire Inc. Delaware
Beneficial New York Inc. New York
Beneficial Oregon Inc. Delaware
Beneficial Rhode Island Inc. Delaware
Beneficia South Dakota Inc. Delaware
Beneficia Tennessee Inc. Tennessee
Beneficia West Virginia, Inc. West Virginia
Beneficia Wyoming Inc. Wyoming
BFC Insurance Agency of Nevada Nevada
Cal-Pacific Services, Inc. Cdifornia
Capital Financia ServicesInc. Nevada

dba Capital Financial Services| Inc.
dba Capital Financial Services No. 1 Inc.
dba CFSl, Inc.

dbaHB Financia Services

Decision One Mortgage Company, LLC
HFC Commercial Realty, Inc.

HFC Company LLC

HFC Leasing Inc.

North Carolina
Delaware
Delaware
Delaware



US - State

Names of Subsidiaries Organized
Household Capital Markets LLC Delaware
Household Commercia Financia Services, Inc. Delaware
Household Commercia of California, Inc. Cdifornia
Household Finance Consumer Discount Company Pennsylvania
Household Finance Corporation |1 Delaware
dba Household Finance Corporation of Virginia

Household Finance Corporation 111 Delaware
dba HFC Mortgage of Nebraska

dba Household Mortgage Services

dba HSBC Mortgage

Household Finance Corporation of Alabama Alabama
Household Finance Corporation of California Delaware
Household Finance Corporation of Nevada Delaware
Household Finance Corporation of West Virginia West Virginia
Household Finance Industrial Loan Company of lowa lowa
Household Finance Realty Corporation of Nevada Delaware
Household Finance Realty Corporation of New Y ork Delaware
Household Financial Center Inc. Tennessee
Household Global Funding, Inc. Delaware
Household Industrial Finance Company Minnesota
Household Industrial Loan Co. of Kentucky Kentucky
Household Insurance Agency, Inc. Nevada Nevada
Household Insurance Group Holding Company Delaware
Household Ireland Holdings Inc. Delaware
Household Pooling Corporation Nevada
Household Realty Corporation Delaware
dba Household Realty Corporation of Virginia

Household Servicing, Inc. Delaware
Household Servicing Limited Partnership Delaware
HSBC Card ServicesInc. Delaware
HSBC Consumer Lending (USA) Inc. Delaware
HSBC Credit Center, Inc. Delaware
HSBC Home Equity Loan Corporation | Delaware
HSBC Home Equity Loan Corporation |1 Delaware
HSBC Mortgage Services Inc. Delaware
HSBC Retail ServicesInc. Delaware
HSBC Taxpayer Financial ServicesInc. Delaware
HSBC TFS12005LLC Delaware
HSBC TFS11 2005 LLC Delaware
Mortgage One Corporation Delaware
Mortgage Two Corporation Delaware
Neil Corporation Delaware
Palatine Hills Leasing, Inc. Delaware
PHL Four, Inc. New Jersey
Real Estate Collateral Management Company Delaware
Renaissance Bankcard Services of Kentucky Kentucky



US - State

Names of Subsidiaries Organized
Silliman Associates Limited Partnership M assachusetts
Silliman Corporation Delaware
SPE 1 2005 Manager Inc. Delaware
Non-US Affiliates

Country
Names of Subsidiaries Organized
BFC Ireland (Holdings) Limited Ireland

ICOM Limited

Bermuda



EXHIBIT 23

Consent of Independent Registered Public Accounting Firm

To the Board of Directors
HSBC Finance Corporation

We consent to the incorporation by reference in the Registration Statement No. 333-174628 on Form S-4 of HSBC
Finance Corporation of our report dated February 24, 2014, with respect to the consolidated balance sheet of HSBC
Finance Corporation and subsidiaries as of December 31, 2013 and 2012, and the related consolidated statements of
income (loss), comprehensive income (loss), changes in shareholders’ equity, and cash flows for each of the yearsin
thethree-year period ended December 31, 2013, which report appearsin the December 31, 2013 annual report on Form
10-K of HSBC Finance Corporation.

Our report refers to HSBC Finance Corporation’s adoption of the provisions of Accounting Standards Update No.
2011-02 - Receivables (Topic 310): A Creditor’s Determination of Whether a Restructuring Is a Troubled Debt
Restructuring, in the third quarter of 2011.

/s KPMGLLP
Chicago, Illinois
February 24, 2014



EXHIBIT 31

CERTIFICATION OF CHIEF EXECUTIVE OFFICER AND CHIEF FINANCIAL OFFICER
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

Certification of Chief Executive Officer

I, Patrick J. Burke, Chairman of the Board and Chief Executive Officer of HSBC Finance Corporation, certify that:

1
2.

| have reviewed this report on Form 10-K of HSBC Finance Corporation;

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading
with respect to the period covered by this annual report;

Based on my knowledge, the financial statements, and other financial information included in this report, fairly presentin all
material respectsthefinancial condition, resultsof operationsand cash flowsof theregistrant asof, and for, the periodspresented
in this report;

Theregistrant’sother certifying officer and | areresponsiblefor establishing and maintai ning disclosure control sand procedures
(asdefinedin ExchangeAct Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (asdefinedin Exchange
Act Rules 13a-15(f) and 15d-15(f)) for the registrant and we have:

a. designed such disclosure controls and procedures, or caused such disclosure controls and proceduresto be designed
under our supervision, to ensure that material information relating to the registrant, including its consolidated
subsidiaries, is made known to us by others within those entities, particularly during the period in which this report
is being prepared;

b. designed suchinternal control over financial reporting, or caused such internal control over financial reporting to be
designed under our supervision, to provide reasonabl e assurance regarding the reliability of financial reporting and
the preparation of financial statements for external purposes in accordance with generally accepted accounting
principles;

c. evauated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by
this report based on such evaluation; and

d. disclosed in this report any change in the registrant’s internal control over financia reporting that occurred during
the registrant’s most recent fiscal quarter that has materially affected, or isreasonably likely to materialy affect, the
registrant’s internal control over financial reporting; and

The registrant’s other certifying officer and | have disclosed, based on our most recent evaluation of internal control over
financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons
performing the equivalent functions):

a. dl significant deficiencies and material weaknesses in the design or operation of internal controls over financial
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and
report financial information; and

b. any fraud, whether or not material, that involves management or other employees who have asignificant rolein the
registrant’sinternal control over financial reporting.

Date: February 24, 2014

/s/ PATRICK J. BURKE

Patrick J. Burke
Chairman of the Board and Chief Executive
Officer




Certification of Chief Financial Officer

I, Michael A. Reeves, Executive Vice President and Chief Financial Officer of HSBC Finance Corporation, certify that:

1
2.

| have reviewed this report on Form 10-K of HSBC Finance Corporation;

Based on my knowledge, thisreport does not contain any untrue statement of amaterial fact or omit to state amaterial
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 annual report;

Based on my knowledge, the financial statements, and other financial information included in this report, fairly
present in all material respects the financia condition, results of operations and cash flows of the registrant as of,
and for, the periods presented in this report;

The registrant’s other certifying officer and | are responsible for establishing and maintaining disclosure controls
and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financia
reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and we have:

a. designed such disclosure controls and procedures, or caused such disclosure controls and proceduresto be

designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, ismade known to us by otherswithin those entities, particularly during the period
in which thisreport is being prepared;

designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervision, to provide reasonabl e assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purposes in accordance with
generally accepted accounting principles;

evaluated the effectiveness of theregistrant’sdisclosure controlsand procedures and presented in thisreport
our conclusions about the effectiveness of the disclosure controlsand procedures, as of the end of the period
covered by this report based on such evaluation; and

disclosed in thisreport any changein the registrant’sinternal control over financial reporting that occurred
during the registrant's most recent fiscal quarter that has materially affected, or is reasonably likely to
materially affect, the registrant’sinternal control over financial reporting; and

5. Theregistrant’s other certifying officer and | have disclosed, based on our most recent eval uation of internal control

over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or
persons performing the equivalent functions):

a. dl significant deficiencies and material weaknesses in the design or operation of internal controls over

financial reporting which are reasonably likely to adversely affect theregistrant’s ability to record, process,
summarize and report financial information; and

any fraud, whether or not material, that involves management or other employees who have a significant
rolein theregistrant’sinternal control over financial reporting.

Date: February 24, 2014

/s MICHAEL A. REEVES

Michael A. Reeves
Executive Vice President and
Chief Financial Officer




EXHIBIT 32

CERTIFICATION OF CHIEF EXECUTIVE OFFICER AND CHIEF FINANCIAL OFFICER
PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

Certification Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002

The certification set forth below is being submitted in connection with the HSBC Finance Corporation (the “ Company”) Annual
Report on Form 10-K for the period ending December 31, 2013 asfiled with the Securities and Exchange Commission on the date
hereof (the“ Report”) for the purpose of complying with Rule 13a-14(b) or Rule 15d-14(b) of the Securities ExchangeAct of 1934
(the “Exchange Act”) and Section 1350 of Chapter 63 of Title 18 of the United States Code.

I, Patrick J. Burke, Chairman of the Board and Chief Executive Officer of the Company, certify that:
1. the Report fully complies with the requirements of Section 13(a) or 15(d) of the Exchange Act; and

2. theinformation contained in the Report fairly presents, in all material respects, the financial condition and results
of operations of HSBC Finance Corporation.

Date: February 24, 2014

/sl PATRICK J. BURKE

Patrick J. Burke

Chairman of the Board and Chief Executive
Officer




Certification Pursuant to 18 U.S.C. Section 1350,
As Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

The certification set forth below is being submitted in connection with the HSBC Finance Corporation (the “ Company”) Annual
Report on Form 10-K for the period ending December 31, 2013 asfiled with the Securities and Exchange Commission on the date
hereof (the“Report”) for the purpose of complying with Rule 13a-14(b) or Rule 15d-14(b) of the Securities Exchange Act of 1934
(the “Exchange Act™) and Section 1350 of Chapter 63 of Title 18 of the United States Code.

I, Michael A. Reeves, Executive Vice President and Chief Financial Officer of the Company, certify that:
1. the Report fully complies with the requirements of Section 13(a) or 15(d) of the Exchange Act; and

2. theinformation contained in the Report fairly presents, in all material respects, the financial condition and results
of operations of HSBC Finance Corporation.

Date: February 24, 2014

/s MICHAEL A. REEVES

Michael A. Reeves
Executive Vice President
and Chief Financial Officer

These certifications accompany each Report pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 and shall not, except to
the extent required by the Sarbanes-Oxley Act of 2002, be deemed filed by HSBC Finance Corporation for purposes of Section 18
of the Securities Exchange Act of 1934, as amended.

Signed originals of these written statements required by Section 906 of the Sarbanes-Oxley Act of 2002 have been provided to
HSBC Finance Corporation and will be retained by HSBC Finance Corporation and furnished to the Securities and Exchange
Commission or its staff upon request.
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