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PART 1

Item 1. Financial Statements

CONSOLIDATED STATEMENT OF INCOME (LOSS) (UNAUDITED)

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

2020 2019 2020 2019

(in millions)

Interest income:

LLOAINS ettt et et ettt et e et e st eae et e eae e e eaean $ 580 $ 743 $ 1,218 $ 1,459
SECUTTLIES ...ttt et ettt ettt et e e testesae st e beseensenseseeneeseeseeseeseesessessesesesenean 262 298 505 602
TTAAING SECULTEICS ....veuvieeiieeieeieiieste sttt sttt et ettt et e st e et e et eneesneenaesneenseeneeeeas 48 67 128 130
Short-term INVESLMENLS ....c.ceviuiiiriiriiriertinenertet ettt ettt st 23 173 110 349
OtRCT . ettt ettt sttt 5 20 24 38
TOtal INLEreSt INCOME............................cccueeeeeeeeeeeeeeeeeeeeeeeeee e 918 1,301 1,985 2,578
Interest expense:
DIEPOSIES ..ottt ettt ettt ettt et h et ettt ettt et e et sae et eneenbeeneenean 200 380 521 713
Short-term DOTTOWINES .....c.eeveiiiriiriirieitinene sttt s 15 68 55 130
LoNg-term deDt.....cccveeeieiieiieiieiee e et 162 306 360 618
ORCT . ettt ettt bbbt 3 7 7 15
Total INLErest EXPENSe. ..................ccveeeereeeeeeeeereeeeseseesseeeesse s eseessesseessesseessesseesaeses 380 761 943 1,476
INEE INLETEST INCOIMNE ...vvveeeiieiieieee ettt eeeet e e eete e e e e e aaaeeeeeesaaeeeeeesenaaaeeessennsereeeeeanns 538 540 1,042 1,102
Provision fOr Credit IoSSES ... ..covuieiirieiiiee e 219 46 945 104
Net interest income after provision for credit [0SSes...................ccccovveeeeecvevieeecnnann. 319 494 97 998
Other revenues:
Credit Card fEES, TET ....ouveieeeeie e et e e e eae e e eaeeeens 9 18 20 30
Trust and investment management feeS ...........ccvevireeriiecienieieneee e 33 31 64 61
Other fees and COMMUISSIONS .....cccueeieririierieiertieieetiee ettt 137 162 288 309
TTAdING TEVEIUE.......eitieiiietieiieiie ettt ettt sttt ettt et e et et e saeenaesaeenbeeneeneeas 192 123 206 256
Other SECUTIIES ZAINS, NET ....c.eeviruiririirtireriertetet ettt ettt ettt eeene 31 23 59 30
Servicing and other fees from HSBC affiliates.........ccccceeeeeerinieninenincncncncnene 81 88 169 169
Gain (loss) on instruments designated at fair value and related derivatives........... 22 17 — (26)
Other INCOME (10SS) ..cuvveuvierieiieieiieie it ete st ettt et et et e e e e sbeesbeereessesaeeaessaesseesaeseas 41) 8 45 3)
Total OtREF FEVERMUES ...ttt 464 436 851 826
Operating expenses:
Salaries and employee Denefits .........cccvivereririenienienieieieeeeeereseee e 190 221 397 431
Support services from HSBC affiliates ........c.ccveverieriirienieiereeieceeeseee e 389 411 771 791
OCCUPANCY CXPENSE, NET....vveurieeierierierreeiereessesseesesssesseessesseessesseessesseessesssessesssessens 38 48 178 93
Goodwill impairment (NOLE 8).......ccevierierierieriieieeierieeeesre et ere e e saeseeesreeaesneas — — 784 —
OtRET EXPEIISES ..vvevvietieeiieeieeeteeiteesteerteesteesteessbeeteesssesseessseeseesssaeseesssesseesssesnse 110 94 202 209
Total OPerating EXPENSes..................coccueecueeeeeaciieeieeiiesee et esaeesteesteesaeesseessseenseenanas 727 774 2,332 1,524
Income (10sS) before INCOME taX.......cccuieiiieriieiieeie ettt e ere e e v 56 156 (1,384) 300
Income tax expense (DENETit)........ccovvievierieriiiieieciee et 49 35 (108) 70
INEEIRCOME (IOSS) ...ttt $ 7 8 121 $(1,276) 230

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

June 30, June 30,
2020 2019 2020 2019
(in millions)
INEETRCOME (LOSS) ...ttt ettt re s $ 7 $ 121 $(1,276) $ 230
Net change in unrealized gains (losses), net of tax:

INVESTMENT SECULTEIES ....veeeeneieiietieieetieie ettt ettt et e e nees 110 220 868 399

Fair value option liabilities attributable to our own credit spread...........c.cccc....... (261) 7 146 (104)

Derivatives designated as cash flow hedges.........coccevveviirieieiienecieeee, 3 5 93 19

Pension and post-retirement benefit plans...........ccccevveeeverieceniecenieeceee e — — — 3)
Total other comprehensive income (l0SS)..................coccoeveeceeeeeceeeieirieeerieeeesre s (148) 232 1,107 311
Comprehensive iNCOME (10SS) ...............c..coeeveeeierieeiiieieeeeee et $ (141) 353 § (169) § 541

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

June 30,
2020

December 31,

2019

(in millions, except share

data)
Assets™
Cash and due from banks $ 1,266 $ 1,744
Interest bearing deposits With DANKS..........c.ccorieiiiiiiiiieieeieeete ettt es e es e esene s 17,734 2,038
Federal funds sold and securities purchased under agreements t0 reSell............cooevirireiiirireerineee e 29,255 17,838
Trading assets (includes $2.8 billion and $336 million pledged to creditors at June 30, 2020 and December 31,

2019, TESPECHIVELY) ...ttt e e et et eeteeteeaeeaeessens et et eeseeseessessesseneensesseeseeseeseeseeneensensensenses 32,409 28,452
Securities available-for-sale (includes $1.7 billion and nil pledged to creditors at June 30, 2020 and

December 31, 2019, respectively, and an allowance for credit losses of $3 million at June 30, 2020) ............. 41,668 35,663
Securities held-to-maturity, net of allowance for credit losses of $2 million at June 30, 2020 (fair value of

$12.1 billion and $13.4 billion at June 30, 2020 and December 31, 2019, respectively).........cccccovvveeerereerennnn.. 11,635 13,293
Loans (includes $35 million designated under fair value option at June 30, 2020) .........cccooveriereriernieriereieeenenens 72,468 68,553
Less — alloOWANCE fOI CTEAIL LOSSES........uuiiiueiiieeeeieie ettt ettt ee e e e et e e eateeeteeeeaeeesnseeeseeeneeesnneesnseeenees 1,192 637

) 0 1 0 TN 1 (=1 AR 71,276 67,916
Loans held for sale (includes $45 million and $178 million designated under fair value option at June 30,

2020 and December 31, 2019, TESPECHVELY).......vurvevveeeireeeieeeeeeeeteeeeeeesese e seseae s sesese e s sessaesesessseseesenens 147 289
Properties and EqUIPIMENT, NEL.........cuecierierierierieteeteetteteteteste e ste e eteeseeseeseessessessesseeseeseeseessessensessessessessesseeseensensens 148 177
(@170 T 4 1) SRR 458 1,242
Other assets, net of allowance for credit losses of $4 million at June 30, 2020 .........c.c.covveeeeveeeceeeceeeieeeeeeeereeneen 6,866 6,723
TOTAL ASSELS.............c.eoeeeeeeeeeeeeeeeeeeeeee et ettt e et e et et et e et e et e e e e te et e et e st e et e eae e et e et e e eeaeeenaeas $ 212,862 $ 175,375
Liabilities™ -

Debt:
Domestic deposits:
NONINEEIEST DEATINE ...c.veveveeiieiienieiesieeteeeeeeeetetetet et esteetessesseeseessessessessessesseeseeseessensessensensenseasenseessessensenes $ 30,902 $ 24,132
Interest bearing (includes $5.4 billion and $7.2 billion designated under fair value option at June 30,
2020 and December 31, 2019, 1€SPECtIVELY) .....cveuiriiiriiiiiirieiiiiee ettt 117,015 90,766
Foreign deposits:
INONINEETESE DEATIIZ ....vevivieeieiieiieietete et ete et et et et et e e s testestee st eseessessessesesseeseeseessessensansessessessessessseneensansens 175 137
Interest bearing . 7,941 4,658
TOLAL AEPOSIES ...ttt ettt ettt ettt etttk et st et e e bt et e s e b et es et e st e b e s es e e b emees e b es e eb e s es e b ene e b et eseabeneereneneas 156,033 119,693
Short-term borrowings (includes nil and $373 million designated under fair value option at June 30, 2020

and December 31, 2019, TESPECHIVELY) .....uvvvvreieerereeieeeeseeeeeteeeeeeee et ese et eseses et esesssae et ese e sessassesessnesa s 6,102 3,659
Long-term debt (includes $9.3 billion and $10.3 billion designated under fair value option at June 30, 2020

and December 31, 2019, T@SPECHIVELY) .....ou.vruvrerereeiereeeeeeeeeeseeee s eraesesaesseesessesessesessenessenaesesaesseessasnesanes 25,746 26,697

TOLAL AEDE ...ttt ettt ettt s et b e b e st b e st e b e s e st b e st e b e s e et b en e eb et e st b e ntebe s es et ent et e e eneetenene 187,881 150,049
TTAAING THADTIEIES ....ceveeneeieteteeee ettt ettt st b e bt s et e et e b b e bt e bt eatest e st e benbesbesaesbeebeeneeneensens 3,218 3,235
Interest, taxes and Other LHADIIITIES ..........cc.ooiiiiiiieiciee ettt et e et et e et e eereeeenaeeereeeaeeeennes 3,619 3,835
TOUALLIADITIIES ...................oneee ettt s ettt e bbb en et a sttt e st s enene 194,718 157,119
Equity

Preferred stock (no par value; 40,999,000 shares authorized; 1,265 shares issued and outstanding at both June

30,2020 and December 31, 2019) ..ottt ettt ettt ettt ettt et te st tesbeeseeneenteneen 1,265 1,265
Common equity:

Common stock ($5 par; 150,000,000 shares authorized; 714 shares issued and outstanding at both June 30,

2020 and December 31, 2019)......cciiiieiieiieieeieeie ettt ettt et ste e e et e b e e sae e saa e taenraenteesbeensaeseenbeenaaans — —
Additional Paid-in CAPILAL........eeuiriiiiieiier ettt ettt be bt et 15,746 15,736
REtAINEA CAITINES ....ccuveueiiiiiiieteee ettt sttt b et s et e e e b bt e bt e bt eat e st et e se b e sbesbesbeebeeneententens 303 1,534
Accumulated other comprehensive INCOME (L0SS)......eviruerieriiriririeieieieest ettt ettt aeaens 830 (279)

TOtAl COMIMON EQUILY «..vveuvenveieeieiieeiesieietetesteeteeteeteeseessessessessessesseeseeseeseensessensensensesseaseessessessensensessessessessesseensensens 16,879 16,991
TOUAL @QUILY ...ttt et et e e b e besbe st e e s e e st ase e st e st ess e s e s eeseeseesaesaessensensensesseaseeseaseaseensensansan 18,144 18,256
Total liabilities N eqUILY .....................c.cocoeeeueeeeeirieeieieeeeeeeee ettt s et ettt s et et te st sa et e s eseeseseesessenis $ 212,862 § 175,375

(]

The following table summarizes assets and liabilities related to our consolidated variable interest entities ("VIEs") at June 30, 2020 and December 31, 2019.

Assets and liabilities exclude intercompany balances that eliminate in consolidation. See Note 17, "Variable Interest Entities," for additional information.
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June 30, December 31,
2020 2019
(in millions)
Assets
| 10T SRR PSUPRUSO $ 39 § —
OFNET @SSELS .....euvevveiieteuertetet ettt ettt ettt et et b et ea bbbt st et e b b et s e bt eb s et et bt st s eh et se b st e et bt bebea et nenean 86 98
TOLAL @SSELS ...ttt ettt ettt b ettt h et b et b ettt bbbttt h et st b sttt b et b bttt neneas $ 125§ 98
Liabilities -
Interest, taxes and Other TADIIILIES .........c.cuivieiiiiieietietei ettt ettt ettt st et te et e s eseesa s essetesse s eseesessesseneesas $ 23§ 38
Total liabilities 23§ 38

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

Three Months Ended June 30, 2020 2019
(in millions)

Preferred stock

Balance at beginning and end Of PEIiOd .........corueuiriiiiiieie ettt $ 1,265 $ 1265

Common stock
Balance at beginning and end of period — —

Additional paid-in capital

Balance at beginning of period 15,741 15,736
EMPIOYEE DENETIt PLANS. ....cueiuiiiitietietieiieiee ettt b e bt e a ettt et et e st s be bt eb e e st e st e st et et e nbenbeebeeneeas 5 2)
Balance at €nd OF PEIIOQ .......oouieuiiieieieieteee ettt ettt et e et e st et et e s be et e e bt e bt st en e e st et e bebentesresrenneene 15,746 15,734
Retained earnings
Balance at beginning 0f PEriOq. ... ....oirueuiiiiiiiee ettt a ettt nenean 335 1,607
INEE IIICOIMIC ...ttt ettt ettt st b ettt b e s et e b e eb e s et b e e ea e s s st b e e e st st eb e e eseea et eae s eseeneneenenee 7 121
Cash dividends declared on preferred STOCK ........o.iviiiriririeieeeeee ettt 39 (38)
Balance at €nd OF PEIIOE .......coueuiriiiiiieirii ettt ettt ee 303 1,690
Accumulated other comprehensive income (loss)
Balance at beginning 0f PEriOq. ... .....oiri ettt ettt a ettt nenean 978 (287)
Other comprehensive income (loss), net of tax (148) 232
Balance at €nd OF PEIIOM .......oouieuiiiiiiiieiie ettt ettt et a st ettt e bbbt b e et a b et et et e nbesbesbenaeene 830 (55)
T0tal COMMON CQUILY..................c.c.ooomimiiiiiiiiiiiiie e 16,879 17,369
TOTAL @QUILY ...ttt ettt et e st e et e et e s et e se e st e st e st e s s e be e s e eseeseese e st e st e s s e b e b e ebeeseeseeseese e st entenseteseeneanean $ 18,144 $ 18,634
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY (Continued) (UNAUDITED)
Six Months Ended June 30,

2020

2019

Preferred stock
Balance at beginning and end Of PETIOQ .......ccuieieieieriiiecieieceeee ettt b st et eeseese e s e s essessessessansens
Common stock

Balance at beginning and end Of PETIOA .......co.eiuiiiiiiiiiie ettt et s ene
Additional paid-in capital
Balance at beginning of period

REtUIN OF CAPILAL 10 PATEIL ...c.veuvieieeieeieiieiieietete ettt ettt et e et te et e ese e st esaessessessebensesseesessaeseeseensensensensansensensenses
EMPIOYEE DENETIL PLANS. ....cuviiitiiticiieiieieieietet ettt ettt et e ebeeteesaessesbesbessessassessesseeseeseessensensensansensensenses

Balance at end of period
Retained earnings
Balance at beginning Of PETIOA. .....co.eeuiiieiiieierese sttt ettt et et et et s b bt e bt e bt eat e st et et et e sbesbesbenaeene

Cumulative effect adjustment to initially apply new accounting guidance for measuring credit losses on financial
assets measured at amOrtized COSt, NEE OF TAX .....viiiviiieiiieiie ettt e et e e e e e steeeaeessnaeeeraeeeneeesnneas

Cumulative effect adjustment to initially apply fair value option accounting election, as permitted under new
accounting guidance, to certain student loans held for investment, net of taX .........ccccoeeveririneinenninecneneeene

Reclassification from accumulated other comprehensive income (loss) of cumulative effect adjustment to
initially apply new accounting guidance for measuring credit losses on securities available-for-sale, net of tax .

Cumulative effect adjustment to initially apply new accounting guidance for leases to recognize the previously
deferred gain on the sale and leaseback of property, Net 0f taX ........ccecvevievieiiererierierereeeeeee e

Balance at beginning of period, adJUSTEA ........co.eiiiiiiiiiiee ettt
INEE TNCOIMIE (L0SS) 1.veuvertetieiieitetetet ettt ettt ettt ettt bt e st e st et et et e e b e bt e bt e bt e st e st en e b e sbeebeebesbeeseententensebenbesbeebeenean

Cash dividends declared on preferred stock ...

Balance at €nd OF PETIOQ .......ceiiiieieieieceeiet ettt ettt et e e st e s te st e e aeesee st e e ensenbesseeseeseeseeseensensensensensensanseene
Accumulated other comprehensive income (loss)
Balance at beginning 0f PEriOq. ... ....oiiueuiiiiiiee ettt ettt n ettt nenean

Reclassification to retained earnings of cumulative effect adjustment to initially apply new accounting guidance
for measuring credit losses on securities available-for-sale, net 0f taX ........ccoccevverierieririeieieeeee e

Balance at beginning of period, adJUSTEA .........c..eiriiiiiiiie ettt

Other comprehensive INCOME, NEt OF TAX ......ccuiriiririieriiiete ettt ettt eb e bttt e et e bbb b eas
Balance at €nd OF PEIIOM .......oouieuiiiiiieiieiieee ettt et a e s et et et et e bbbt bt atea b et et et e nbesbesbenaeene
TOtAl COMMON @QUILY.................c..ccooueieiiiciiiiieinieeieeet ettt ettt ettt ettt b ettt eb ettt eaeee
TOTAL @QUILY ...ttt ettt e b e et et et e st e st e st et et e b e st e st e st e Rt e Rt e st e n b et e b e ek e eReeseen e e st e st e tebeteeseeneanean

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

(in millions)

1,265 § 1,265
15,736 18,136
— (2,400)
10 )
15,746 15,734
1,534 1,471
84 —
2 N
) —
— 27
1,618 1,498
(1,276) 230
(39) (38)
303 1,690
(279) (366)
2 —
Q77 (366)
1,107 311
830 (55)
16,879 17,369
18,144 § 18634



HSBC USA Inc.

CONSOLIDATED STATEMENT OF CASH FLOWS (UNAUDITED)
Six Months Ended June 30, 2020 2019

(in millions)

Cash flows from operating activities
INEE TCOIMIE (JOSS)...euvtvieuiententete ettt ettt h ettt et e et et et e st e s be bt e bt e st eaten s et e b et e b e ebeebeestestenbentenaenbensesbeeneenean $ (1,276) $ 230
Adjustments to reconcile net income (loss) to net cash used in operating activities:

Depreciation and aMOTTIZALION ..........ceeieieieierierieriesteseeteetestetestessestestesseesesseessessessessessessessesseessensessensessessessessenses 101 30
GOOAWIIL IMPAITTNENE ......eeeeieiieiieieeieeie ettt ettt et et e st e sttt seeseessesessesbesseesessassaessessessessessessessesseessessessassansensensensenses 784 —
ProVISION fOI CTEAIE LOSSES ......vviuietiieiieteieteet ettt ettt et s bt s et e et et s et e st et e e eb e st ene et e e esesteneeteneeneanan 945 104
Net realized gains on securities available-fOor-Sale...........coceviriiiiiiiiiiiieneeeee e (59) (30)
Net change in other assets and liabilities (2,029) 2,306
Net change in loans held for sale:
Originations and purchases of 10ans held fOr SAle .........c.ccveviiriiririririeeeeeee e (1,854) (1,160)
Sales and collections of loans held for sale ... 1,971 1,155
Net change in trading assets and Habilities .........coeoiieiriririre et (3,974) (11,141)
Lower of amortized cost or fair value adjustments on loans held for sale...........ccceoevinininininiininiiccee, 8 —
Loss on instruments designated at fair value and related derivatives .........cocceveieieriereneneneneeeeeee e — 26
Net cash used i OPETALING ACTIVILIES ....ee.veuieieieriertietietietietieteitetestestestestesteeseestestessessesesbessesseeseeseensensensensessessesseeneeneas (5,383) (8,480)
Cash flows from investing activities
Net change in federal funds sold and securities purchased under agreements to reSell.........c.cceevvecverierierenenenienenens (11,417) 4,879
Securities available-for-sale:
Purchases of securities available-for-Sale ..........c..oooiiiiiiiiiii ettt e (15,917) (12,608)
Proceeds from sales of securities available-fOr-Sale ...............coouiiiiiiiiiiiiiiceeeeeee e 7,899 4,189
Proceeds from maturities of securities available-for-sale .... 4,256 3,832
Securities held-to-maturity:
Purchases of securities Neld-T0-MAtUITEY .......ccvevverierierieiieieieietete et e et et et e ste e sresseeseeseeseessessessessesseeseass (515) (384)
Proceeds from sales of securities held-t0-MAatUITLY .........ccoeirieiiirieiie e 340 —
Proceeds from maturities of securities held-to-Maturity ..........ccevereririnininiiieee e 1,810 1,109
Change in loans:
Originations, NEt OF COLIECLIONS ........ecuiriiriiiieieieetese ettt ettt ettt et st st e s bt e se e st et e e banbesbesneeneens (4,450) (3,654)
L0ans SOIA 10 thild PATtICS .......ccvevveruieiieiieieieieieie ettt ettt ettt et e st e s testeeteeseesae st essessesaessesseeseeneensensensansansenseeseases 397 464
Net cash provided by disposal (used for acquisitions) of properties and eqUIPMENt .........ccceeieiecrerieriererenerenennens 2 (15)
(078115 0 1 =1 SO SRR UR SRRt (218) 52
Net cash used N INVESHING ACHIVITIES. .....eeuteieierierierieete ettt ettt ettt steeb e st e et et e be bt s bt ebe e bt eaeest et et enbenbesbesbesaeene 17,813) (2,136)
Cash flows from financing activities
INEt ChHANGE 11 AEPOSIES.....eueeuieieieitieie ettt ettt ettt et et et et e te st e s be s bt e st e st entensensensabeebeebeeseeseentensensensensensesseeneenean 33,306 5,671
Debt:
Net change in ShOTt-tErM DOTTOWINES . ......cveieieieriertietietieeetetetestestestesteseesseeseeseessessessessesseeseeseessessessessessessessassanss 2,443 4,469
ISSUANCE Of LONE-EEIT AEDL .....eviuiiiiieiieieee ettt ettt b et e e st st e st e e eneanan 6,350 2,928
Repayment Of Long-teImm debr........cc.ooiiiriiiiiiiee ettt sttt sttt et b e b (3,656) (4,294)
Return of Capital t0 PATEIIL .......cc.iiuiiiieiieiieiee ettt ettt ettt et ettt e bbbt e beeat et et et et e sbesbesbenaeene — (2,400)
Other increases (decreases) in CaPItal SUIPIUS .....c.eeuiiiiriertieieieieteiet ettt ettt sttt eae st et et e sesbeseeseesaeene 10 2)
DiIVIAENAS PAIA.....eiuiinieiieiieiieeeeetee ettt ettt et et e et e e st e te e st esaessesbessessesseeseeseeseensensenseseaseeseassaseessensansensensessassenns 39 (38)
Net cash provided by fiINanCing ACHIVITIES .....cc.evvereriiieieieiesiesiestesteee et e e et eeesesaessessessesseeseeseeseessessessessessessessassassanns 38,414 6,334
Net change in cash and due from banks and interest bearing deposits with banks...........cccccoereiiieinineincnneeeee 15,218 (4,282)
Cash and due from banks and interest bearing deposits with banks at beginning of period............cccoeevevevencncnicnenne 3,782 17,214
Cash and due from banks and interest bearing deposits with banks at end of period...........................ccoccveeuvennn... $ 19,000 $ 12,932

The accompanying notes are an integral part of the consolidated financial statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)
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Repurchase Agreements..........cccceceeveeeeennne.
8 GOOAWIIL ... 35 19 Fair Value Measurements .............cccceceverennnne. 65
9 Derivative Financial Instruments...................... 36 20 Litigation and Regulatory Matters.................... 81
10 Fair Value Option.........ccccveeeeveeviereenienieereeenns 42 21 New Accounting Pronouncements.................... 82
11 Accumulated Other Comprehensive Income 46
(LLOSS) tenveeeiieieeete ettt sttt

1. Organization and Presentation

HSBC USA Inc. ("HSBC USA"), incorporated under the laws of Maryland, is a New York State based bank holding company and
a wholly-owned subsidiary of HSBC North America Holdings Inc. ("HSBC North America"), which is an indirect wholly-owned
subsidiary of HSBC Holdings plc ("HSBC" and, together with its subsidiaries, "HSBC Group"). The accompanying unaudited
interim consolidated financial statements of HSBC US A and its subsidiaries (collectively "HUSI") have been prepared in accordance
with accounting principles generally accepted in the United States of America ("U.S. GAAP") for interim financial information
and with the instructions to Form 10-Q and Article 10 of Regulation S-X, as well as in accordance with predominant practices
within the banking industry. Accordingly, they do not include all of the information and footnotes required by generally accepted
accounting principles for complete financial statements. In the opinion of management, all normal and recurring adjustments
considered necessary for a fair statement of financial position, results of operations and cash flows for the interim periods have
been made. HUSI may also be referred to in these notes to the consolidated financial statements as "we," "us" or "our." These
unaudited interim consolidated financial statements should be read in conjunction with our Annual Report on Form 10-K for the
year ended December 31, 2019 (the "2019 Form 10-K"). Certain reclassifications have been made to prior period amounts to
conform to the current period presentation.

The preparation of financial statements in conformity with U.S. GAAP requires the use of estimates and assumptions that affect
reported amounts and disclosures. Actual results could differ from those estimates. Interim results should not be considered
indicative of results in future periods.
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2. Strategic Initiatives

As discussed in our 2019 Form 10-K, in February 2020, our Board of Directors approved a strategic plan to restructure our
operations ("Restructuring Plan") in alignment with HSBC’s global strategy to refocus our wholesale operations to better serve
our international corporate clients and restructure our retail operations to better meet the needs of globally mobile and affluent
clients. We will also streamline our functional and operations support model by removing duplication and reduce the size of our
balance sheet to better align with the scope and scale of the U.S. opportunity. We previously disclosed that we expect to incur pre-
tax charges in connection with this Restructuring Plan over a two year period of approximately $350-$400 million ($265-$305
million after-tax). In addition, during the second quarter of 2020, we determined we would incur additional pre-tax charges of
approximately $60-$80 million ($45-$60 million after-tax) as we continued to progress our Restructuring Plan. The following
table presents a summary of the total pre-tax charges we expect to incur by reportable segment:

Expected Charges in Connection
with Restructuring Plan

Minimum Maximum

(in millions)

Wealth and Personal Banking ...........cccccoiiiiiiiiiniiiiiieicnee e $ 32 S 34
Commercial Banking .......c..coccoiriiiiiniiinieetetete ettt ettt 8 10
Global Banking and Markets ..........c.ccoecererieiiienininiiieieene ettt 120 140
COrporate Center™) ............ooouoeeeeeeeeeeeeee e 250 296
172 F RPN $ 410 $ 480

M Includes restructuring charges primarily related to lease impairment and other related costs, as well as severance costs associated with certain centralized

activities and functions.

Late in the second quarter of 2020, we decided to lift the pause we had put in place in March on staff reductions as coronavirus
("COVID-19") restrictions have begun to ease and some businesses began to re-open. Our Restructuring Plan is moving forward
as planned, including consolidation of our retail branch network and wholesale and retail middle and back office functions, each
under a single operations structure, and the creation of our Wealth and Personal Banking business which was completed in the
second quarter. During the three and six months ended June 30, 2020 we recorded pre-tax charges in connection with our
Restructuring Plan totaling $49 million and $160 million, respectively. While we remain committed to our multi-year strategic
plan to re-profile our business, the timing of the strategic actions as outlined in our 2019 Form 10-K may be re-sequenced or
delayed beyond 24 months as the circumstances around the COVID-19 pandemic continue to develop. We continue to re-assess
our strategic plan and may take additional actions in future periods.

The following table summarizes the changes in the liability associated with our Restructuring Plan during the three and six months
ended June 30, 2020:

Severance and Lease Termination
Other EmPloyee and Associated
Costs” Costs® Total

(in millions)

Three Months Ended June 30, 2020

Restructuring liability at beginning of period ...........cccceceverveninincncnenne. $ 9 9% 24§ 33
Restructuring costs recorded during the period............ccooeveiiririeneeennnen. 13 — 13
Restructuring costs paid during the period..........cccceceorviniinieniinenenenenne. — 4)) 1)
Restructuring liability at end of period...........ccocoveeeriiiinieierieeeeeeee $ 22 S 23 $ 45

Six Months Ended June 30, 2020

Restructuring liability at beginning of period $ — $ — $ —
Restructuring costs recorded during the period 22 24 46
Restructuring costs paid during the period — @ 1)
Restructuring liability at end of period $ 22 3 23 $ 45
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" Severance and other employee costs are included in salaries and employee benefits in the consolidated statement of income (loss). The majority of these
costs were reported in the Wealth and Personal Banking and the Global Banking and Markets business segments for segment reporting purposes. Not included
in these costs are allocated severance costs from HSBC Technology & Services ("HTSU") discussed further below.

@ Primarily includes real estate taxes, service charges and decommissioning costs. Lease termination and associated costs are included in occupancy expense,

net in the consolidated statement of income (loss) and were reported in the Corporate Center business segment for segment reporting purposes.

In connection with the restructuring costs reflected above, during the first quarter of 2020, we determined that we would exit
approximately 60 branches (in addition to the approximately 20 branches for which we disclosed plans to exit in the fourth quarter
0f2019). As aresult, we recorded impairment charges during the first quarter of 2020 to write down the lease right-of-use ("ROU")
assets, net of estimated sublease income, by $52 million (was reduced by $6 million during the second quarter of 2020) and to
write down the leasehold improvement assets associated with these branches by $16 million based on their estimated remaining
useful lives. These impairment charges are reflected in occupancy expense, net in the consolidated statement of income (loss) and
were reported in the Corporate Center business segment for segment reporting purposes. The branches targeted for exit under the
Restructuring Plan were closed by the end of the second quarter of 2020.

In addition, during the second quarter of2020, we recorded $10 million of trading losses associated with the exit of certain derivative
contracts as part of our Restructuring Plan. These losses are included in trading revenue in the consolidated statement income
(loss) and were reported in the Global Banking and Markets business segment for segment reporting purposes.

Our Restructuring Plan also resulted in costs being allocated to us from HTSU which are reflected in support services from HSBC
affiliates in the consolidated statement of income (loss). During the three and six months ended June 30, 2020, we recorded $32
million and $42 million of allocated costs from HTSU, primarily including severance costs and, in the year-to-date period, contract
cancellation and equipment removal charges associated with the branch exits discussed above. These costs were reported in the
Corporate Center business segment for segment reporting purposes.

3. Trading Assets and Liabilities

Trading assets and liabilities consisted of the following:

June 30, December 31,
2020 2019

(in millions)

Trading assets:

ULS. TL@ASUIY ..ttt ettt ettt ettt et et e a ettt ettt et e et e sa e e et sa e e bt ee e e beem e e b e emteebeemseeseenseeaeeaeeneenaeenean $ 6317 § 6,763
U.S. Government agency issued Or gUAranteed............ceceveririiriererienienienienieieeeeeeeie e 16 18
U.S. Government SPONSOTEd ENLETPIISES.......c.ecviereeriereereereeereereeeteesesreesseeseesesseesseeseeeseeseesseessesseesees 26 20
ASSEt-DACKEA SECUTTLIES......ueniiiieiiiciiiciiet ettt ettt 148 168
Corporate and foreign DONAS ..........coeoirierieriiiiiiiieier ettt 9,302 10,826
EQUILY SECUITEIES. c....evtteetieteiterteet ettt ettt b bbbt b e st sttt et et et eneebe e bt ebeebeebesbesben 3,178 5,693
PreCious METALS ....o.eieiiitieieet ettt h et e s ettt e bt et e bt et e bt et e e beenteeneen 10,139 1,909
DIETIVALIVES, TIET....evteiiiitietiiteit ettt ettt ettt b e bbbt bt b e st s bbb e e et e st et eneebeebeebeebeebesbenaens 3,283 3,055
TOtAl trAdING ASSELS ...uveueeuiiuieuietietirierteet ettt ettt ettt ettt ettt bbb s ae ettt eae bt aesaeeneenes $ 32409 $§ 28,452
Trading liabilities: -
Securities s0ld, N0t yet PUrchased...........coevereriiieiiniiieiter ettt e $ 637 $ 1,182

Payables for precious metals ... 19 124
Derivatives, net..........cccu.... 2,562 1,929
$ 3218 § 3,235

Total trading liabilities ......

At June 30,2020 and December 31, 2019, the fair value of derivatives included in trading assets is net of $3,516 million and $2,538
million, respectively, relating to amounts recognized for the obligation to return cash collateral received under master netting
agreements with derivative counterparties.

At June 30, 2020 and December 31, 2019, the fair value of derivatives included in trading liabilities is net of $6,043 million and
$4,351 million, respectively, relating to amounts recognized for the right to reclaim cash collateral paid under master netting
agreements with derivative counterparties.

See Note 9, "Derivative Financial Instruments," for further information on our trading derivatives and related collateral.
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4. Securities

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

Allowance
Amortized for Credit Unrealized Unrealized Fair
June 30, 2020 Cost Losses®” Gains Losses Value
(in millions)
Securities available-for-sale:
ULS. TICASULY ..cvviiieniiiiieieeieesieetesitete sttt $ 17,695 $ — 3 658 $ (186) $ 18,167
U.S. Government sponsored enterprises:
Mortgage-backed SECUTItIES .....c.eveeeeeeieirieniinencresenienaene 4,989 — 297 — 5,286
Collateralized mortgage obligations ...........ccccceveevereeneennen. 519 — 16 — 535
Direct agency obligations ........c.ccceveeeeieerenenenenenenenaens 1,877 — 9 6) 1,880
U.S. Government agency issued or guaranteed:
Mortgage-backed SECUTItIeS .....c..eveeeeeeieeririinencnesierieneene 8,449 — 258 3 8,704
Collateralized mortgage obligations ...........cceceeeeevrererennnne 2,413 — 33 ) 2,445
Direct agency obligations ........c.ccceveeeeieerenenenenenenenaens 310 — 1 @) 304
Asset-backed securities collateralized by:
HOME @QUILY ....ceeveieiiiciiriciriccree e 31 3) — — 28
OBRET ..ottt 116 — — @) 109
Foreign debt securities™.............ooovoveeeeeeeeeeeeeeeeeeeeeeeeeeeean. 4,205 — 6 0)) 4,210
Total available-for-sale SECUTHES ...........cveevivvevereeiieiereeiieeieieeae $ 40,604 $ 3§ 1278 § (211) § 41,668
Securities held-to-maturity: -
U.S. Government sponsored enterprises:
Mortgage-backed SECUTItIES .....c..eveeeeeeieerininencrerierienane $ 1453 § — 3 54 § — $ 1,507
Collateralized mortgage obligations ...........ceccecervrereriennne 1,095 — 63 1 1,157
U.S. Government agency issued or guaranteed:
Mortgage-backed SECUTILIES .....c..ccueveueeureieieireniireenienenans 2,614 — 91 — 2,705
Collateralized mortgage obligations .........c..ccccecevererenennene 6,463 — 261 — 6,724
Obligations of U.S. states and political subdivisions ............... 10 (4)) 2 — 11
Asset-backed securities collateralized by residential
IMOTEZAZES ...veiviiniiiiinicii et 2 ) 1 — 2
Total held-to-maturity SECUTTHIES. ......eoveeeireeeeiieerereeere e $ 11,637 $ 2) S 472 $ (1) $ 12,106
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Amortized  Unrealized Unrealized Fair
December 31, 2019 Cost Gains Losses Value

(in millions)

Securities available-for-sale:

ULS. TIEASUIY ...ttt sttt ettt st $ 16219 $ 128 $ (269) $ 16,078
U.S. Government sponsored enterprises:
Mortgage-backed SECUIILIES .......oervervirrereieieiieieieerere et 3,358 57 (13) 3,402
Collateralized mortgage obligations ..........cccveveeeeeereniineneneneneereenes 345 3 €)) 347
Direct agency obligations .........ccceeererierienieieiiieieinereseee e 1,382 21 — 1,403
U.S. Government agency issued or guaranteed:
Mortgage-backed SECUITLIES .......c.evververreieieieieieieere et 10,009 29 41) 9,997
Collateralized mortgage obligations ..........cccveveeeeeereniineneneneneereenes 741 10 @) 747
Direct agency obligations .........ccceeererierienieieiiieieinereseee e 254 6 — 260
Asset-backed securities collateralized by:
HOME EQUILY....cuveuiiiiiiiiieiieere ettt s 34 — 2) 32
OBRET ...ttt ettt 108 3 — 111
Foreign debt SECUTTHES™............oveeeeeeeeeee e ee e eenene 3,282 4 — 3,286
Total available-for-sale SECUTIHES. ........ovrveveeririereeriieieieeeeteteieee ettt eaeeenas $35732 $ 261 § (330) $ 35,663

Securities held-to-maturity:

U.S. Government sponsored enterprises:

Mortgage-backed SECUIILIES .......ovevververieieieieiieieieieere st $ 1,632 $ 22 % (1) $ 1,653
Collateralized mortgage obligations ..........cccveeveeeeeinerineneneneneereenes 1,418 40 4 1,454

U.S. Government agency issued or guaranteed:
Mortgage-backed securities.........coceoevvereerenerenennns 3,004 17 — 3,021
Collateralized mortgage obligations..............cccueu.eev. 7,227 85 (22) 7,290
Obligations of U.S. states and political subdivisions 10 1 — 11
Asset-backed securities collateralized by residential mortgages................... 2 — — 2
Total held-to-Maturity SECUTTIES ......evevirrevereerriiereteeiieeeiereeeeeretees st eseeenas $ 13293 $ 165 § (27) $ 13,431

M As discussed in Note 21, "New Accounting Pronouncements," beginning January 1, 2020, an allowance for credit losses is recognized for debt securities

while, prior to January 1, 2020, debt securities were assessed for other-than-temporary impairment. At December 31, 2019, we did not consider any of our
debt securities to be other-than-temporarily impaired

@ Foreign debt securities represent public sector entity, bank or corporate debt.

Securities Available-for-Sale The following provides additional information about our portfolio of securities available-for-sale:

Allowance for credit losses On a quarterly basis, we perform an assessment to determine whether there have been any events or
economic circumstances to indicate that a debt security available-for-sale in an unrealized loss position has suffered impairment
due to credit factors. A debt security available-for-sale is considered impaired if its fair value is less than its amortized cost basis
at the reporting date. If impaired, we assess whether the impairment is due to credit factors.

If we intend to sell the debt security or if it is more-likely-than-not that we will be required to sell the debt security before the
recovery of its amortized cost basis, the impairment is recognized and the unrealized loss is recorded as a direct write-down of the
security's amortized cost basis with an offsetting entry to earnings. If we do not intend to sell the debt security or believe we will
not be required to sell the debt security before the recovery of its amortized cost basis, the impairment is assessed to determine if
a credit loss component exists. We use a discounted cash flow method to determine the credit loss component. In the event a credit
loss exists, an allowance for credit losses is recorded in earnings for the credit loss component of the impairment while the remaining
portion of the impairment attributable to factors other than credit loss is recognized, net of tax, in other comprehensive income
(loss). The amount of impairment recognized due to credit factors is limited to the excess of the amortized cost basis over the fair
value of the security available-for-sale.
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In determining whether a credit loss component exists, we consider a series of factors which include:
¢ The extent to which the fair value is less than the amortized cost basis;

*  The credit protection features embedded within the instrument, which includes but is not limited to credit subordination
positions, payment structure, over collateralization, protective triggers and financial guarantees provided by third parties;

*  Changes in the near term prospects of the issuer or the underlying collateral of a security such as changes in default rates,
loss severities given default and significant changes in prepayment assumptions;

*  The level of excess cash flows generated from the underlying collateral supporting the principal and interest payments of
the debt securities; and

* Any adverse change to the credit conditions of the issuer, the monoline insurer or the security such as credit downgrades
by external rating agencies or changes to internal ratings.

At both June 30, 2020 and January 1, 2020, the allowance for credit losses on securities available-for-sale was $3 million.

Securities in an unrealized loss position for which no allowance for credit losses has been recognized The following table
summarizes gross unrealized losses and related fair values for securities available-for-sale by major security type at June 30, 2020
classified as to the length of time the losses have existed:

One Year or Less Greater Than One Year
Number Gross Aggregate Number Gross Aggregate
of Unrealized Fair Value of Unrealized Fair Value
June 30, 2020 Securities Losses of Investment Securities Losses of Investment

(dollars are in millions)

Securities available-for-sale:

U.S. TrCASUIY ..eovveveeneeeieeieeieeieeeeseeseeeee e 16 $ 60) $ 2,241 19 $ (126) $ 2,136
U.S. Government sponsored enterprises...... 11 5) 845 9 0} 47
U.S. Government agency issued or
UATANteed .......ccovveirieiriiirieceeee 10 ) 1,168 5 2) 33
Asset-backed securities.........ccccecerererennennen 3 @) 110 2 — —
Foreign debt securities .........ccccecevverenenennene 15 4)) 1,477 6 — 272
Securities available-for-sale...........c..cccoccceenenenn. 55 % 82 $ 5,841 41 $ (129 $ 2,488

Gross unrealized losses improved as compared with December 31, 2019 due primarily to decreasing yields on U.S. Treasury and
U.S. Government agency mortgage-backed securities.

Although the fair value of a particular security may be below its amortized cost, it does not necessarily result in a credit loss and
hence an allowance for credit losses. The decline in fair value may be caused by, among other things, the illiquidity of the market.
We have reviewed the securities in an unrealized loss position for which no allowance for credit losses has been recognized in
accordance with our accounting policies, discussed further above. At June 30, 2020, we do not consider any of these securities to
be impaired due to credit factors as we expect to recover their amortized cost basis and we neither intend nor expect to be required
to sell these securities prior to recovery, even if that equates to holding them until their individual maturities. However, impairments
due to credit factors may occur in future periods if the credit quality of the securities deteriorates.
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For the comparative period prior to the adoption of the new accounting guidance on January 1, 2020, we have retained the following
disclosure as previously reported, which included both securities available-for-sale and securities held-to-maturity. The following
table summarizes gross unrealized losses and related fair values at December 31, 2019 classified as to the length of time the losses
have existed:

One Year or Less Greater Than One Year
Number Gross Aggregate Number Gross Aggregate
of Unrealized Fair Value of Unrealized Fair Value
December 31, 2019 Securities Losses of Investment Securities Losses of Investment

(dollars are in millions)

Securities available-for-sale:

U.S. TIeaSULY....ervevieeeireirreieieieieeieeeieneae 22 3 61) $ 4,034 28 $  (208) $ 4,962
U.S. Government sponsored enterprises..... 18 )] 772 83 6) 672
U.S. Government agency issued or
guaranteed..........ocooeeiiiiiiis 27 4) 1,961 50 (41) 2,508
Asset-backed securities ........c..coccveeeneneennee — — — 5 2) 33
Foreign debt securities ...........coceevereruenennee 11 — 1,238 5 — 292
Securities available-for-sale.............c.c.cccoouee. 78 $ (73) $ 8,005 171 § (257) § 8,467
Securities held-to-maturity: -
U.S. Government sponsored enterprises..... 15 $ — 3 63 76 $ 6) 3 522
U.S. Government agency issued or
UATANtEEd. ....c.eevenieniiiirierieneneseeee e 46 3) 887 274 (19) 1,705
Obligations of U.S. states and political
SUDAIVISIONS ... 1 — — 1 — —
Securities held-to-maturity.............ccceceenneenn. 62 $ 3) $ 950 351 % (24) $ 2,227

Securities Held-to-Maturity The following provides additional information about our portfolio of securities held-to-maturity:

Allowance for credit losses As discussed further in Note 6, "Allowance for Credit Losses," beginning January 1, 2020, we exclude
from our calculation of lifetime expected credit losses ("lifetime ECL") securities for which we expect that non-payment of the
amortized cost basis will be zero ("Zero Expected Credit Loss Exception"). Due to the composition of our portfolio of securities
held-to-maturity, substantially all of our portfolio qualifies for the Zero Expected Credit Loss Exception and has been excluded
from our lifetime ECL calculation. Our methodology for calculating lifetime ECL for our securities held-to-maturity which do not
qualify for the Zero Expected Credit Loss Exception is consistent with our methodology for calculating lifetime ECL for loans.
See Note 6, "Allowance for Credit Losses," for further discussion of this calculation including the use of probability-weighted
scenarios, forward economic guidance and key model inputs. We calculate lifetime ECL for securities held-for-maturity based on
the present value of expected future cash flows, discounted using the contractual interest rate which approximates the effective
interest rate.

At both June 30, 2020 and January 1, 2020, the allowance for credit losses on securities held-to-maturity was $2 million.
At June 30, 2020, none of our securities held-to-maturity were past due or in nonaccrual status.

Credit risk profile Securities are assigned a credit rating based on the estimated probability of default. The credit ratings are used
as a credit quality indicator to monitor our securities held-to-maturity portfolio. We utilize Standard and Poor's ("S&P") as the
primary source of our credit ratings. If S&P ratings are not available, ratings by Moody's and Fitch are used in that order. Investment
grade includes securities with credit ratings of at least BBB- or above. The following table shows the credit risk profile of our
securities held-to-maturity portfolio:

Investment Non-Investment
At June 30, 2020 Grade Grade Total
(in millions)
U.S. Government Sponsored ENETPIISES -.....eoveeurerrereerieeeereeeieseeeeeseeeeesneeeenaens $ 2,548 $ — 3 2,548
U.S. Government agency issued or guaranteed ...........cecerveveereereeneesieseennennens 9,077 — 9,077
Obligations of U.S. states and political SubdiviSions...........cccceveeeererreereeeenen. 10 — 10
Asset-backed securities collateralized by residential mortgages........................ 2 — 2
Total securities held-to-Maturity ..........cocceeererieriereeeeeeeee e $ 11,637 $ — 3 11,637
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Other securities gains, net The following table summarizes realized gains and losses on investment securities transactions
attributable to available-for-sale securities:

Three Months Ended Six Months Ended

June 30, June 30,
2020 2019 2020 2019
(in millions)
GTOSS TEAIZEMA ZAINS ... ittt ettt $ 36 $ 27 °$ 87 $ 43
Gross 1€al1Z€d 10SSES .........ceriiuiiiiiiiiieiee e 5) @) (28) (13)
Net realiZE€d AINS....cveieieieiieiieet ettt ettt b ettt ne $ 31 § 23 $ 59 $ 30

As discussed in Note 21, "New Accounting Pronouncements," we adopted new accounting guidance during the second quarter of
2020 that allows entities to make a one-time election to sell and/or transfer held-to-maturity debt securities that reference a rate
affected by reference rate reform (e.g., the London Interbank Offered Rate ("LIBOR")). During the second quarter of 2020, we
elected to sell all of our LIBOR-linked variable rate held-to-maturity securities maturing beyond 2021, consisting of U.S.
Government agency and U.S. Government sponsored securities with a total carrying value of $340 million, and recognized a gain
of less than $1 million. These sales did not affect our intent and ability to hold our remaining held-to-maturity portfolio until
maturity.

Contractual Maturities and Yields The following table summarizes the amortized cost and fair values of securities available-for-
sale and securities held-to-maturity at June 30, 2020 by contractual maturity. Expected maturities differ from contractual maturities
because borrowers have the right to prepay obligations without prepayment penalties in certain cases. The table below also reflects
the distribution of maturities of debt securities held at June 30, 2020, together with the approximate yield of the portfolio. The
yields shown are calculated by dividing annualized interest income, including the accretion of discounts and the amortization of
premiums, by the amortized cost of securities outstanding at June 30, 2020.

After One After Five
Within But Within But Within After Ten
One Year Five Years Ten Years Years

Amount Yield Amount Yield Amount Yield Amount Yield

(dollars are in millions)

Available-for-sale:

U.S. TIeasury .....ccceeeevvevenrereneenneennenn $ 1,020 A3% $ 4,687 1.50% $ 6,579 1.38% § 5,409 1.80%
U.S. Government sponsored
ENLETPIISES ..ovevvverreverreeerieeerieeereeereneen 735  2.82 663  1.92 3,085 2.55 2,902 237
U.S. Government agency issued or
guaranteed..........ooevviiiiiiiiine, — — 99 1.84 1 7.88 11,072 2.38
Asset-backed securities ........c..cccceenenee. — — — — 62 4.84 85 3.02
Foreign debt securities...........cceceevueneene. 2,696 Sl 1,509 1.24 — — — —
Total amortized COSt ........covvvevreiriiencnns $ 4,451 87% $ 6958 1.49% $ 9,727 1.78% § 19,468 2.22%
Total fair VAIUE.... . oovveeeeeeeeeeeeeeeeseeeeeeeee § 4458 $ 7,127 § 10,277 $ 19,806

Held-to-maturity:
U.S. Government sponsored

ENLEIPIISES ..ovrvvvireeiereerereeeerererenereaas $ 18 2.73% $ 445  2.66% $ 531 227% $ 1,554 3.21%
U.S. Government agency issued or
guaranteed........cooeeverieeeieineeeee — — 12 3.76 16 4.60 9,049 2.62
Obligations of U.S. states and political
SUbAIVISIONS ...evveveeeerieieeeie e, — — 6 3.56 4 417 — —
Asset-backed securities ............ceruenene — — — — — — 2 594
Total amortized COSt......cocvvvvvvevirieeernee. $ 18 2.74% $ 463 270% $ 551 2.35% $ 10,605 2.71%
Total fair Value......c.coeveeeeveeeeeeeeeeeeeeeenn $ 18 $ 477 $ 569 $ 11,042
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Equity Securities Equity securities that are not classified as trading and are included in other assets consisted of the following:

June 30, December 31,
2020 2019

(in millions)

Equity securities carried at fair VAIUE. ........cooueieriiiiiiiiiice e $ 282 $ 283
Equity securities without readily determinable fair values............coccoevevieneneneiiieicneenenceen 14 12

On a quarterly basis, we perform an assessment to determine whether any equity securities without readily determinable fair values
are impaired. In the event an equity security is deemed impaired, the security is written down to fair value with impairment recorded
in earnings. During the second quarter of 2020, we determined that certain equity securities without readily determinable fair
values were impaired and, as a result, we recorded an impairment loss of $2 million as a component of other income (loss) in the
consolidated statement of income (loss). At December 31, 2019, none of our equity securities without readily determinable fair
values were determined to be impaired.

Also included in other assets were investments in Federal Home Loan Bank ("FHLB") stock and Federal Reserve Bank stock of
$327 million and $559 million, respectively, at June 30, 2020 and $110 million and $559 million, respectively, at December 31,
2019.

5. Loans

Loans consisted of the following:

June 30, December 31,
2020 2019

(in millions)

Commercial loans:

Real estate, including construction $ 11420 § 11,501

Business and corporate banking'”..............cccccoovvovvoiesieieieeenn 17,345 13,479
GIODAL BANKING® ...t e e e e 18,668 17,915
Other commercial:
Affiliates”. 1,565 2,343
ONET . 2,915 2,973
Total other commercial 4,480 5,316
Total commercial 51,913 48,211
Consumer loans:
Residential MOTEZAZES .....covevveruiriiriiriiieieet ettt sttt ettt ettt be bbbt b b 18,281 17,801
HOME eqUItY MOTEZAZES .....eoveviriieieieieieeeieet ettt sttt et be et saeeae b 792 853
L3 (T LT o7V« PSS 1,175 1,405
Other CONSUMET™ ... 307 283
TOAL COMSUIMIET ......eeieeeieeieiteie et ettt e e e tte st e eae s st esaesseesbeestenseeseenseessesseansesseensesseensenseensenssensennsenseenes 20,555 20,342
TOAL LOANS ..ottt ettt ettt s bt et e te e b e e teesbeessesseeseebeessesseessesaeessesssensesssessesssanseesseseenes $ 72468 $ 68,553

" Includes loans funded under the Paycheck Protection Program ("PPP") which totaled $1,197 million at June 30, 2020. PPP loans are fully guaranteed by
the Small Business Administration, if certain conditions are met.

@ Represents large multinational firms including globally focused U.S. corporate and financial institutions, U.S. dollar lending to multinational banking clients
managed by HSBC on a global basis and complex large business clients supported by Global Banking and Markets relationship managers.

®  See Note 14, "Related Party Transactions," for additional information regarding loans to HSBC affiliates.

@ Includes certain student loans that we have elected to designate under the fair value option and are therefore carried at fair value, which totaled $35 million
at June 30, 2020. See Note 10, "Fair Value Option," for further details.

Net deferred origination costs totaled $44 million and $79 million at June 30, 2020 and December 31, 2019, respectively. At June

30, 2020 and December 31, 2019, we had a net unamortized premium on our loans of $9 million and $3 million, respectively.
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COVID-19 Loan Forbearance Initiatives We have implemented various loan modification payment deferral programs to provide
borrowers relief from the economic impacts of COVID-19. In April 2020, federal banking regulators issued a revised interagency
statement on loan modifications and the reporting for financial institutions working with customers affected by the COVID-19
pandemic ("Interagency Statement"). The Interagency Statement confirmed that COVID-19 related short-term loan modifications
(e.g., payment deferrals of six months or less) provided to borrowers that were current (less than 30 days past due) at the time the
relief was granted are not troubled debt restructurings ("TDR Loans"). We are applying the guidance in the Interagency Statement.
Borrowers that were not current at the time the relief was granted are assessed for TDR Loan classification in accordance with our
accounting policies.

In addition, under the Interagency Statement, for COVID-19 related loan modifications in the form of a payment deferral, the
borrower’s past due status will not be impacted during the deferral period and, if the loan was accruing at the time the relief was
granted, the loan will generally not be placed on nonaccrual status as long as the payment deferral is for six months or less. For
consumer loans, when a borrower requests and is provided with extended relief in the form of a payment deferral of more than six
months, the loan will generally be placed on nonaccrual status and assessed for TDR Loan classification. Any accrued interest
recorded on these loans is generally not reversed against income and will remain recorded as accrued interest receivable. We have
not modified our commercial loan nonaccrual policies as a result of this guidance.
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Aging Analysis of Past Due Loans The following table summarizes the past due status of our loans at June 30, 2020 and
December 31, 2019. The aging of past due amounts is determined based on the contractual delinquency status of payments under
the loan. An account is generally considered to be contractually delinquent when payments have not been made in accordance
with the loan terms. Delinquency status is affected by customer account management policies and practices such as re-age, which
results in the re-setting of the contractual delinquency status to current. For COVID-19 related loan modifications in the form of
a payment deferral, the borrower’s past due status will not be impacted during the deferral period.

Past Due Total Past Due
30-89Days 90+ Days 30 Daysor More Current”  Total Loans

(in millions)

At June 30, 2020
Commercial loans:
Real estate, including construction............coeceeeeeveeereerennnens $ 11 $ — S 11 $ 11,409 $ 11,420
Business and corporate banking ..............cccoeveveerierienieennnns 20 17 37 17,308 17,345
Global banking...........cccceevviiiiiiininiiiicce, — — — 18,668 18,668
Other commercial .........o.ccveineineinenineeeecececnee 32 — 32 4,448 4,480
Total commercial ...........ccocooiiiiiniiiee 63 17 80 51,833 51,913
Consumer loans:
Residential MOItgages..........ccoovueuerueinieirieieneecseeeeeee 387 315 702 17,579 18,281
Home equity MOrtgages.......c.ccvveeerrieeerrierienieeeesieeeeseesnens 13 24 37 755 792
Credit cards.......ooiviiiiiiiii 20 27 47 1,128 1,175
Other CONSUIMET .......cccviiiiiiierieiieeiere et eee e eeesreeaeseeesnens 6 6 12 295 307
Total CONSUMET.........ccoouiieiiiciiccce e 426 372 798 19,757 20,555
TOtAl LOANS ....veevveivieerecreerecte ettt et ere e $ 489 $ 389 § 878 $ 71,590 $ 72,468
At December 31, 2019 -
Commercial loans:
Real estate, including construction.............ccoevevveveveennnnen. $ 7 9 1 $ 8 $ 11,493 § 11,501
Business and corporate banking ............ccocceveeieninienennnns 60 35 95 13,384 13,479
Global banking............cccveeveeieriieienieiere e — — — 17,915 17,915
Other cOmMMETCIAl .....ooovviiiiiiiieieeeeeeeeee e 22 — 22 5,294 5,316
Total commercial ...........oooovuviiiiiiiiiieiieeeeeee e 89 36 125 48,086 48,211
Consumer loans:
Residential mMOrtgages.........ccvevveeveenvieeeniieienieeiesieeeeseennens 342 272 614 17,187 17,801
Home equity MOrtgages........ceceeeereeeeenieeieneeeeneeee e 10 24 34 819 853
Credit CardS.......veviveieeeeeee e 24 24 48 1,357 1,405
Other CONSUIMET .......cccveiiieiierieiieeiereeeeteeeee e eeesreeaeseeesnens 5 5 10 273 283
Total CONSUMET ........evviiiiiieiieiiee e 381 325 706 19,636 20,342
TOtal LOANS ..ottt $ 470 § 361 § 831 $ 67,722 § 68,553

M Loans less than 30 days past due are presented as current.
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Nonperforming Loans Nonperforming loans, including nonaccrual loans and accruing loans contractually 90 days or more past
due, consisted of the following:

Accruing Nonaccrual
Loans Loans With
Contractually No Allowance
Nonaccrual Past Due 90 For Credit
Loans Days or More Losses
(in millions)
At June 30, 2020
Commercial:
Real estate, including CONStIUCHON .......cc.evveieieieieiieeee et $ 41 $ — 8 1
Business and corporate banking ............ccccceveeererieniieienieeeeeee e 229 3 11
GlODAl DANKING. .....veeiieeieiieiieciieie ettt ettt sbesreebeereebessaesaessaesseessans 383 — 132
Total COMMEICIAL ......eeuiiiiriiriiitieteetceectee ettt 653 3 144
Consumer:
Residential mortgages @@ .. ..o 428 — 177
Home equity mortgages" ...........cooo.irmorooeeeeeee e 38 — 31
Credit CATdS ..ottt e — 28 —
OFher COMSUIMET ........eueriiuietinreteteteeeteneete ettt ettt ettt ettt sae sttt sae e eneaee — 3 —
TOtAl CONSUIMET........eiuiriiriiriiriintietetert ettt sttt 466 31 208
Total nonperforming LOAnNS............cceevrieriiierieieie ettt $ 1,119 §$ 34 § 352
At December 31, 2019
Commercial:
Real estate, including CONSTIUCTION ..........cvoveviieiereeeeieeeeeteeee ettt $ 6 3 — 3 3
Business and corporate banking ............ccccceeceerieieriieienieieeeere et 82 1 19
GlObal DANKING. ....c.eieiiiiieieeee ettt 149 — 117
Total cOMMETICIAl........c.ooviiiiiiiiiccccc s 237 1 139
Consumer:
Residential mortgages' @) e 381 — 257
Home equity mort@ages'™ @ ............coviimiieeeeeeeeeeeee oo 46 — 32
Credit CATdS ....c.evveiiiiiiriiieicete ettt ettt — 24 —
Other CONSUIMET ......eiuiriiiiiriiriietitetest ettt ettt sttt ettt — 5 —
TOtAl CONSUINET.......c.eiuiiiiieiiieieeeteee ettt aeas 427 29 289
Total NONPETfOrMING LOANS.......cc.coieriiieieriiiieti ettt ettt ete b ereesaesreesaeesaesaeesnens $ 664 $ 30 $ 428
@ At June 30,2020 and December 31, 2019, nonaccrual consumer mortgage loans include $293 million and $289 million, respectively, of loans that are carried
at the lower of amortized cost or fair value of the collateral less cost to sell. The decrease in nonaccrual consumer mortgage loans with no allowance for
credit losses at June 30, 2020 reflects the impact of adopting new accounting guidance which requires expected recoveries related to subsequent increases
in the fair value of collateral for collateral-dependent loans to be recognized in the allowance for credit losses beginning January 1, 2020. See Note 21, "New
Accounting Pronouncements," for additional discussion.
@ Nonaccrual consumer mortgage loans include all loans which are 90 or more days contractually delinquent as well as loans discharged under Chapter 7
bankruptcy and not re-affirmed and second lien loans where the first lien loan that we own or service is 90 or more days contractually delinquent.
3)

Nonaccrual consumer mortgage loans for all periods does not include guaranteed loans purchased from the Government National Mortgage Association.
Repayment of these loans is predominantly insured by the Federal Housing Administration and as such, these loans have different risk characteristics from
the rest of our consumer loan portfolio.

The following table provides additional information on our nonaccrual loans:
Three Months Ended Six Months Ended
June 30, June 30,
2020 2019 2020 2019

(in millions)

Interest income that would have been recorded if the nonaccrual loans had been
current in accordance with contractual terms during the period ............cccceveeenee. $ 1 3 7 8 19 $ 16

Interest income that was recorded on nonaccrual loans and included in interest
income during the Period..........cccecvviririnierininieniccccceeee e 1)) 3 6 6
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Collateral-Dependent Loans Loans for which the repayment is expected to be provided substantially through the operation or
sale of the collateral and the borrower is experiencing financial difficulty are considered to be collateral-dependent loans. Collateral
can have a significant financial effect in mitigating our exposure to credit risk and, where there is sufficient collateral, an allowance
for expected credit losses is not recognized or is minimal.

Collateral-dependent residential mortgage loans are carried at the lower of amortized cost or fair value of the collateral less costs
to sell, with any excess in the carrying amount of the loan generally charged off at the time foreclosure is initiated or when settlement
is reached with the borrower, but not to exceed the end of the month in which the account becomes six months contractually
delinquent. Collateral values are based on broker price opinions or appraisals which are updated at least every 180 days less
estimated costs to sell. During the quarterly period between updates, real estate price trends are reviewed on a geographic basis
and incorporated as necessary. At June 30, 2020 and December 31, 2019, we had collateral-dependent residential mortgage loans
totaling $802 million and $803 million, respectively.

For collateral-dependent commercial loans, the allowance for expected credit losses is individually assessed based on the fair value
of the collateral. Various types of collateral are used, including real estate, inventory, equipment, accounts receivable, securities
and cash, among others. For commercial real estate loans, collateral values are generally based on appraisals which are updated
based on management judgment under the specific circumstances on a case-by-case basis. In situations where an appraisal is not
used, borrower-specific factors such as operating results, cash flows and debt service ratios are reviewed along with relevant market
data of comparable properties in order to create a 10-year cash flow model to be discounted at appropriate rates to present value.
The collateral value for securities is based on their quoted market prices or broker quotes. The collateral value for other financial
assets is generally based on appraisals or is estimated using a discounted cash flow analysis. Commercial loan balances are charged
off at the time all or a portion of the balance is deemed uncollectible. At June 30, 2020 and December 31, 2019, we had collateral-
dependent commercial loans totaling $593 million and $227 million, respectively.

Troubled debt restructurings TDR Loans, including beginning in 2020 loans which we reasonably expect to become TDR Loans,
represent loans for which the original contractual terms have been modified to provide for terms that are less than what we would
be willing to accept for new loans with comparable risk because of deterioration in the borrower's financial condition.

Modifications for consumer or commercial loans may include changes to one or more terms of the loan, including, but not limited
to, a change in interest rate, extension of the amortization period, reduction in payment amount and partial forgiveness or deferment
of principal, accrued interest or other loan covenants. A substantial amount of our modifications involve interest rate reductions
on consumer loans, which lower the amount of interest income we are contractually entitled to receive in future periods. Through
lowering the interest rate and other loan term changes, we believe we are able to increase the amount of cash flow that will ultimately
be collected from the loan, given the borrower's financial condition. Once a consumer loan is classified as a TDR Loan, it continues
to be reported as such until it is paid off or charged-off. For commercial loans, if subsequent performance is in accordance with
the new terms and the loan is upgraded, it is possible the loan will no longer be reported as a TDR Loan at the earliest one year
after the restructure had been anticipated. During the three and six months ended June 30, 2020, there were no commercial loans
removed from TDR Loan classification. During the second quarter of 2019, a $12 million commercial loan met this criteria and
was removed from TDR Loan classification.

As previously discussed, we have implemented various loan modification payment deferral programs to provide borrowers relief
from the economic impacts of COVID-19. Substantially all of the loans under these programs are not classified as TDR Loans at
June 30, 2020 due to their short-term nature as discussed under the Interagency Statement.

The following table summarizes our TDR Loans at June 30, 2020 and December 31, 2019:

June 30, December 31,
2020 2019

(in millions)

Commercial loans:

Business and corporate Danking...........cccccecveeeiririninieneninenenesteteteeeeeneeeae ettt $ 71 $ 36
G1ODAL DANKING . ...ttt ettt ettt ettt oot st eb e bt eb e ebeebesbe st enes 74 68
Total cOMMETCIAL™! ..........ooioeoeoeeeeeeeee e 145 104
Consumer loans:
Residential MOTtEAZES ™ ..............ovvurveiveeeeeeeeeeeeeeeeeeeeeeeeeeeeee s s e eae e ee e 549 580
Home equity mortgages(2) .............................................................................................................. 31 32
CIEAIE CALAS ...ttt ettt b et b et et e bt ea e bt eaeesbeemeesaeemeesaeeneesbeentesneans 5 4
TOLAL COMSUIMET ...ttt bbbttt ettt ettt eb e bbbt b sbe b ebes 585 616
TOtal TDR LOANS™ ......coooveieiiriiii ettt $ 730 $ 720
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M Additional commitments to lend to commercial borrowers whose loans have been modified in TDR Loans totaled $49 million and $222 million at June 30,
2020 and December 31, 2019, respectively.

@ At June 30, 2020 and December 31, 2019, the carrying value of consumer mortgage TDR Loans includes $501 million and $557 million, respectively, of
loans that are recorded at the lower of amortized cost or fair value of the collateral less cost to sell.

®  AtJune 30,2020 and December 31,2019, the carrying value of TDR Loans includes $357 million and $230 million, respectively, of loans which are classified
as nonaccrual.

The following table presents information about loans which were modified during the three and six months ended June 30, 2020

and 2019 and as a result of this action became classified as TDR Loans:

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

2020 2019 2020 2019

(in millions)

Commercial loans:

Business and corporate banking..........c.ccoecveeeerininirineneneneneneneeeeeee e $ 4 9 — 5 4 3 —
Global banking 32 — 44 —
Total COMMETCIAL.......eeiiiieiiiiee e 36 — 48 —
Consumer loans:
Residential MOTtZAZES .....ccvvevirvieiieieeiesieieeeeie ettt ete b e sreesseseaesseesaesreesnens 3 — 7 1
Home equity MOTEZAZES ...c..eeuviitieiieiieiieiieste ettt sttt 1 — 2 —
CrEAIt CATAS ..ottt sttt ettt e e e et e e e e st esesneesseensesseeneens 1 1 2 2
TOALl CONSUIMET ....vvieuvieieieeeteeteeste et eteseeesteeteesbeesaesbeessesseesseeseessesseessesseessesssesseessans 5 1 11 3
TOAL ..ttt ettt ettt b ettt s bbb st b sttt s s tesens $ 41 9 1 $ 5 § 3

The weighted-average contractual rate reduction for consumer loans which became classified as TDR Loans during the three and
six months ended June 30, 2020 was 1.07 percent and 2.65 percent, respectively, compared with 3.88 percent and 1.45 percent,
during the three and six months ended June 30, 2019, respectively. The weighted-average contractual rate reduction for commercial
loans was not significant in either the number of loans or rate.

The following table presents consumer loans which were classified as TDR Loans during the previous 12 months which
subsequently became 60 days or greater contractually delinquent during the three and six months ended June 30, 2020 and 2019:

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

2020 2019 2020 2019

(in millions)

Consumer loans:

Residential MOTTZAZES ......c.ocviveivieiieiietieeteeeeeete ettt ettt e et ae e ne $ — 3 1 S 1 3
TOtAl CONSUITIET ......ceeeeeeeeeeeeeeeeeee ettt ettt ettt e e re e eseeteeteereeteeteeeeenenneans $ — 3 1 $ 1 3

During the three and six months ended June 30, 2020 and 2019, there were no commercial TDR Loans which were classified as
TDR Loans during the previous 12 months which subsequently became 90 days or greater contractually delinquent.
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Commercial Loan Credit Quality Indicators The following credit quality indicators are utilized to monitor our commercial loan
portfolio:

Criticized loans Criticized loan classifications presented in the table below are determined by the assignment of various criticized
facility grades based on the risk rating standards of our regulator. The following facility grades are deemed to be criticized:

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

Substandard - includes loans that are inadequately protected by the underlying collateral and/or general credit worthiness of the
customer. These loans present a distinct possibility that we will sustain some loss if the deficiencies are not corrected.

Doubtful - includes loans that have all the weaknesses exhibited by substandard loans, with the added characteristic that the
weaknesses make collection or liquidation in full of the recorded loan highly improbable. However, although the possibility of
loss is extremely high, certain factors exist which may strengthen the credit at some future date, and therefore the decision to
charge-off the loan is deferred. Loans graded as doubtful are required to be placed in nonaccrual status.

The following table summarizes our criticized commercial loans, including a disaggregation of the loans by year of origination as
of June 30, 2020:

Revolving
Loans
Converted Total at Total at
Revolving to Term Jun. 30, Dec. 31,
2020 2019 2018 2017 2016 Prior Loans Loans 2020 2019
(in millions)
Real estate, including
construction:

Special mention..........c.cceueunee. $ — $ 146 $ 244 $ 189 § 45 $ 365 $ — $ — $ 989 §$ 516

Substandard...........cccccceerruenennnn. — 130 — — — 52 — — 182 203

Doubtful .......ccooovvviiiiiiiiee — — — — — 34 _ _ 34 —

Total real estate, including

CONSLIUCHION ..o — 276 244 189 45 451 — — 1,205 719

Business and corporate banking:

Special mention..........c.coeueunee. — 23 106 16 38 779 445 5 1,412 467

Substandard...........ccccceeiriruenennnn. — — 38 61 2 246 325 2 674 386

Doubtful ..o — 16 — — — 37 115 — 168 23

Total business and corporate

banking ......ceceeevvevecniruencnnnn. — 39 144 77 40 1,062 885 7 2,254 876

Global banking:

Special mention..........c.coeueuenee. — — 49 — — — 474 — 523 184

Substandard...........ccceoeeireeuenennne. — — — — — 264 166 — 430 196

Doubtful ......ceoeveeeeiiieeeeene — — — — — 74 143 — 217 15

Total global banking ... — — 49 — — 338 783 — 1,170 395
Other commercial:

Special mention..........c.coeueunee. — — — — — 126 — — 126 11

Substandard...........ccccceeirrrenennnn. — — — — — — — — — —

Doubtful .....ooeeiieiieeee — — — — — — — — — —

Total other commercial............. — — — — — 126 — — 126 11
Total commercial:

Special mention. — 169 399 205 83 1,270 919 5 3,050 1,178

Substandard..........cccccceenruenennn. — 130 38 61 2 562 491 2 1,286 785

Doubtful .....coooeiiiiicie. — 16 — — — 145 258 — 419 38

Total commercial .............c........ $ — $ 315 $ 437 $ 206 $ 8 $ 1,977 $ 1,668 $ 7 $ 4755 $ 2,001
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Nonperforming The following table summarizes the nonperforming status of our commercial loan portfolio, including a
disaggregation of the loans by year of origination as of June 30, 2020:

Revolving
Loans
Converted Total at Total at
Revolving to Term Jun. 30, Dec. 31,
2020 2019 2018 2017 2016 Prior Loans Loans 2020 2019
(in millions)
Real estate, including
construction:
Performing loans...........ccceueueee $ 538 8§ 3865 $ 3,154 $ 1,384 § 268 $ 2,061 S 84 § 25 $ 11,379 $ 11,495
Nonaccrual loans...........c..c........ — — — — 1 40 — — 41 6

Accruing loans
contractually past
due 90 days or more ............. — — — — — _ — — _ _

Total real estate, including
CONSITUCTON .o 538 3,865 3,154 1,384 269 2,101 84 25 11,420 11,501

Business and corporate banking:

Performing loans.. 1,265 837 445 301 172 4,273 9,431 389 17,113 13,396
Nonaccrual loans............cccc...... — 15 13 52 — 20 126 3 229 82
Accruing loans
contractually past
due 90 days or more ............. — — — — — — 3 — 3 1
Total business and corporate
banking ........cocoevveveeirireeeneene 1,265 852 458 353 172 4,293 9,560 392 17,345 13,479
Global banking:
Performing loans...........oo.......... 379 1,082 367 265 108 6,754 9,330 — 18285 17,766
Nonaccrual loans........c.ccceueeee. — — —_ — — 141 242 — 383 149
Accruing loans
contractually past
due 90 days or more ............. — — — — — — — — _ _
Total global banking ................. 379 1,082 367 265 108 6,895 9,572 — 18,668 17,915
Other commercial:
Performing loans....................... 91 424 275 220 110 660 2,700 — 4,480 5,316
Nonaccrual loans...................... — — — — — — — — — —
Accruing loans
contractually past
due 90 days or more ............. — — — — — — — — _ _
Total other commercial............. 91 424 275 220 110 660 2,700 — 4,480 5,316
Total commercial:
Performing loans....................... 2,273 6,208 4,241 2,170 658 13,748 21,545 414 51,257 47,973
Nonaccrual loans.. —_ 15 13 52 1 201 368 3 653 237

Accruing loans
contractually past
due 90 days or more ............. — — — — — — 3 — 3 1

$ 2273 § 6,223 § 4254 § 2,222 § 659 $13949 § 21916 $ 417 $ 51,913 §$ 48211

Total commercial
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Credit risk profile Commercial loans are assigned a credit rating based on the estimated probability of default. Investment grade
includes loans with credit ratings of at least BBB- or above or the equivalent based on our internal credit rating system. The
following table shows the credit risk profile of our commercial loan portfolio, including a disaggregation of the loans by year of
origination as of June 30, 2020:

Revolving
Loans
Converted Total at Total at
Revolving to Term Jun. 30, Dec. 31,
2020 2019 2018 2017 2016 Prior Loans Loans 2020 2019
(in millions)
Real estate, including
construction:
Investment grade.............cc........ $ 357 §$ 1,511 §$ 1,549 § 527 § 180 §$ 1,046 $ 9 S 3 8§ 5282 § 6,332
Non-investment grade............... 181 2,354 1,605 857 89 955 75 22 6,138 5,169
Total real estate, including
CONSLIUCHION ..o 538 3,865 3,154 1,384 269 2,101 84 25 11,420 11,501
Business and corporate banking:
Investment grade..........ccccoueueee 354 355 73 46 33 1,846 3,301 104 6,112 6,029
Non-investment grade............... 911 497 385 307 139 2,447 6,259 288 11,233 7,450
Total business and corporate
banking ......cecccevvevecnirencnnnns 1,265 852 458 353 172 4,293 9,560 392 17,345 13,479
Global banking:
Investment grade..........ccccoueueee 277 1,003 136 250 26 4,247 5,770 — 11,709 12,981
Non-investment grade............... 102 79 231 15 82 2,648 3,802 — 6,959 4,934
Total global banking ................. 379 1,082 367 265 108 6,895 9,572 — 18,668 17,915
Other commercial:
Investment grade.........c.cccoueueee 83 97 127 207 105 545 2,377 — 3,541 4,649
Non-investment grade............... 8 327 148 13 5 115 323 — 939 667
Total other commercial.............. 91 424 275 220 110 660 2,700 — 4,480 5,316
Total commercial:
Investment grade..........ccccoueueen. 1,071 2,966 1,885 1,030 344 7,784 11,457 107 26,644 29,991
Non-investment grade............... 1,202 3,257 2,369 1,192 315 6,165 10,459 310 25,269 18,220
Total commercial ........c.cccoueueee $ 2273 $ 6,223 § 4254 $§ 2222 § 659 $13949 $ 21916 $ 417 $ 51,913 $ 48,211

Consumer Loan Credit Quality Indicators The following credit quality indicators are utilized to monitor our consumer loan
portfolio:

Delinquency The following table summarizes dollars of two-months-and-over contractual delinquency for our consumer loan
portfolio, including a disaggregation of the loans by year of origination as of June 30, 2020:

Total at Total at
Revolving Jun. 30, Dec. 31,

2020 2019 2018 2017 2016 Prior Loans 2020 2019
(in millions)
Residential mortgages™™® $ 23§ 5§ 11 s 28 § 17 $ 329 § — $ 413 $ 350
Home equity mortgages"'® — — — — — 27 — 27 25
Credit cards 38 38 34
Other consumer 1 1 — — — 3 3 8 7
Total consumer $ 24§ 6 $ 1 8 28 § 17 § 359 § 41 $ 486 § 416

M At June 30, 2020 and December 31, 2019, consumer mortgage loan delinquency includes $243 million and $256 million, respectively, of loans that are

carried at the lower of amortized cost or fair value of the collateral less cost to sell.

@ At June 30, 2020 and December 31, 2019, consumer mortgage loans include $122 million and $142 million, respectively, of loans that were in the process
of foreclosure.
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Nonperforming The following table summarizes the nonperforming status of our consumer loan portfolio, including a
disaggregation of the loans by year of origination as of June 30, 2020:

Total at Total at
Revolving Jun. 30, Dec. 31,
2020 2019 2018 2017 2016 Prior Loans 2020 2019

(in millions)

Residential mortgages:

Performing 10ans ..........cccoeeeevvecnnccnnencacne. $ 2293 § 2,780 $ 1,670 $ 1,912 $ 2,219 $§ 6,979 $ — $17,853 §$ 17,420
Nonaccrual 10ans ........c.coveeirreennecreneeenene 11 10 9 21 20 357 — 428 381
Total residential mortgages. 2,304 2,790 1,679 1,933 2,239 7,336 — 18,281 17,801
Home equity mortgages:
Performing 10ans ..........ccoeceeeveeinnecrnenencnn. 27 54 42 39 50 542 — 754 807
Nonaccrual 10ans ........oeeevveceinecennccnnneneae — — 1 — — 37 — 38 46
Total home equity mortgages ...........c.coeeeeennee 27 54 43 39 50 579 — 792 853
Credit cards:
Performing 10ans .........cccccevevenveenencencneenne. — — — — — — 1,147 1,147 1,381
Accruing loans contractually past
due 90 days or MOre.......cccevveeererreveerienene — — — — — — 28 28 24
Total credit cards — — — — — — 1,175 1,175 1,405
Other consumer:
Performing 10ans .........cccccevevenveenencencneenne. 58 57 1 2 3 119 64 304 278
Accruing loans contractually past
due 90 days or MOre.......cccevveeererreveerienene — 1 — — — — 2 3 5
Total other consumer..........c.occcvevvecrcneeccnnnnee 58 58 1 2 3 119 66 307 283
Total consumer:
Performing 10ans .........ccccoeeeerrecnnecncene 2,378 2,891 1,713 1,953 2,272 7,640 1,211 20,058 19,886
Nonaccrual 10ans ...........ccoeevereinenecncnenne 11 10 10 21 20 394 — 466 427
Accruing loans contractually past
due 90 days Or Mmore........cceoevvvueerirueerennenne — 1 — — — — 30 31 29
Total CONSUMET -....evnrenieincieiieieiines $ 2389 §$ 2902 $ 1,723 $§ 1,974 $ 2,292 § 8,034 $ 1,241 $ 20,555 §$ 20,342

Troubled debt restructurings The following table summarizes TDR Loans in our consumer loan portfolio, including a
disaggregation of the loans by year of origination as of June 30, 2020:

Total at Total at
Revolving Jun. 30, Dec. 31,

2020 2019 2018 2017 2016 Prior Loans 2020 2019
(in millions)
Residential mortgages $ — 3 — S — 3 1 8 1 $ 547 § — $ 549 $§ 580
Home equity mortgages — — — — — 31 — 31 32
Credit cards — — — — — — 5 5 4
Total consumer $ — 3 — 8 — 3 1 8 1 $ 578 § 5 $§ 58 § o616

Concentration of Credit Risk At June 30, 2020 and December 31, 2019, our loan portfolios included interest-only residential
mortgage and home equity mortgage loans totaling $3,448 million and $3,362 million, respectively. An interest-only residential
mortgage loan allows a customer to pay the interest-only portion of the monthly payment for a period of time which results in
lower payments during the initial loan period. However, subsequent events affecting a customer's financial position could affect
the ability of customers to repay the loan in the future when the principal payments are required which increases the credit risk of
this loan type.
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6. Allowance for Credit Losses

As discussed further in Note 21, "New Accounting Pronouncements," beginning January 1, 2020, an allowance for credit losses
is recognized based on lifetime ECL for loans, securities held-to-maturity and certain other financial assets measured at amortized
cost, and an allowance for credit losses is also recognized for securities available-for-sale. Prior to January 1, 2020, an allowance
for credit losses was recognized based on probable incurred losses for loans only while debt securities were assessed for other-
than-temporary impairment. In addition, beginning January 1, 2020, the liability for off-balance sheet credit exposures is recognized
based on lifetime ECL while, prior to January 1, 2020, it was recognized based on probable incurred losses. The new guidance
also requires inclusion of expected recoveries of amounts previously written off, limited to the cumulative amount of prior write-
offs, when estimating the allowance for credit losses for in scope financial assets (including collateral-dependent assets). Prior to
January 1, 2020, these expected recoveries were not recognized.

Comparative information at January 1, 2020, reflecting the adoption of the new accounting guidance has been included in the
tables below where applicable. Comparative information at December 31, 2019, which is not comparable as it does not reflect the
adoption of the new accounting guidance, has been retained as previously reported.

Measurement of ECL Estimates The recognition and measurement of lifetime ECL is highly complex and involves the use of
significant judgment and estimation. Multiple forward-looking economic forecasts are formulated and incorporated into the lifetime
ECL calculations when estimating the allowance for credit losses for in scope financial assets and the liability for off-balance sheet
credit exposures as discussed below under the heading "Calculation of Lifetime ECL". We utilize a standard framework to form
economic scenarios to reflect assumptions about future economic conditions supplemented by the use of management judgment,
which may result in using alternative or additional economic scenarios and/or management adjustments.

Methodology HUSI has adopted the use of three forward-looking economic scenarios, representative of management's view of
forecasted economic conditions, sufficient to calculate unbiased expected loss in most economic environments. They represent a
'most likely outcome' (the "Central scenario") and two less likely 'outer' scenarios, referred to as the "Upside scenario” and the
"Downside scenario". Each scenario is assigned a weighting with the significant majority of the weighting placed on the Central
scenario and lower equal weights placed on the Upside and Downside scenarios. This weighting is deemed appropriate for the
estimation of lifetime ECL, unless determined otherwise. See Updates to Economic Scenarios and Other Changes During the Six
Months Ended June 30, 2020 below for further discussion. Key Central scenario assumptions are set using the average of forecasts
of external economists, helping to ensure the scenarios are unbiased and maximize the use of independent information, except
when in management's judgment it is believed not to be representative of the current economic environment. The Central, Upside
and Downside scenarios selected with reference to external forecast distributions using the above approach are termed the
"Consensus Economic Scenarios". We have determined that two years is a reasonable and supportable forecast period for the
Consensus Economic Scenarios. At the end of the two year reasonable and supportable forecast period, assumption variables start
to revert to their 20-year average of historical values over a reversion period. The reversion period for most assumption variables
is generally three years, but is longer in some specific cases. The reversion path for this period is linear in the Central scenario for
all variables. The reversion path for variables in the Upside and Downside scenarios is generally non-linear.

For the Central scenario, we set key assumptions such as Gross Domestic Product ("GDP") growth, inflation, unemployment,
housing price growth, U.S. Treasury yields, equity price growth, short-term interest rates and oil price using either the average of
external forecasts (commonly referred to as consensus forecasts) or market implied rates. An external provider's model, conditioned
to follow the consensus forecasts for the above key assumption variables, projects the remaining variable paths required as inputs
to credit models. This external provider is subject to our risk governance framework, including oversight by an internal independent
model review team.

The Upside and Downside scenarios are constructed following a standard process supported by a scenario narrative reflecting our
top and emerging risks and by consulting external and internal subject matter experts. They are designed to be cyclical in that GDP
growth, inflation and unemployment usually revert back to the Central scenario after the first two years. We determine the maximum
divergence of GDP growth from the Central scenario using the 10th and the 90th percentile of the entire distribution of consensus
forecast outcomes. Using externally available forecast distributions ensures independence in scenario construction. Key economic
variables are set with reference to external distributional forecasts and we project additional variable paths using the external
provider's model.

Generally, the Upside and Downside scenarios are generated at year-end and are only updated during the year if economic conditions
change significantly. The Central scenario is generated every quarter. In quarters where only the Central scenario is updated, the
Upside and Downside scenarios used for commercial loans are adjusted such that the relationship between the key assumptions
used in the Central scenario and the Upside and Downside scenarios in the quarter is consistent with that observed at the last full
scenario generation. For consumer loans, in quarters where only the Central scenario is updated, the relationship between the
Central scenario and the Upside and Downside scenarios is held constant with that observed at the last full scenario generation.
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We recognize that the Consensus Economic Scenario approach using three scenarios may be insufficient in certain economic
environments. Additional analysis may be requested at management's discretion. This may result in a change to the weighting
assigned to the three scenarios or the inclusion of extra scenarios.

We exclude from our lifetime ECL calculation financial assets which qualify for the Zero Expected Credit Loss Exception. As a
result, no allowance for credit losses is recorded for these financial assets. We have identified the following types of financial
assets which we believe qualify for this exclusion:

*  U.S. Treasury securities;

* U.S. Government agency issued or guaranteed securities;

» U.S. Government sponsored enterprises securities;

*  G10 sovereign foreign debt securities;

* Interest bearing deposits held with the Federal Reserve Bank; and

*  Loans guaranteed by a U.S. Government agency or U.S. Government sponsored enterprise, including PPP loans.

We also exclude from our lifetime ECL calculation financial assets which are secured by collateral maintenance provisions (e.g.,
the borrower is contractually required to adjust the amount of financial collateral securing the financial asset) if such collateral
meets liquidity requirements. In most circumstances subject to such requirements, collateral exceeds our amortized cost basis and
no allowance for credit losses is recorded for these financial assets, consisting of the substantial majority of our securities purchased
under agreements to resell as well as substantially all of our margin loans provided to our private banking customers.

In addition, loans to other HSBC affiliated entities are exempt from ECL measurement.

Description of Consensus Economic Scenarios Adopted on January 1, 2020 The following discussion summarizes the key
macroeconomic variable forecasts in the Central, Upside and Downside scenarios at January 1, 2020. The economic assumptions
described in this section have been formed specifically for the purpose of calculating ECL. While macroeconomic assumptions
have changed significantly during the first half of 2020, the following scenarios are being provided to explain the impact of adopting
the Consensus Economic Scenarios on January 1, 2020.

The Central scenario at January 1, 2020 - In the Central scenario, growth was expected to slow down in the United States as the
benefits from tax reform waned in 2020. Inflation was forecast to remain around the target of 2 percent, while the unemployment
rate was expected to stay at a low level in 2020 before gradually rising towards its long-term trend. The expected paths for Federal
Reserve Board ("FRB") policy rates implied three rate cuts in 2020.

The Upside scenario at January 1, 2020 - In the Upside scenario, the economic forecast distribution of risks (as captured by
consensus probability distribution of GDP growth) showed a marginal increase in upside risk for the United States in the reasonable
and supportable period. Increased confidence, positive resolution of trade disputes and expansionary fiscal policy supported the
Upside scenario. In this scenario, GDP growth rose to 4.0 percent in 2020, which drove inflation higher and unemployment to fall
further than in the Central scenario. Stronger GDP growth and domestic demand supported stronger equity and housing prices in
this scenario.

The Downside scenario at January 1, 2020 - In the Downside scenario, the economic forecast distribution of risks (as captured
by consensus probability distribution of GDP growth) showed a marginal increase in the downside risks for the United States in
the reasonable and supportable period. In this scenario, the U.S. economy was expected to contract in 2020 before slowly reverting
back to the long-run trend. The slowdown in growth was consistent with an escalation of trade tensions with China and other
trading partners in this scenario. Additional tariffs and non-tariff barriers on trade were expected to lead to the benefits from
corporate tax cuts being offset by a sharp rise in costs for businesses and consumers and a loss of confidence in this scenario, while
lower business investment and confidence were expected to affect hiring, with an impact on the unemployment rate and earnings
expectations. In the downside scenario, policy interest rates were expected to be cut back below 0.5 percent in order to support
growth and inflation.

In conjunction with adopting the new accounting guidance, we performed a review of the methodology used to estimate lifetime
ECL and determined that risk associated with the non-homogeneous nature of our current commercial loan portfolio and the
potential impact of large loan defaults was not fully captured in the models. As a result, we recorded a management judgment
allowance of $125 million for risk factors associated with large loan exposure in our commercial loan portfolio at January 1, 2020.

Updates to Economic Scenarios and Other Changes During the Six Months Ended June 30, 2020 As a result of the deterioration
in economic conditions caused by the spread of the COVID-19 pandemic during the first quarter of 2020 and the related increase
in economic uncertainty given the rapidly changing economic impact, we determined that the Consensus Economic Scenarios
described above were no longer representative of management's view of forecasted economic conditions and, as a result, three
new COVID-19 forward-looking economic scenarios were developed and utilized for estimating lifetime ECL at March 31, 2020.
The three new COVID-19 scenarios, referred to as mild, moderate and severe, were assigned weightings with the majority of the
weighting placed on the mild scenario and progressively lower weights placed on the moderate and severe scenarios. This weighting
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was deemed appropriate for the estimation of lifetime ECL under conditions at that time. See Note 6, "Allowance for Credit
Losses," in our Form 10-Q for the three month period ended March 31, 2020 (the "2020 First Quarter Form 10-Q") for further
discussion of the scenarios utilized at March 31, 2020.

During the second quarter of 2020, economic conditions remained weak and economic uncertainty caused by the COVID-19
pandemic continued to remain high. As a result, we updated our Upside and Downside scenarios, in addition to updating our
Central scenario, to reflect management's current view of forecasted economic conditions and utilized the three updated Consensus
Economic Scenarios for estimating lifetime ECL at June 30, 2020. In addition, given the high level of economic uncertainty in the
current environment, we developed and utilized a fourth scenario, referred to as the "Alternative Downside scenario”, to reflect
the possibility that the adverse impact associated with the deterioration in economic conditions could manifest itself over a far
longer period of time. Each of the four scenarios were assigned weightings with the majority of the weighting placed on the Central
scenario, the second most weighting placed on the Downside scenario and lower equal weights placed on the Upside and Alternative
Downside scenarios. This weighting was deemed appropriate for the estimation of lifetime ECL under current conditions. The
following discussion summarizes the key macroeconomic variable forecasts in the Central, Upside, Downside and Alternative
Downside scenarios at June 30, 2020.

In the Central scenario, GDP returns to expansion in the third quarter of 2020, after quarter-over-quarter contractions in both the
first and second quarters, under the assumption of a phased re-opening of the economy. With the economic recovery, the
unemployment rate gradually declines after peaking in the second quarter of 2020. The residential housing market enters into a
mild downturn in the second half of 2020, lagging behind the economy. In the financial markets, the federal funds rate remains at
the lowest level for an extended period of time and the 10-year U.S. Treasury yield slowly climbs after reaching its trough in the
second quarter of 2020.

In the Upside scenario, the re-opening of the economy is expected to proceed at a faster pace than in the Central scenario. As a
result, the economy rebounds stronger and the unemployment rate falls faster. Home prices only drop slightly in the second half
of 2020, before resuming an upward trend in the second quarter of 2021. In this scenario, the equity price index returns to the pre-
COVID-19 level by the beginning of 2022 and the FRB begins raising its policy rate in 2021.

In the Downside scenario, the re-opening of the economy is delayed due to a rapid rise of COVID-19 cases. In this scenario, the
economic recovery starting in the third quarter of 2020 is quite anemic, with the unemployment rate staying at double digits through
the end of 2021. The residential housing downturn lasts longer than in the Central scenario due to weakness in the labor market
and the commercial real estate market suffers a heavier blow than the residential housing market. The equity price index in this
scenario loses more than half of its value by the middle of 2022, driven by disappointing corporate earnings, and the FRB keeps
its policy rate at the lowest level for the next two years.

In the Alternative Downside scenario, economic recessions re-emerge in both 2021 and 2022, under the assumption that no vaccine
or effective treatment for COVID-19 can be broadly distributed. An extended period of economic contraction and stagnation keeps
the unemployment rate at a very high level, which pressures residential housing prices to fall further. At the same time, contracting
corporate activities pushes the commercial real estate market into a severe downturn. Volatility in the financial markets remains
extremely high for the rest of 2021, driving corporate credit spreads even higher than the levels from the 2007-2009 recession.
Flight to safe haven assets pushes the 10-year U.S. Treasury yield to negative territory in this scenario.

In addition to the updates to the economic scenarios, during the three and six months ended June 30, 2020, we increased our
management judgment allowance for risk factors associated with large loan exposure in our commercial loan portfolio by $27
million and $122 million, respectively, to $247 million at June 30, 2020, reflecting an increase in projected lifetime large loan
defaults.

While we believe that the assumptions used in our credit loss models are reasonable within the parameters for which the models
have been built and calibrated to operate, the severe projections of macro-economic variables during the current COVID-19
pandemic represent events outside the parameters for which the models have been built. As a result, adjustments to model outputs
to reflect consideration of management judgment are used with stringent governance in place to ensure an appropriate lifetime
ECL estimate.

The circumstances around the COVID-19 pandemic are evolving and will continue to impact our business and our allowance for
credit losses in future periods. The details of how various U.S. Government actions will impact our customers and therefore the
impact on our allowance for credit losses remains highly uncertain. We will continue to monitor the COVID-19 situation closely
and will continue to adapt our Consensus Economic Scenarios approach as necessary to reflect management's current view of
forecasted economic conditions.

Calculation of Lifetime ECL

Commercial loans Commercial loans are monitored on a continuous basis with a formal assessment completed, at a minimum,
annually. As part of this process, a credit rating and loss given default ("LGD") are assigned and serve as the basis for establishing
an allowance for these loans' expected balance at default ("EAD") based on a probability of default ("PD") estimate associated
with each credit rating under the allowance for credit losses methodology. In assigning the credit ratings to a particular loan, among
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the risk factors considered are the obligor's debt capacity and financial position, the level of earnings, the amount and sources for
repayment, the level of contingencies, management strength and the industry or geography in which the obligor operates. We
utilize a consistent methodology for the application of forward economic guidance ("FEG") into the calculation of lifetime ECL
by incorporating FEG into the estimation of the term structure of PD and LGD. For PDs, we consider the correlation of FEG to
default rates for a particular industry. For LGDs, we consider the correlation of FEG to collateral values and realization rates for
a particular industry and if applicable, country which is adjusted for recoveries. Our PD estimates are validated on an annual basis
using back-testing of actual default rates and benchmarking of the internal ratings with external rating agency data like S&P ratings
and default rates. PDs and LGDs are estimated for the entire term structure of the loan. Credit Review, a function independent of
the business, provides an on-going assessment of lending activities that includes independently assessing credit ratings and LGD
estimates for sampled credits across various portfolios.

Loans with similar risk characteristics are pooled for determining lifetime ECL. When it is deemed probable based upon known
facts and circumstances that full interest and principal on an individual loan will not be collected in accordance with its contractual
terms, in general the loan is no longer considered part of the collective pool of homogeneous loans against which lifetime ECL
are established. Instead, an allowance for credit losses is established on an individual basis ("individually assessed") primarily
based on the present value of expected future cash flows, discounted at the loan's original effective interest rate, or the fair value
of the collateral if the loan is collateral dependent. Individually assessed loans are evaluated quarterly. Generally, loans that are
placed on non-accrual must be removed from a collective pool and individually assessed.

In addition, the allowance for credit losses may reflect consideration of management judgment of risk factors that are considered
likely to cause estimated credit losses associated with the existing portfolio to differ from historical loss experience as well as
where the models used to generate the reserves do not produce an estimate that is sufficient to encompass the current view of
lifetime ECL. In making this determination, we consider the characteristics of our portfolio and any other significant factors that
are relevant. Factors that are relevant to determining the expected collectability of our loan portfolio include, but are not limited
to, the volume and severity of past due loans, the volume and severity of adversely classified or rated loans, the underlying collateral
on loans that are not collateral dependent, lending policies and procedures including changes in lending strategies, underwriting
standards or collection and recovery practices as well as the obligor's operations, environmental factors of an obligor and the areas
in which our credit exposure is concentrated, the non-homogeneous nature of the portfolio, changes and expected changes in the
general market condition of either a geographical area or an industry, and changes in international, national, regional, and local
economic and business conditions.

For loans which have been identified as TDR Loans, including beginning in 2020 loans which we reasonably expect to become
TDR Loans, judgment will be used as to whether or not we expect full repayment of principal and interest. If full repayment is
expected, the TDR Loan will remain in a collective pool of homogeneous loans for determining lifetime ECL. When full repayment
of principal and interest is not expected or, beginning in 2020, when we anticipate offering payment concessions, the loan will be
removed from the pool and individually assessed. If a commercial TDR subsequently performs in accordance with the new terms
and the loan is upgraded, it is possible the loan will no longer be reported as a TDR Loan at the earliest one year after the restructure
had been anticipated.

Consumer loans For pools of homogeneous consumer loans and certain small business loans which do not qualify as TDR Loans,
we estimate lifetime ECL using a component based framework based on PD, LGD and EAD that estimates the likelihood that a
loan will progress through the various stages of delinquency and ultimately charge-off based upon a forward-looking view of
macro-economic expectations that impact a lifetime ECL and historical experience. The impact of FEG on PD is modeled at the
loan or segment level depending on the portfolio. Historic relationships between observed default rates and macroeconomic
variables are integrated into lifetime ECL estimates by leveraging economic response models. The impact of FEG on PD is modeled
over a period equal to the remaining maturity of the underlying loans. The impact on LGD is modeled for mortgage portfolios by
forecasting future loan-to-value ("LTV") profiles for the remaining maturity of the loans by leveraging national forecasts of the
house price index ("HPI") and applying the corresponding LGD expectation. The models consider delinquency status, loss
experience and severity, and take into account where borrowers have historically filed for bankruptcy or have been subject to
account management actions, such as the re-age or modification of accounts. Expected loss severity is 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.

The lifetime ECL recognized for consumer loans considers the effect on lifetime ECL over a range of potential outcomes, calculated
on aprobability-weighted basis, based on the economic scenarios described above, including management judgment where required.
Management judgment reflects consideration of risk factors that are considered likely to cause estimated credit losses associated
with the existing portfolio to differ from historical loss experience as well as where the models used to generate the reserves do
not produce an estimate that is sufficient to encompass the current view of lifetime ECL. In making this determination, we consider
the characteristics of our portfolio and any other significant factors that are relevant. Factors that are relevant to determining the
expected collectability of our consumer loan portfolio include, but are not limited to changes in risk selection or underwriting
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standards, changes in collection, account management, charge-off and recovery practices and changes in loan concentrations
affecting either the frequency or severity of losses.

For loans which have been identified as TDR Loans, including beginning in 2020, loans which we reasonably expect to become
TDR Loans, an allowance for credit losses is maintained primarily based on the present value of expected future cash flows,
discounted at the loan's original effective interest rate, or the fair value of the collateral if the loan is collateral dependent. Once a
loan is classified as a TDR Loan, it continues to be reported as such until it is paid off or charged-off.

Collateral-dependent loans As discussed above, beginning January 1, 2020, expected recoveries related to subsequent increases
in the fair value of collateral for collateral-dependent loans that were previously written down below current recovery value
estimates are recognized in the allowance for credit losses. The amount recognized is limited to the cumulative amount of prior
write-offs. See Note 5, "Loans," for additional information regarding collateral-dependent loans.

Off-balance sheet credit exposures A separate estimate of lifetime ECL for off-balance sheet credit exposures is also maintained,
which is recorded in interest, taxes and other liabilities on the consolidated balance sheet and includes lifetime ECL arising from
off-balance sheet exposures such as letters of credit, guarantees and unused commitments to extend credit. The process for measuring
lifetime ECL on these exposures is consistent with that for commercial or consumer loans discussed above as applicable, but is
subject to an additional parameter reflecting the likelihood that funding will occur. No lifetime ECL is recognized for off-balance
sheet credit exposures that are unconditionally cancellable by us such as unused credit card lines of credit.

Securities See Note 4, "Securities," for discussion of the methodologies utilized for calculating the allowance for credit losses on
our securities available-for-sale and securities held-to-maturity portfolios.

The following table summarizes our allowance for credit losses and the liability for off-balance sheet credit exposures:

June 30, January 1, December 31,
2020 2020 2019

(in millions)

Allowance for credit losses:

LLOBIIS o ettt ettt ettt et et ettt ettt e et eae et e naeetesaeennas $ 1,192 $ 467 $ 637
Securities held-to-maturity™ ..............coocooviiiieeeeee e 2 2 —
Other financial assets measured at amortized Cost” ...........ocowvieeeveeeereeeeereerennn. 4 3 —
Securities available-for-8ale!)...............oouiueeeeeeeee e 3 3 —
Total allowance fOr CrEAIt JOSSES ....coouviiiiiiiiiiiieeeeee ettt e e e et e e $ 1,201 $ 475 $ 637
Liability for off-balance sheet credit EXPOSUIES .......ccccceeveerieerieireinieereeneerieeeieneen $ 253§ 158 $ 104

M See Note 4, "Securities," for additional information regarding the allowance for credit losses associated with our security portfolios.

@ Primarily includes accrued interest receivables and customer acceptances.

The following table summarizes the changes in the allowance for credit losses on loans by product or line of business during the
three and six months ended June 30, 2020 and 2019:

Commercial Loans Consumer Loans
Business
Real Estate, and Home
including Corporate Global Other Residential Equity Credit Other Total
Construction Banking Banking Comm'l Mortgages  Mortgages Cards Consumer Loans

(in millions)
Three Months Ended June 30, 2020

Allowance for credit losses — beginning

OF PETIO v $ 92 3 382 § 248 $ 5 S “1) $ 16 $ 212 8§ 17§ 931

Provision charged (credited) to income..... 28 106 176 1) 20 1 3 6 337
Charge-offS .....c.coovveevinneireccene — (55) — — (6)) — (26) 2) (84)

RECOVETIES ..o — 1 — 1 3 1 1 1 8
Net (charge-offs) recoveries ...........coeuunen. — 54) — 1 2 1 (25) 1) (76)

Allowance for credit losses — end of
PEIIOA ..t $ 120 $ 434 S 424 S 5 8 a9 s 16 $ 190 $ 22§ 1,192
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Commercial Loans

Consumer Loans

Business
Real Estate, and Home
including Corporate Global Other Residential Equity Credit Other Total
Construction Banking Banking Comm'l Mortgages  Mortgages Cards Consumer Loans
(in millions)
Three Months Ended June 30, 2019
Allowance for credit losses — beginning
of period.......cccccviviviviniiininiiiiie $ 119 $ 239§ 122§ 15 10 $ 8 $§ 63 § 7 $ 583
Provision charged (credited) to income..... 30 13 9) (6) 1 (1) 19 1) 46
Charge-offs — 2) 3) — 3) (1) (12) 2 (23)
RECOVETIES .....ocvviniiiiiiiiciircce — 1 — — 3 1 1 1 7
Net (charge-offs) recoveries ...........cceuunen. — @) 3) — — — (11) (1) (16)
Allowance for credit losses — end of
Period ..o $ 149 $ 251 § 110§ 9 § 11 $ 7 8 71§ 5 § 613
Six Months Ended June 30, 2020
Allowance for credit losses — beginning
of Period ... 153§ 239 § 106 $ 9 3 12§ 6 8§ 105 § 7 $§ 637
Cumulative effect adjustment to initially
apply new accounting guidance for
measuring credit 10SSes ........c.coccceeenuenee (112) (60) 51 5) (86) 7 32 3 (170)
Allowance for credit losses — beginning
of period, adjusted..........cooeerreeninnnnne 41 179 157 4 (74) 13 137 10 467
Provision charged (credited) to income..... 79 319 286 — 50 2 98 15 849
Charge-offS.......cccovevevinncinrcccnccnes — 67) 19) — — ?2) (48) “4) (140)
RECOVETIES ..o — 3 — 1 5 3 3 1 16
Net (charge-offs) recoveries...........co.ee.. — (64) 19) 1 5 1 45) 3) (124)
Allowance for credit losses — end of
PETIOd oo $ 120 $ 434 $ 424 § 5 % a19) $ 16 $ 190 §$ 22 $ 1,192
Six Months Ended June 30, 2019
Allowance for credit losses — beginning
OF Priod ... $ 116 $ 219 $ 108§ 15 °$ 13 °$ 7 8 58§ 5 8 541
Provision charged (credited) to income..... 33 35 5 (6) — — 35 2 104
Charge-offS .......ccoveevnnecnrcccnecne — ) 3) — (7) 2) (25) 3) (44)
Recoveries — 1 — — 5 2 3 1 12
Net (charge-offs) recoveries — 3) 3) — 2) — (22) 2) (32)
Allowance for credit losses — end of
PELIOA ..o $ 149 $ 251§ 110 $ 9 $ 11 3 7 % 71 8 5 $ 613

The following table summarizes the changes in the liability for off-balance sheet credit exposures during the three and six months

ended June 30, 2020 and 2019:

Balance at beginning of period

Cumulative effect adjustment to initially apply new accounting guidance for

MEASUTING CIEAIt LOSSES...c.viiiiirieiieiietieiete ettt et ss e saeenaesnas

Balance at beginning of period, adjusted
Provision charged (credited) to income

Balance at end of period

33

Three Months Ended Six Months Ended
June 30, June 30,
2020 2019 2020 2019
(in millions)
$ 371 § 89 $ 104 § 96
— — 54 —
371 89 158 96
(118) 1 95 (6)
$ 253 § 90 $ 253 § 90
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Accrued Interest Receivables The following table summarizes accrued interest receivables associated with financial assets carried
at amortized cost and securities available-for-sale along with the related allowance for credit losses, which are reported net in other
assets on the consolidated balance sheet. These accrued interest receivables are excluded from the amortized cost basis disclosures
presented elsewhere in these financial statements, including Note 4, "Securities," and Note 5, "Loans."

June 30,
2020

(in millions)

Accrued interest receivables:

| I )4 R RUSUSURRORRRRRRRNY $ 156
SeCUTIties NElA-T0-MALUIIEY......ccveitieieitieieet ettt ettt et e sttt e s te e e s seesseeseesseeseenseeseesseensenseensesseensesseensensenn 29
Other financial assets measured at AMOTHZEA COST .....ievuiiriiiriieeieeiieeie et este ettt e eteesee e e s eeereesaaeesbeesaesnsaenseens 1
Securities available-fOr=-Sale...........cciiiriiirieiieiee ettt sttt r e te et e seenteeseennesneensennean 105
Total acCTued INtEIESt TECEIVADIES ... .iiitiiiiieitieiitetieete ettt ettt e et e et e s tae e beestaessbeesseessseessseenseeseeenseeseesnseensaennss —291
ATLOWANCE TOT CTEAIE LOSSES ... euvetieiieiietieiieieeiett et et ettt et e st e e s st e be st e esteeseenseeseenseaseesseensesseensesseensesssensesseensenssenseans 3
AcCrued INTEreSt TECEIVADIES, N ........iiiiiiiiiiiii ittt e e ee e e e e e et eeeeeeeabaaeeeeseaaaseeeseetaaeeessenneeeeeas $—288

During the three and six months ended June 30, 2020, we charged-off accrued interest receivables by reversing interest income
for loans of $3 million and $4 million, respectively.

7. Loans Held for Sale

Loans held for sale consisted of the following:

June 30, December 31,
2020 2019

(in millions)

Commercial loans:

Real estate, including CONSITUCTION. .....ccuiiiiiiiieiieieet ettt $ — S 83

Business and corporate DANKING ...........cccecueririieiieiiicieieeiete ettt se e sse s ens — 35

(€ Te] oT21 T2 115 11 =TSSR 103 94

Total COMMETCIAL........ccvieiieiieiieieit ettt ettt et e b e et e st e esaesaeessesseesseesaenseessenseessenseenns 103 212
Consumer loans:

ReSIAENtial MOTEZAZES ...eevveevieeiieiieiieierie ettt ettt ete et e eteesaeestesseessesseessessaessesssensenssensesssensennes 44 77

TOLAl CONSUIMET ......tiiiieiiiieiieeie ettt ettt et e bt e st e e beestae e beessaeesseesssesasaesssaansaessseensaansseenseesssensenes 44 77
Total 10aNS NELA TOI SALE ....cvvviiiiiieeiiiceeec et e e eaa e e et e e eeaaeesenneeeanaeeean S 147 §$ 289

Commercial Loans Included in commercial loans held for sale are certain loans that we have elected to designate under the fair
value option which consists of loans that we originate in connection with our participation in a number of syndicated credit facilities
with the intent of selling them to unaffiliated third parties as well as loans that we purchase from the secondary market and hold
as hedges against our exposure to certain total return swaps. The fair value of these loans totaled $45 million and $178 million at
June 30, 2020 and December 31, 2019, respectively. See Note 10, "Fair Value Option," for additional information.

Commercial loans held for sale also includes certain loans that we no longer intend to hold for investment and were transferred
to held for sale which totaled $58 million and $34 million at June 30, 2020 and December 31, 2019, respectively. During both the
three and six months ended June 30, 2020, we recorded $9 million of lower of amortized cost or fair value adjustments associated
with the write-down of commercial loans held for sale as a component of other income (loss) in the consolidated statement of
income (loss) compared with recording no lower of amortized cost or fair value adjustments on commercial loans held for sale
during both the three and six months ended June 30, 2019.

Consumer Loans Included in residential mortgage loans held for sale are agency-eligible residential mortgage loans which are
originated and held for sale to third parties, currently on a servicing retained basis. Gains and losses from the sale of these residential
mortgage loans are reflected as a component of other income (loss) in the consolidated statement of income (loss).

Loans held for sale are subject to market risk, liquidity risk and interest rate risk, in that their value will fluctuate as a result of
changes in market conditions, as well as the credit environment. Beginning with 2018 applications, interest rate risk for agency-
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eligible residential mortgage loans held for sale is partially mitigated through an economic hedging program to offset changes in
the fair value of these mortgage loans held for sale, from the time of commitment to sale, attributable to changes in market interest
rates. Revenue associated with this economic hedging program, which is reflected as a component of other income (loss) in the
consolidated statement of income (loss), was a gain of $2 million and a loss of $1 million during the three and six months ended
June 30, 2020, respectively, compared with losses of $1 million and $2 million during the three and six months ended June 30,
2019, respectively.

Valuation Allowances Excluding the commercial loans designated under the fair value option discussed above, loans held for sale
are recorded at the lower of amortized cost or fair value, with adjustments to fair value being recorded as a valuation allowance
through other revenues. The valuation allowance on consumer loans held for sale was $1 million and $2 million at June 30, 2020
and December 31, 2019, respectively. The valuation allowance on commercial loans held for sale was $1 million and nil at June
30, 2020 and December 31, 2019, respectively.

8. Goodwill

Goodwill was $458 million and $1,242 million at June 30, 2020 and December 31, 2019, respectively. Goodwill for these periods
reflects accumulated impairment losses of $1,819 million and $1,035 million, respectively.

During the first quarter of 2020, as a result of the deterioration in economic conditions caused by the spread of the COVID-19
pandemic across the globe, including into the United States, and its impact on our businesses including changes to the interest rate
environment as a result of recent FRB actions to combat the economic effects of the virus and the amount of headroom calculated
in our previous annual impairment test for certain reporting units, we determined that it was more likely than not that the fair value
of one or more of our reporting units was lower than their carrying amounts, including goodwill. Based on this analysis, we
determined that an interim goodwill impairment test should be performed for all of our reporting units as of March 31, 2020 and
prepared updated cash flow projections for each reporting unit, resulting in a reduction in the long-term forecasts of profitability
for both our Retail Banking and Wealth Management and our Private Banking reporting units as compared to the prior year forecasts.
These projections were reviewed by senior management in early April in connection with the preparation of our first quarter
financial statements and it was determined that these forecasts represent our current best estimate of future profitability and would
beused to conduct our interim impairment test. We completed our interim impairment test of goodwill utilizing cash flow projections
based on these forecasts under a present value approach and, in conjunction with valuation estimates determined under a market
approach, concluded that the fair value of our Commercial Banking reporting unit exceeded its carrying value, including goodwill.
However, the cash flow projections for our Retail Banking and Wealth Management and our Private Banking reporting units were
significantly lower which, in conjunction with valuation estimates under a market approach and in consideration of a challenging
macroeconomic outlook, resulted in a fair value that was significantly lower than their book values, including goodwill. As a result,
we recorded a non-cash impairment charge of $784 million in the first quarter of 2020, representing the entire amount of goodwill
previously allocated to these reporting units. Beginning in the second quarter of 2020, our Retail Banking and Wealth Management
and our Private Banking reporting units are being reported together within a newly created Wealth and Personal Banking segment
for segment reporting purposes. As discussed in our 2019 Form 10-K, our goodwill impairment testing is highly sensitive to certain
assumptions and estimates used.

During the second quarter of 2020, there were no events or changes in circumstances to indicate that it is more likely than not the
fair value of our Commercial Banking reporting unit has reduced below its carrying amount.
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9. Derivative Financial Instruments

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

The following table presents the fair value of derivative contracts by major product type on a gross basis. Gross fair values exclude
the effects of both counterparty netting as well as collateral, and therefore are not representative of our exposure. The table below
also presents the amounts of counterparty netting and cash collateral that have been offset in the consolidated balance sheet, as
well as cash and securities collateral posted and received under enforceable master netting agreements that do not meet the criteria
for netting. Derivative assets and liabilities which are not subject to an enforceable master netting agreement, or are subject to a
netting agreement where an appropriate legal opinion to determine such agreements are enforceable has not been either sought or
obtained, have not been netted in the following table. Where we have received or posted collateral under netting agreements where
an appropriate legal opinion to determine such agreements are enforceable has not been either sought or obtained, the related
collateral also has not been netted in the following table.
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June 30, 2020 December 31, 2019
Derivative Derivative Derivative Derivative
Assets Liabilities Assets Liabilities

)

Derivatives accounted for as fair value hedges"
OTC-CIEATEAD ..o eesee s

Derivatives accounted for as cash flow hedges""
Foreign exchange contracts - bilateral OTC® ...,
Interest rate contracts - bilateral OTC® ...,
Total derivatives accounted for as hedges ...................c.ccoocovveieieviiiicieeeeeeeeeeee e
Trading derivatives not accounted for as hedges®
EXChange-traded® .............coooveioveoeeoeeeeeeeeee e
OTC-ClEArEd ..........oooooeeeoe oo e

Interest rate COMEIACES .............c.oceiiiiiiieieieeeee ettt eenes

Exchange-traded®

OTC-CLEAEA @ ..o e e s s e eee e ees e ees e

Foreign eXxchange CONEIacts .................cocooiiiiiiiiiiiieeee e

Equity contracts - Bilateral OTC® ...
Exchange-traded®..
Bilateral OTC? ........

Precious metals CONLracts.................ccooiviiiiiiiiiiiii s
OTC-CLEATEd™® ...

Credit COMEIACES ............c.oiiiitiieieeeeee ettt a et s et e e s sese s e
Other non-qualifying derivatives not accounted for as hedges™

Interest rate contracts - bilateral OTC® ..............cooccooiirioreeeeeee oo eeeeon

Foreign exchange contracts - bilateral OTCP ..o

Equity contracts - bilateral OTC® _.................ccoccooiviiieoeeeeeeeeeeeee e

Credit contracts - bilateral OTC® ..o

Total dErIVALIVES............coeuiiieiiiieceee ettt s e esenn

Less: Gross amounts of receivable / payable subject to enforceable master netting
agreements® T et

Less: Gross amounts of cash collateral received / posted subject to enforceable master
NEttiNG AZIeeMENES " " .. .. . ittt ettt sttt enee
Net amounts of derivative assets / liabilities presented in the balance sheet .....................

Less: Gross amounts of financial instrument collateral received / posted subject to
enforceable master netting agreements but not offset in the consolidated balance
SREEL ...ttt

Net amounts of derivative assets / liabilities ...........................ccooooiiiiiiiiiie e

M Derivative assets / liabilities related to cash flow hedges, fair value hedges and derivative instruments held for purposes other than for trading are recorded
in other assets / interest, taxes and other liabilities on the consolidated balance sheet.

@ Over-the-counter ("OTC") derivatives include derivatives executed and settled bilaterally with counterparties without the use of an organized exchange or
central clearing house. The credit risk associated with bilateral OTC derivatives is managed through obtaining collateral and enforceable master netting
agreements. OTC-cleared derivatives are executed bilaterally in the OTC market but then novated to a central clearing counterparty, whereby the central
clearing counterparty becomes the counterparty to each of the original counterparties. Exchange traded derivatives are executed directly on an organized
exchange. Credit risk is minimized for OTC-cleared derivatives and exchange traded derivatives through daily margining requirements. In addition, OTC-
cleared interest rate and credit derivatives with certain central clearing counterparties are settled daily.

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

@ Consists of swap agreements entered into in conjunction with the sales of Visa Inc. ("Visa") Class B common shares ("Class B Shares").

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

(6)
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(in millions)

— — s — 1

— 84 — 164

— 84 — 165

19 1 16 20

— — — 1

19 85 16 186

9 12 110 3

7 80 167 29
16,739 19,146 11,990 13,324
16,819 19,238 12,267 13,356
— 8 J— J—
19,706 18,871 16,440 15,786
19,706 18,879 16,520 15,786
3,585 3,635 3,753 3,993
1 99 71 80
1,625 1,791 1,087 1,309
1,626 1,890 1,158 1,389
94 — 1 -
699 900 1,138 1,024
793 900 1,139 1,024
139 3 128 51
— 1 J— J—
857 291 1,354 75

3 54 — 44

9 73 10 85
43,556 45,049 36,345 35,989
36,240 36,240 29,510 29,510
3,913 6,042 3,683 4,390
3,403 2,767 3,152 2,089
638 1,002 891 553
2,765 1,765 $ 2,261 1,536

Represents the netting of cash collateral posted and received by counterparty under enforceable netting agreements.
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™ Netting is performed at a counterparty level in cases where enforceable master netting agreements are in place, regardless of the type of derivative instrument.

Therefore, we have not allocated netting to the different types of derivative instruments shown in the table above.

See Note 18, "Guarantee Arrangements, Pledged Assets and Repurchase Agreements," for further information on offsetting related
to resale and repurchase agreements.

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

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

Fair Value Hedges In the normal course of business, we hold fixed-rate loans and securities, and issue fixed-rate deposits and
senior and subordinated debt obligations. The fair value of fixed-rate assets and liabilities fluctuates in response to changes in
interest rates. We utilize interest rate swaps, forward and futures contracts to minimize our exposure to changes in fair value caused
by interest rate volatility. The changes in the fair value of the hedged item designated in a qualifying hedge are captured as an
adjustment to the carrying amount of the hedged item (basis adjustment). If the hedging relationship is discontinued and the hedged
item continues to exist, the basis adjustment is amortized over the remaining life of the hedged item.

The following table presents the carrying amount of hedged items in fair value hedges recognized in the consolidated balance
sheet at June 30, 2020 and December 31, 2019, along with the cumulative amount of fair value hedging adjustments included in
the carrying amount of those hedged items:

Cumulative Amount of Fair Value Hedging
Adjustments Increasing (Decreasing) the
Carrying Amount of Hedged Items

Carrying Amount of
Hedged Items” Active Discontinued Total
(in millions)

At June 30, 2020

Securities available-for-sale ("AFS")....ccoovvvverieienieeeenen, $ 9,547 $ 1,167 $ 780 $ 1,947
Deposits(z) .............................................................................. 3,234 234 — 234
Long-term debt.........cccecereriririninenenenienceceeeeceeeeeeeeas 5,932 328 (19) 309
At December 31, 2019

Securities available-for-sale ("AFS")......ccccoveveviiivninenenn. 7,277 554 428 982
Long-term debt.........cceoeeiriririninenieeeeeeeeceeecee 10,975 285 32) 253

(" The carrying amount of securities AFS represents the amortized cost basis.

@ During the first quarter of 2020, $3.0 billion of fixed-rate senior debt obligations issued to HSBC North America were recharacterized as time deposits. The

cumulative amount of fair value hedging adjustments associated with this debt was reclassified to deposits. See Note 14, "Related Party Transactions," for
additional information.
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The following table presents information on gains and losses on derivative instruments designated and qualifying as hedging
instruments and the hedged items in fair value hedges and their locations on the consolidated statement of income (loss):

Location of Gain (Loss)
Recognized in Income Gain (Loss) on Derivatives Gain (Loss) on Hedged Items

(in millions)

Three Months Ended June 30, 2020

Interest rate contracts / Securities AFS...... Net interest income $ 12§ 52
Interest rate contracts / Deposits................ Net interest income — 35)
Interest rate contracts / Long-term debt..... Net interest income 50 (61)
TOtal..eeieiieieeeee e $ 62 $ (44)
Three Months Ended June 30, 2019

Interest rate contracts / Securities AFS...... Net interest income $ (404) $ 488
Interest rate contracts / Long-term debt..... Net interest income 153 (290)
TOtal..c.oooeieieceeececeeeeeee e $ (251) $ 198
Six Months Ended June 30, 2020

Interest rate contracts / Securities AFS...... Net interest income $ (1,144) $ 1,230
Interest rate contracts / Deposits................ Net interest income 120 (181)
Interest rate contracts / Long-term debt..... Net interest income 227 (290)
Total. oo $ (797) $ 759
Six Months Ended June 30, 2019

Interest rate contracts / Securities AFS...... Net interest income $ (661) $ 838
Interest rate contracts / Long-term debt..... Net interest income 237 (489)
Total ..o $ (424) $ 349

Cash Flow Hedges We own or issue floating rate financial instruments and enter into forecasted transactions that give rise to
variability in future cash flows. As a part of our risk management strategy, we use interest rate swaps, currency swaps and futures
contracts to mitigate risk associated with variability in the cash flows. Changes in fair value of a derivative instrument associated
with a qualifying cash flow hedge are recognized in other comprehensive income (loss). When the cash flows being hedged
materialize and are recorded in income or expense, the associated gain or loss from the hedging derivative previously recorded in
accumulated other comprehensive income (loss) ("AOCI") is reclassified into earnings in the same accounting period in which
the designated forecasted transaction or hedged item affects earnings. If a cash flow hedge of a forecasted transaction is discontinued
because it is no longer highly effective, or if the hedge relationship is terminated, the cumulative gain or loss on the hedging
derivative to that date will continue to be reported in AOCI unless it is probable that the hedged forecasted transaction will not
occur by the end of the originally specified time period as documented at the inception of the hedge, at which time the cumulative
gain or loss is released into earnings.

At June 30, 2020, active cash flow hedge relationships extend or mature through March 2023. During the three and six months
ended June 30, 2020, respectively, $4 million and $10 million of losses related to discontinued cash flow hedge relationships were
amortized to earnings from AOCI compared with losses of $9 million and $19 million during the three and six months ended June
30, 2019, respectively. During the next twelve months, we expect to amortize $9 million of remaining losses to earnings resulting
from these discontinued cash flow hedges. The interest accrual related to the hedging instruments is recognized in net interest
income.
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The following table presents information on gains and losses on derivative instruments designated and qualifying as hedging
instruments in cash flow hedges (including amounts recognized in AOCI from discontinued cash flow hedges) and their locations
on the consolidated statement of income (loss):

Gain (Loss) Recognized in Gain (Loss) Reclassified From

M Location of Gain (Loss) :
AOCI on Derivatives Reclassified from AOCI AOCI into Income
2020 2019 into Income 2020 2019

(in millions)

Three Months Ended June 30,

Foreign exchange contracts $ — 3 — Net interest income $ — —
Interest rate contracts ................. — (2) Net interest income “) )
Total....ooooeiiieeceeeeeeeee e, $ — 3 2) $ “ S 9)
Six Months Ended June 30,

Foreign exchange contracts................ $ — 9 1 Net interest income $ — 8 —
Interest rate contracts ..............coovn..... 113 5 Net interest income (10) (19)
Total....oeeeeeee $ 113 $ 6 $ 10) $ (19)

Trading Derivatives and Non-Qualifying Hedging Activities In addition to risk management, we also enter into derivative
contracts, including buy- and sell-protection credit derivatives, for the purposes of trading and market making, or repackaging
risks to form structured trades to meet clients' risk taking objectives. Additionally, we buy or sell securities and use derivatives to
mitigate the market risks arising from our trading activities with our clients that exceed our risk appetite. We also use buy-protection
credit derivatives to manage our counterparty credit risk exposure. Where we enter into derivatives for trading purposes, realized
and unrealized gains and losses are recognized in trading revenue. Counterparty credit risk associated with OTC derivatives,
including risk-mitigating buy-protection credit derivatives, are recognized as an adjustment to the fair value of the derivatives and
are recorded in trading revenue.

Our non-qualifying hedging and other activities include:

*  Derivative contracts related to the fixed-rate long-term debt issuances and hybrid instruments, including all structured
notes and deposits, for which we have elected fair value option accounting. These derivative contracts are non-qualifying
hedges but are considered economic hedges.

*  Credit default swaps which are designated as economic hedges against the credit risks within our loan portfolio. In the
event of an impairment loss occurring in a loan that is economically hedged, the impairment loss is recognized as provision
for credit losses while the gain on the credit default swap is recorded as other income (loss).

*  Swap agreements entered into in conjunction with the sales of Visa Class B Shares to a third party to retain the litigation
risk associated with the Class B Shares sold until the related litigation is settled and the Class B Shares can be converted
into Class A common shares ("Class A Shares"). See Note 18, "Guarantee Arrangements, Pledged Assets and Repurchase
Agreements," for additional information.

*  Forward purchases or sales of to-be-announced ("TBA") securities used to economically hedge changes in the fair value
of agency-eligible residential mortgage loans held for sale attributable to changes in market interest rates. Changes in the
fair value of TBA positions, which are considered derivatives, are recorded in other income (loss). See Note 7, "Loans
Held for Sale," for additional information.

Derivative instruments designated as economic hedges that do not qualify for hedge accounting are recorded at fair value through
profit and loss. Realized and unrealized gains and losses on economic hedges are recognized in gain (loss) on instruments designated
at fair value and related derivatives or other income (loss) while the derivative asset or liability positions are reflected as other
assets or other liabilities.
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The following table presents information on gains and losses on derivative instruments held for trading purposes and their locations
on the consolidated statement of income (loss):

Gain (Loss) Recognized in Income on

Derivatives
Three Months Ended Six Months Ended
Location of Gain (Loss) June 30, June 30,
Recognized in Income on Derivatives 2020 2019 2020 2019

(in millions)

Interest rate CONtracts............coeeervevevenene. Trading revenue $ (135 $ (171) $ (118) $ (115)

Foreign exchange contracts' ................... Trading revenue (144) 253 (809) 239
Equity contracts .........ccceceevererencneniennenn Trading revenue (189) (61) 1,068 (150)
Precious metals contracts'....................... Trading revenue 223 36 383 53
Credit CoNntracts........coeeveevereeereereenenens Trading revenue 35 (145) (622) (267)
TOMAL oo $ (2100 $ (38) $ (98) $ (240)
M During the third quarter of 2019, we changed our presentation for certain derivatives that were previously reported in foreign exchange contracts and began

reporting these derivatives in precious metals contracts. As a result, we have reclassified $424 million and $575 million of gains from foreign exchange
contracts to precious metals contracts during the three and six months ended June 30, 2019, respectively, to conform with the current year presentation.

The significant gains and losses recognized in trading revenue on derivatives during the six months ended June 30, 2020, primarily
in foreign exchange, equity and credit contracts, reflect the impact of market volatility caused by the spread of the COVID-19

pandemic.

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

Gain (Loss) Recognized in Income on

Derivatives
Three Months Ended Six Months Ended
Location of Gain (Loss) June 30, June 30,
Recognized in Income on Derivatives 2020 2019 2020 2019

(in millions)

Interest rate contracts ...........ccceceeeeeveenne. Gain (loss) on instruments designated

at fair value and related derivatives $ 19 § 180 $ 269 § 336
Interest rate contracts ..........cceeeevveeeenveennnns Other income (loss) 2 ) a ()
Foreign exchange contracts....................... Gain (loss) on instruments designated

at fair value and related derivatives — 1 ?2) —
Equity contracts........c.cccceceveererenenennennenn Gain (loss) on instruments designated

at fair value and related derivatives 1,085 324 (613) 1,238
Credit contracts ........ccceceeevererenenenennenne Gain (loss) on instruments designated

at fair value and related derivatives — — 37 —
Credit coNtracts ........ccceceeevererenenenennenn Other income (loss) (38) % 13 (14)
Other contracts™ ..........ccccoovvvereverrennn. Other income (loss) 12) 3) @ ©)]
TOtal. .o $ 1,056 $ 497 $ (298) $ 1,549

M Consists of swap agreements entered into in conjunction with the sales of Visa Class B Shares.

Credit-Risk Related Contingent Features The majority of our derivative contracts contain provisions that require us to maintain
a specific credit rating from each of the major credit rating agencies. Sometimes the derivative instrument transactions are a part
of broader structured product transactions. If our credit ratings were to fall below the current ratings, the counterparties to our
derivative instruments could demand us to post additional collateral. The amount of additional collateral required to be posted will
depend on whether we are downgraded by one or more notches. The aggregate fair value of all derivative instruments with credit-
risk related contingent features that were in a net liability position at June 30, 2020 was $1,122 million, for which we had posted
collateral of $674 million. The aggregate fair value of all derivative instruments with credit-risk-related contingent features that
were in a net liability position at December 31, 2019 was $611 million, for which we had posted collateral of $316 million.
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Substantially all of the collateral posted is in the form of cash or securities available-for-sale. See Note 18, "Guarantee Arrangements,
Pledged Assets and Repurchase Agreements," for further details.

The following table presents the amount of additional collateral that we would be required to post (from the current collateral
level) related to derivative instruments with credit-risk related contingent features if our long-term ratings were downgraded by
one or two notches. A downgrade by a single rating agency that does not result in a rating lower than a preexisting corresponding
rating provided by another rating agency will generally not result in additional collateral.

One-notch Two-notch
downgrade downgrade

(in millions)

Amount of additional collateral to be posted upon downgrade ...........ccceceveeiinieienienieee $ 33§ 183

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

June 30, 2020 December 31, 2019

(in millions)

Interest rate:

FUtures and fOTWATAS .........ooviiiieeieeecee ettt et e s eae e $ 492,827 § 597,980
SWWADS ettt ettt ettt ettt b et n et n e a e et h e bt eh e eh e b e he et et et e etenaensenes 1,633,572 2,130,442
OPHIONS WITEETI.....eetieiietieie ettt ettt st ettt et e st e e e s e te e st et e eseeeeeneesseenseeneeneesnes 85,733 158,861
OptioNS PUICRASEA .....eoviieieiieieiieieee ettt et se s e sseenaeenas 90,289 164,265
2,302,421 3,051,548
Foreign exchange:

Swaps, futures and fOrwards ...........ocvecerieiierieieceeeeeee e 1,114,801 1,362,959
OPLIONS WITEEEIL...e.uveiiieieiieiieeieeiteete et e steesteesaeeteesereebeessaessteessseesseessseesessssessseenssennne 31,766 44,876
Options PUICRASEA ......ccvieeieiieiiei ettt 31,970 46,085
DO et et h et et h bbb e et e et ene 81,472 67,060
1,260,009 1,520,980

Commodities, equities and precious metals:
Swaps, futures and fOrwards ..........ccoeceiieiieniieieceeeeeeee e 65,008 55,678
OPLIONS WITEEEIL...e.uveiiieieiieiieeieeiteete et e steesteesaeeteesereebeessaessteessseesseessseesessssessseenssennne 35,138 39,035
Options PUICRASEA ......cvieuiiiieeiee ettt 45,260 49,517
145,406 144,230
CIEAIt AETIVALIVES ...vveeieiie ettt e et e et e e e aa e e e e aaeeseaaeeesaaaeeesnseessnaeessneeeans 83,278 90,049
OhET COMEACTS ™Y ..ot e et e e e e e e e e seeeeeeaes e seesees 1,074 1,044
TORALL ettt e b bbbt bbbttt nee $ 3,792,188 $ 4,807,851

M Consists of swap agreements entered into in conjunction with the sales of Visa Class B Shares.

10. Fair Value Option

We report our results to HSBC in accordance with HSBC Group accounting and reporting policies ("Group Reporting Basis"),
which apply International Financial Reporting Standards ("IFRSs") as issued by the International Accounting Standards Board
("TASB") and endorsed by the European Union ("EU"). We typically have elected to apply fair value option ("FVO") accounting
to selected financial instruments to align the measurement attributes of those instruments under U.S. GAAP and the Group Reporting
Basis and to simplify the accounting model applied to those financial instruments. We elected to apply FVO accounting to certain
commercial loans held for sale, certain securities purchased and sold under resale and repurchase agreements, certain fixed-rate
long-term debt issuances, all of our hybrid instruments, including structured notes and deposits, and, beginning January 1, 2020,
certain student loans held for investment. Excluding the fair value movement on fair value option liabilities attributable to our
own credit spread, which is recorded in other comprehensive income (loss), changes in the fair value of fair value option assets
and liabilities as well as the mark-to-market adjustment on the related derivatives and the net realized gains or losses on these
derivatives are reported in gain (loss) on instruments designated at fair value and related derivatives in the consolidated statement
of income (loss).
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Loans and Loans Held For Sale We elected to apply FVO accounting to certain commercial syndicated loans which are originated
with the intent to sell and certain commercial loans that we purchased from the secondary market and hold as hedges against our
exposure to certain total return swaps and include these loans as loans held for sale in the consolidated balance sheet. Beginning
January 1, 2020, we also elected to apply FVO accounting to certain student loans held for investment. These elections allow us
to account for these loans at fair value which is consistent with the manner in which the instruments are managed. Where available,
fair value is based on observable market pricing obtained from independent sources, relevant broker quotes or observed market
prices of instruments with similar characteristics. Where observable market parameters are not available, fair value is determined
based on contractual cash flows adjusted for estimates of prepayment rates, expected default rates and loss severity discounted at
management's estimate of the expected rate of return required by market participants. We also consider loan-specific risk mitigating
factors such as collateral arrangements in determining the fair value estimate. Interest from these loans is recorded as interest
income in the consolidated statement of income (loss). Because a substantial majority of the loans elected for the fair value option
are floating rate commercial loans, changes in their fair value are primarily attributable to changes in loan-specific credit risk
factors. The components of gain (loss) related to loans designated at fair value are summarized in the table below. At June 30,
2020, there were loans with a fair value of $5 million (unpaid principal balance of $9 million) for which the fair value option has
been elected that were 90 days or more past due while there were no loans for which the fair value option has been elected in
nonaccrual status. At December 31, 2019, no loans for which the fair value option has been elected were 90 days or more past due
or in nonaccrual status.

Resale and Repurchase Agreements We elected to apply FVO accounting to certain securities purchased and sold under resale
and repurchase agreements which are trading in nature. The election allows us to account for these resale and repurchase agreements
at fair value which is consistent with the manner in which the instruments are managed. The fair value of the resale and repurchase
agreements is determined using market rates currently offered on comparable transactions with similar underlying collateral and
maturities. Interest on these resale and repurchase agreements is recorded as interest income or expense in the consolidated statement
of income (loss). The components of gain (loss) related to these resale and repurchase agreements designated at fair value are
summarized in the table below.

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

Hybrid Instruments We elected to apply FVO accounting to all of our hybrid instruments issued, including structured notes and
deposits. The valuation of the hybrid instruments is predominantly driven by the derivative features embedded within the instruments
and our own credit risk. Cash flows of the hybrid instruments in their entirety, including the embedded derivatives, are discounted
at an appropriate rate for the applicable duration of the instrument adjusted for our own credit spreads. The credit spreads applied
to structured notes are determined with reference to our own debt issuance rates observed in the primary and secondary markets,
internal funding rates, and structured note rates in recent executions while the credit spreads applied to structured deposits are
determined using market rates currently offered on comparable deposits with similar characteristics and maturities. Interest on this
debt is recorded as interest expense in the consolidated statement of income (loss). Excluding the fair value movement attributable
to our own credit spread, the components of gain (loss) in the consolidated statement of income (loss) related to hybrid instruments
designated at fair value are summarized in the table below.
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The following table summarizes the fair value and unpaid principal balance for items we account for under FVO:

Fair Value

Over (Under)
Unpaid Unpaid
Principal Principal
Fair Value Balance Balance
(in millions)
At June 30, 2020
Student loans held for INVESMENt............ccceviiirirerineereeee e 35§ 37 $ ?2)
Commercial loans held for sale...........cocvverinineninincniicccccee e 45 56 (11)
Fixed rate 10ng-term debt...........ccueiriiiiiiiiiiiereeeeeeeeee e 971 741 230
Hybrid instruments:
SrUCtUred AEPOSIES ....veuveueenieiieiieiieieeieete ettt s 5,395 6,092 (697)
SEUCTUIEA NOTES....evvviiiee ittt e e ee ettt e e e e e e e e e e e seraaeeeesesneseeeessnnnees 8,350 7,877 473
At December 31, 2019
Commercial loans held for sale...........cocvveririnenininciicccee e 178  $ 189 § (11)
Securities sold under repurchase agreements ............coeeerereeierienceenenenesesenens 373 373 —
Fixed rate long-term debt..........ccocoeiiiiininininicccccce e 959 741 218
Hybrid instruments:
Structured dePOSIES .....c..eovereeeiriririrerteeteee ettt ettt ettt 7,209 7,491 (282)
SHIUCTUIEA NOTES...e.vieuiieeieiieitete ettt ettt te e e reessesseessesreessesaeessesenas 9,388 8,187 1,201
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Components of Gain (Loss) on Instruments Designated at Fair Value and Related Derivatives The following table summarizes
the components of gain (loss) on instruments designated at fair value and related derivatives reflected in the consolidated statement

of income (loss) for the three and six months ended June 30, 2020 and 2019:

Loans and

Loans Held  Long-Term Hybrid
for Sale Debt Instruments Total
(in millions)

Three Months Ended June 30, 2020

Interest rate and other components™...............cocoooiviovoieoeeeeeeee e, $ — 3 2 $ (1,089 $ (1,087)

Credit risk component®® ... 5 — — 5
Total mark-to-market on financial instruments designated at fair value...... 5 2 (1,089) (1,082)
Mark-to-market on related derivatives .........ccoeceeeieeieniecieneerie e — — 1,096 1,096
Net realized gain on related long-term debt derivatives..........ccoccevveeennnnen. — 8 — 8
Gain (loss) on instruments designated at fair value and related derivatives. $ 5 $ 10 $ 7 3 22
Three Months Ended June 30, 2019

Interest rate and other components'..............cco.oovuervervrrrerieriesee e, $ — (100) $ (422) $ (522)

Credit risk component™® ...............coooovrveeceeeeeeeeeeeeeeeeeeee e — — — —
Total mark-to-market on financial instruments designated at fair value....... — (100) (422) (522)
Mark-to-market on related derivatives ..........coocevveeeerieieneeieseeeceeeene — 83 413 496
Net realized gain on related long-term debt derivatives...........cccceceverennnne. — 9 — 9
Gain (loss) on instruments designated at fair value and related derivatives. $ — 3 ®) $ 9 $ (17
Six Months Ended June 30, 2020

Interest rate and other components'’..............ccoo.evververreereerresieesesann, $ — 8 132) $ 490 $ 358

Credit risk component®® ... ... 49) — — (49)
Total mark-to-market on financial instruments designated at fair value....... 49) (132) 490 309
Mark-to-market on related derivatives ..........coceeereenieienenienieenceees 37 150 (510) (323)
Net realized gain on related long-term debt derivatives..........ccccecevverennnne. — 14 — 14
Gain (loss) on instruments designated at fair value and related derivatives. § 12) $ 32 S (20) $ —
Six Months Ended June 30, 2019

Interest rate and other components™................co.ccoooorvrrrirreerereeeeeean, $ — 3 (169) $ (1,434) $ (1,603)

Credit risk component® ...............coooovirvereeereeeeeeeeeeeeeeee e 3 — — 3
Total mark-to-market on financial instruments designated at fair value...... 3 (169) (1,434) (1,600)
Mark-to-market on related derivatives .........ccoecveeieeeenieeiereerie e — 136 1,419 1,555
Net realized gain on related long-term debt derivatives.........ccccceceveruennenne. — 19 — 19
Gain (loss) on instruments designated at fair value and related derivatives. $ 33 (14) $ (15) $ (26)

(O]
)
3)

spreads associated with certain commercial loans held for sale which were impacted by the COVID-19 pandemic.
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The fair value movement on fair value option liabilities attributable to our own credit spread is recorded in other comprehensive income (loss).

As it relates to hybrid instruments, interest rate and other components primarily includes interest rate, foreign exchange and equity contract risks.

During six months ended June 30, 2020, the loss in the credit risk component for loans and loans held for sale was attributable to the widening of credit
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11. Accumulated Other Comprehensive Income (Loss)

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

Three Months Ended June 30, 2020 2019
(in millions)

Unrealized gains (losses) on investment securities:

Balance at beginning of PETIOQ..........cccuiiiiiiiiiiiiiiii e $ 644 $ (340)
Other comprehensive income (loss) for period:
Net unrealized gains arising during period, net of tax of $41 million and $73 million, respectively........ccoeeeerveerenecrennccnne 129 235
Reclassification adjustment for gains realized in net income (loss), net of tax of $(7) million and $(5) million, respectively” .. 24) (18)
Provision for credit losses realized in net income (loss), net of tax of less than $1 million® ..............ccoooverrveeerrrrerrvrerrsnrrrenenns 1 —
Amortization of net unrealized losses on securities transferred from available-for-sale to held-to-maturity realized in net
income (loss), net of tax of $1 million and $1 Million, reSPECVELY™ ...........covvervveereeeeeeeeee e 4 3
Total other comprehensive income (10SS) fOr PEriod...........c.ouvieiiiiiiiiiniiiiiiiii s 110 220
Balance at end of period 754 (120)
Unrealized gains (losses) on fair value option liabilities attributable to our own credit spread:
Balance at beginning 0f PEIIOQ. ........ccuouiuiiiiiuiiiiiiieec ettt sttt 398 190
Other comprehensive income (loss) for period:
Net unrealized gains (losses) arising during the period, net of tax of $(82) million and $2 million, respectively ...........c.coevrenee. (261) 7
Total other comprehensive income (10SS) fOr PEriod...........c.ouvieiiiiiiiiiiiiiiiiiiiir s (261) 7
Balance at @nd OF PEIIOQ..........cooiiiiiiiiiiiic ettt 137 197
Unrealized gains (losses) on derivatives designated as cash flow hedges:
Balance at beginning Of PEIIOQ. ........ccuouiuiiiiiiiiiiciiec ettt s et sttt (61) (145)
Other comprehensive income (loss) for period:
Net unrealized losses arising during period, net of tax of nil and $(1) million, respectively ...........cccoveerricinncrcnneccneecene — 1)
Reclassification adjustment for losses realized in net income (loss), net of tax of $1 million and $3 million, respectively™®....... 3 6
Total other comprehensive INCOME fOr PEIIOE. ......c.erviueuiirieieiirieie ettt ettt ettt bbbt eae bttt nenenene 3 5
Balance at @nd OF PEIIOA.........c.c.iiiiiiiiiii bbb (58) (140)
Pension and postretirement benefit liability:
Balance at beginning and end Of PEIIOE .........c.covvuiuiririiieinieiciirett ettt ettt sttt 3) 8
Total accumulated other comprehensive income (loss) at end of period $ 830 $ (55)
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Six Months Ended June 30, 2020 2019

(in millions)
Unrealized gains (losses) on investment securities:

Balance at beginning of period $ (116) $ (519)

Cumulative effect adjustment to initially apply new accounting guidance for measuring credit losses on securities available-for-

sale, net 0f taX OF ST MUIITION™ ......c.iiiiiiicec ettt ettt ettt et e e ae e s et e eteesbesaeeteesbeeseessensesseenseseessessenseenee 2 —
Balance at beginning of period, adJUSTEd ............ccoiiiiiiiiiiiiiiiiiiii e (114) (519)
Other comprehensive income (loss) for period:
Net unrealized gains arising during period, net of tax of $286 million and $128 million, respectively.........cccoeceeeeeiecericennnes 906 415
Reclassification adjustment for gains realized in net income (loss), net of tax of $(14) million and $(7) million, respectively" 45) (23)

Amortization of net unrealized losses on securities transferred from available-for-sale to held-to-maturity realized in net

income (loss), net of tax of $2 million and $2 million, respectively"® . 7 7
Total other comprehensive income for period...........ccccceueueiveicinicennne - 868 399
Balance at €N0d OF PETIOM ........couiiiuiriiieiet ettt h bt b et e st e bt a bt b e e e st bt et a e et s b bt ene ettt eaenten 754 (120)
Unrealized gains (losses) on fair value option liabilities attributable to our own credit spread:
Balance at beginning 0f PETIOQ. ......c.couvueuiririiueirieiciieiee ettt ettt et sttt s ettt ea ettt nen ) 301
Other comprehensive income (loss) for period:
Net unrealized gains (losses) arising during period, net of tax of $46 million and $(33) million, respectively .........c.cocorrrirenne. 146 (104)
Total other comprehensive income (108S) fOr PEriOd...........cvourieiriririririiiiiie s 146 (104)
Balance at @nd OF PEIIOA.........c.o.iiiiiiiiiii ettt 137 197
Unrealized gains (losses) on derivatives designated as cash flow hedges:
Balance at beginning Of PETIOQ. ......c.couvueuiririiueiririciietec ettt et sttt bbbttt a et se et (151) (159)
Other comprehensive income (loss) for period:
Net unrealized gains arising during period, net of tax of $28 million and $1 million, respectively ...........c.cccovvrnnnnnnnnnnne. 85 5
Reclassification adjustment for losses realized in net income (loss), net of tax of $2 million and $5 million, respectively™®....... 8 14
Total other comprehensive INCOME fOr PETIOW. ......c.ccoiuiuiiiiiiiiiiic s 93 19
Balance at end of period (58) (140)
Pension and postretirement benefit liability:
Balance at beginning of PETIOQ..........c.ciiiiiiiiiiiiiiiiii bbb 3) 11
Other comprehensive income (loss) for period:
Change in unfunded pension and postretirement liability, net of tax of nil and $(1) million, respectively ..........cccoeeererreerennne — 3)
Total other comprehensive 10SS fOr PEIIOd ........c.ouiuiiiiiiiiiiiiiii e — 3)
Balance at @0 OF PEIIOA.........c.c.iriiiiiiiieiii ettt ettt sttt aes 3) 8
Total accumulated other comprehensive income (loss) at end of period......................c.ocoooiiiiiie $ 830 $ (55)

M Amount reclassified to net income (loss) is included in other securities gains, net in our consolidated statement of income (loss).

@ Changes in the allowance for credit losses on securities available-for-sale are included in the provision for credit losses in our consolidated statement of
income (loss).

@ Amount amortized to net income (loss) is included in interest income in our consolidated statement of income (loss). During 2014, we transferred securities
from available-for-sale to held-to-maturity. At the date of transfer, AOCI included net pretax unrealized losses related to the transferred securities which are
being amortized over the remaining contractual life of each security as an adjustment of yield in a manner consistent with the amortization of any premium
or discount.

@ Amount reclassified to net income (loss) is included in net interest income in our consolidated statement of income (loss).

)

See Note 21, "New Accounting Pronouncements," for additional discussion.
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12. Pension and Other Postretirement Benefits

Defined Benefit Pension Plan The table below reflects the portion of pension expense and its related components of the combined
HSBC North America Pension Plan (either the "HSBC North America Pension Plan" or the "Plan") which has been allocated to

us and is recorded in our consolidated statement of income (loss). We have not been allocated any portion of the Plan's net pension
liability.

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

2020 2019 2020 2019

(in millions)
............................................................. $ 12§ 14 S 24§ 29
.................................................................................. (20) (19) 39 37
Amortization of net actuarial 10SS........c.eecviiiiierieniiieiieee et 2 5 4 12
Administrative costs

.................................................................................................. 1 1 2 2
Pension (INCOME) EXPENSE ......erueeuieiertieiieriieienteete st etestte e etee e eteenteseeeseeeseesbeeneenees $ B 3 1 $ 9 3 6

Interest cost on projected benefit obligation
Expected return on plan assets

Postretirement Plans Other Than Pensions Certain employees also participate in plans which provide medical and life insurance
benefits to retirees and eligible dependents. These plans cover all eligible employees who meet certain age and vested service

requirements. We have instituted dollar limits on payments under the plans to control the cost of future medical benefits. The
following table reflects the components of the net periodic postretirement benefit cost:

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

2020 2019 2020 2019
(in millions)

......................................................... $ 18 1% 18 1
.............................................................................. 1) (1) ) (1)

Net periodic postretirement benefit Cost..........oooiiiiiiiiiiiiiiiiiie $ — 8 —$ — 3 —

Interest cost on accumulated benefit obligation

Amortization of net actuarial gain
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13. Fee Income from Contracts with Customers

The following table summarizes fee income from contracts with customers disaggregated by type of activity, as well as a
reconciliation to total other revenues, during the three and six months ended June 30, 2020 and 2019. See Note 22, "Fee Income
from Contracts with Customers," in our 2019 Form 10-K for a description of the various types of fee-based activities and how
revenue associated with these activities is recognized. There have been no significant changes in these activities since December 31,
2019.

Three Months Ended Six Months Ended

June 30, June 30,
2020 2019 2020 2019
(in millions)

Credit Card fEES, NMET ........ocveeirieeeee ettt ettt e e et eeee et e eteeereeenaeeeaeeenneens $ 9 $ 18 $ 20 $ 30
Trust and investment management fEes..........ceceveririreririneneneeeeeeeeeeeceee 33 31 64 61
Other fees and commissions:

ACCOUNE SCIVICES ..veuvvervieereieeetesteeteeseeseeseesseassesseessesseessesseessesssessenssensesssensesssesseenses 58 68 119 133

Credit fACTIITIES . .veevieeieeiie ettt ettt e ae et e s e ebeeseb e e teesabeesbaesaseesseessseenseenens 64 81 137 150

OhET RS .evviiieiieieiee ettt e b e e te e s e eteesseeseessesssesseensens 15 13 32 26

Total other fees and COMMUISSIONS ...c.veeevieriieeiiiiiiieeieeree ettt ere e ere e e saeeaee e 137 162 288 309
Servicing and other fees from HSBC affiliates.........c.ccccccveineininncnecnccnecnecnen 81 88 169 169
TOSUTANCEY <o e eeen 2 4 4 6
Total fee income from contracts With CUSTOMETS ........cceecverieriieieniieiee e 262 303 545 575
Other NON-TEE TEVEIUES ......eeiuvieiiieeiieiiieeieeiee et etee st esteesaeesteeesaeeteesaseeseessseeseessseens 202 133 306 251
Total Other FEVENUES™ ... $ 464 § 436 $§ 851 $§ 826

M Included within other income (loss) in the consolidated statement of income (loss).

@ See Note 15, "Business Segments," for a reconciliation of total other revenues on a U.S. GAAP basis to other operating income for each business segment
under the Group Reporting Basis.

Credit card fees, net We recognized interchange fees of $13 million and $35 million during the three and six months ended June
30,2020, respectively, compared with $26 million and $48 million during the three and six months ended June 30,2019, respectively.
Credit card rewards program costs totaled $5 million and $18 million during the three and six months ended June 30, 2020,
respectively, compared with $10 million and $22 million during the three and six months ended June 30, 2019, respectively.

Deferred Fee Income

Information related to deferred fee income on loan commitments, revolving credit facilities and standby letters of credit is included
in Note 18, "Guarantee Arrangements, Pledged Assets and Repurchase Agreements," and Note 19, "Fair Value Measurements."
Excluding these items, we had deferred fee income related to certain account service fees that are paid upfront and recognized
over the service period and annual fees on credit cards which collectively was $3 million and $2 million at June 30, 2020 and
December 31, 2019, respectively. We expect to recognize this revenue over a remaining period of one year or less.

Other than trust and investment management fees as discussed in our 2019 Form 10-K, we do not use significant judgments in the
determination of the amount and timing of fee income from contracts with customers. Additionally, costs to obtain or fulfill contracts
with customers were immaterial.
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14. Related Party Transactions

In the normal course of business, we conduct transactions with HSBC and its subsidiaries. HSBC policy requires that these
transactions occur at prevailing market rates and terms and, where applicable, these transactions are compliant with United States
banking regulations. All extensions of credit by (and certain credit exposures of) HSBC Bank USA, National Association (together
with its subsidiaries, "HSBC Bank USA") to other HSBC affiliates (other than Federal Deposit Insurance Corporation insured
banks) are legally required to be secured by eligible collateral. The following tables present related party balances and the income
(expense) generated by related party transactions:

June 30, December 31,
2020 2019

(in millions)

Assets:
Cash and due from DANKS .........cccueeciieiieeiicie ettt et te et e s e et e e seaeebeesebeebeessaeessaessnennss $ 466 $ 850
Interest bearing deposits With DanKS...........ccecivieriiiieriiieceeeee e 135 40
Securities purchased under agreements to TeSEll!) .............coooviviieeieeieeeee e 2,153 4,600
TTAAINE ASSELS. ...vevteteeiieteet ettt ettt et ettt e et e a e bt e st e bt e st et e es e et e ene e bt eneeeaeeneeeeeeneesaeentesneenneenean 86 79
| o4 RO 1,565 2,343
OHET™ ..ot 863 456
TOTAL @SSEES..... ettt ettt et et e e ettt e et e st e e et e e e eaaeeseaaeeeeaaeeeenaaeeseaaeesaaaee e e neeeseneeeeanaeeaan $ 5268 §$ 8,368
Liabilities: -
DIEPOSIES. ...ttt ettt ettt ettt at st ettt teeteeteeteeaeebe et e et e be et e b ea b e b e st e st erteaeensetsereeteeteeteereereerees $ 15,790 $ 9,000
Trading HADIIITIES ......eeviiveeeieetieieete ettt ettt et ettt ettt eas e te et e ebeeaseeteeaseeseenseereenseerseseereas 53 293
ShOTt-tEIMN DOTTOWINES ... eevviiiieiieiietieiieeteete et et ettesteetesteestesseessesseessesssenseessenseessenseessesseessesssensesses 295 1,166
LONG-TM dEDL......eoiiiieiieee ettt et s 4,865 7,848
ORET™ ..ot 210 931
TOTAL HADIIITIES ....veveeee ettt ettt ettt ettt et e e e e e e e e et e aesatesaesateeseesaesaeensesseenseeneessennesasens $ 21,213 § 19,238

M Reflects purchases of securities under which other HSBC affiliates have agreed to repurchase.

@ Other assets and other liabilities primarily consist of derivative balances associated with hedging activities and other miscellaneous account receivables and
payables.
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Three Months Ended Six Months Ended
June 30, June 30,

2020 2019 2020 2019

(in millions)

Income (Expense):

TNEETEST INCOIMIE .ot e e e e e e e e e e e e e e e et e eeeeeaaeeeeeaaeaans $ 12 $ 47 $ 38 $ 90

INEETEST EXPEIISE ...eenetiiiiiiiieiieite ettt ettt ettt et e saee e (79) (152) (199) (276)
INEt INEETESE EXPEIISE ..veeveviierterterierieeteeterte sttt et et et et eseeteebesresbesbesbesbestesaeseesaensennens 67) (105) (161) (186)
Trading reVENUE (EXPEIISE) .. .cuveueeureueeueeterterteetertestesteeeseeneenseseeneeseesesseeeessesbessessensenseneas (356) ©) 617) (1,523)
Servicing and other fees from HSBC affiliates:

HSBC Bank PIC ..ottt 41 46 88 81

HSBC Markets (USA) Inc. ("HMUS")....oouiiriiieiieiniereeieeeee e 26 27 50 57

Other HSBC affiliates ......c.coueirieiriiiniiiniiieieeecee et 14 15 31 31
Total servicing and other fees from HSBC affiliates ............cccoccoivioiniininnincinenns 81 88 169 169
Gain (loss) on instruments designated at fair value and related derivatives................ 1,096 412 (510) 1,420
Support services from HSBC affiliates:

HTSU ottt 272) (298) (535) (575)

HIMUS Lottt ettt (19) (23) (46) (50)

Other HSBC affiliates .......cveieuiiiiiiiieiiiesiesee e 98) (90) (190) (166)
Total support services from HSBC affiliates ..........cccoccoeveinciinciiiniiiiecnccnenne (389) (411) (771) (791)
Rental income from HSBC affiliates, Net'!) .........co.oveveveeeeeeeeeeeeeeeeereeeeeeeeeeeseeeesnes 6 12 18 24
Stock based compensation eXPense™ ..............coo.rvvrverieeriersesissiessesss oo @) ®) (13) (14)

M We receive rental income from our affiliates, and in some cases pay rental expense to our affiliates, for rent on certain office space. Net rental income from

our affiliates is recorded as a component of occupancy expense, net in our consolidated statement of income (loss).

@ Employees may participate in one or more stock compensation plans sponsored by HSBC. These expenses are included in salaries and employee benefits

in our consolidated statement of income (loss). Certain employees are also eligible to participate in a defined benefit pension plan and other postretirement
plans sponsored by HSBC North America which are discussed in Note 12, "Pension and Other Postretirement Benefits."

Funding Arrangements with HSBC Affiliates:

We use HSBC affiliates to fund a portion of our borrowing and liquidity needs. At June 30, 2020 and December 31, 2019, long-
term debt with affiliates reflected $4.9 billion and $7.8 billion, respectively, of borrowings from HSBC North America. During
the first quarter of 2020, $3.0 billion of these borrowings were recharacterized as time deposits, including $1.5 billion of fixed-
rate senior debt which matures in March 2021 and $1.5 billion of fixed-rate senior debt which matures in March 2026. The remaining
outstanding balances include:

*  $2.0 billion of fixed-rate senior debt which matures in May 2021;
*  $0.9 billion of floating-rate subordinated debt which matures in May 2025; and
*  $2.0 billion of fixed-rate senior debt which matures in September 2025.

We have a $150 million uncommitted line of credit with HSBC North America. There was no outstanding balance under this credit
facility at either June 30, 2020 or December 31, 2019.

We have also incurred short-term borrowings with certain affiliates, largely securities sold under repurchase agreements with
HSBC Securities (USA) Inc. ("HSI"). In addition, certain affiliates have also placed deposits with us.

Lending and Derivative Related Arrangements Extended to HSBC Affiliates:
At June 30, 2020 and December 31, 2019, we had the following loan balances outstanding with HSBC affiliates:

June 30, December 31,

2020 2019
(in millions)
HMUS aNd SUDSIAIATIES ....vevveeieeeeceeeeee ettt ettt ettt et eae et e et e eaeeateeaeereeeaeeneeeaeeanesneeans $ 1438 § 2,296
Other short-term affiliate leNding.........ccceeveiieriiieie e 127 47
R o 72 B [ 71 TSRO $ 1565 §$ 2,343
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HMUS and subsidiaries We have extended loans and lines, some of them uncommitted, to HMUS and its subsidiaries in the
amount of $12.0 billion at both June 30, 2020 and December 31, 2019 of which $1.4 billion and $2.3 billion, respectively, was
outstanding. The maturities of the outstanding balances range from overnight to three months. Each borrowing is re-evaluated
prior to its maturity date and either extended or allowed to mature.

We have extended lines of credit to various other HSBC affiliates totaling $4.7 billion which did not have any outstanding balances
at either June 30, 2020 or December 31, 2019.

Other short-term affiliate lending In addition to loans and lines extended to affiliates discussed above, from time to time we may
extend loans to affiliates which are generally short term in nature. At June 30, 2020 and December 31, 2019, there were $127
million and $47 million, respectively, of these loans outstanding.

Derivative contracts As part of a global HSBC strategy to offset interest rate or other market risks associated with certain securities,
debt issues and derivative contracts with unaffiliated third parties, we routinely enter into derivative transactions with HSBC Bank
plc and other HSBC affiliates. The notional value of derivative contracts related to these transactions was approximately $912.2
billion and $1,111.5 billion at June 30, 2020 and December 31, 2019, respectively. The net credit exposure (defined as the net fair
value of derivative assets and liabilities, including any collateral received) related to the contracts was approximately $167 million
and $90 million at June 30, 2020 and December 31, 2019, respectively. Our Global Banking and Markets business accounts for
these transactions on a mark to market basis, with the change in value of contracts with HSBC affiliates substantially offset by the
change in value of related contracts entered into with unaffiliated third parties.

Services Provided Between HSBC Affiliates:

Under multiple service level agreements, we provide services to and receive services from various HSBC affiliates. These activities
are summarized in Note 23, "Related Party Transactions," in our 2019 Form 10-K. There have been no significant changes in these
activities since December 31, 2019.

Other Transactions with HSBC Affiliates:

At both June 30, 2020 and December 31, 2019, we had $1,265 million of non-cumulative preferred stock issued and outstanding
to HSBC North America. See Note 18, "Preferred Stock," in our 2019 Form 10-K for additional details.

15. Business Segments

We have four distinct business segments that we utilize for management reporting and analysis purposes, which are aligned with
HSBC's global business strategy: Wealth and Personal Banking ("WPB") which was created in the second quarter of 2020 and is
discussed further below, Commercial Banking ("CMB"), Global Banking and Markets ("GB&M") and a Corporate Center ("CC").

We previously announced as part of our Restructuring Plan that we would combine our Retail Banking and Wealth Management
("RBWM") and Private Banking ("PB") businesses to create a single WPB business. During the second quarter of 2020, we
implemented a change to our internal management reporting to begin reporting what was historically RBWM and PB together
within a newly created WPB segment and, as a result, we have aligned our segment reporting to reflect this change for all periods
presented.

During the second quarter of 2020, we also decided to implement a change to our internal management reporting to begin allocating
Balance Sheet Management ("BSM"), which was historically reported within the CC segment, to the WPB, CMB and GB&M
businesses to better align the revenue and expense to the businesses generating or utilizing this activity. As a result, we have aligned
our segment reporting to reflect this change for all periods presented.
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The following table summarizes the impact of these changes on reported segment profit (loss) before tax, total assets and total
deposits as of and for the three months and six months ended June 30, 2019:

As After
Previously Reporting
Reported Changes

(in millions)

Segment profit (loss) before tax during the three months ended June 30, 2019:

RBWM ..ottt sttt ettt e ae et b e s a et a e ettt eae e $ (26) NR

WPB . NR $ (8)
CMB et ettt h e bbb ettt a ettt eae e 106 114

GB&M ... e 94 126

P ettt e h e a e s h bttt et et eae s “) NR

O ettt bbb h ettt ettt b bt h e e bt ekt b e ettt ettt et ebtebe bt et 19 (43)
Segment profit (loss) before tax during the six months ended June 30, 2019:

RBWM .ttt ettt ettt ettt e b e bbbt et ettt ettt ettt eaeeaes $ (72) NR

WPB ettt NR § (34)
CMB ettt b e ettt et e b e b et a e ettt eae e 221 236

GB&EM ...ttt ettt h bt s a et h e ettt ettt et ea e be bt erea 231 295

P e ettt e 3) NR

ettt bbbt h bbb b s a et ae e an et en bt eae e 16 (104)
Segment total assets at June 30, 2019:

RB WM e e e e e et e et $ 18,907 NR

WPB . NR $ 50,886

CMB et b ettt e a ke b e s a ettt a ettt eae e 26,735 35,568

GB&M ..ot 87,114 126,864

PBUY ettt 6,952 NR
G e et 76,055 2,445

RBWM ...ttt $ 33,606 NR
WP eee et s oo st ee s s e eees e eeeseeens NR § 42,942
CIMIB oot e e eeee e 23,554 24,299
GB&M ..o et et s e s es e 29674 32,840
PB oo et e e e e oo eeeee e 7,226 NR
CC e e ettt e e e e s e e e s eeeeee 6,021 —

M Segment total assets at June 30, 2019 included goodwill that was previously allocated to RBWM and PB of $581 million and $321 million, respectively.
NR Not Reported

There have been no additional changes in the basis of our segmentation as compared with the presentation in our 2019 Form 10-
K.

Net interest income of each segment represents the difference between actual interest earned on assets and interest incurred on
liabilities of the segment, adjusted for a funding charge or credit that includes both interest rate and liquidity components. Segments
are charged a cost to fund assets (e.g. customer loans) and receive a funding credit for funds provided (e.g. customer deposits)
based on equivalent market rates that incorporate both repricing (interest rate risk) and tenor (liquidity) characteristics. The objective
of these charges/credits is to transfer interest rate risk to one centralized unit in BSM. BSM income statement and balance sheet
results are allocated to each of the global businesses based upon tangible equity levels and levels of any surplus liabilities.

Certain other revenue and operating expense amounts are also apportioned among the business segments based upon the benefits
derived from this activity or the relationship of this activity to other segment activity. These inter-segment transactions have not
been eliminated, and we generally account for them as if they were with third parties.
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Our segment results are presented in accordance with HSBC Group accounting and reporting policies, which apply IFRSs as issued
by the IASB and endorsed by the EU, and, as a result, our segment results are prepared and presented using financial information
prepared on the Group Reporting Basis as operating results are monitored and reviewed, trends are evaluated and decisions about
allocating resources, such as employees, are primarily made on this basis. We continue, however, to monitor capital adequacy and
report to regulatory agencies on a U.S. GAAP basis.

There have been no changes in the measurement of segment profit as compared with the presentation in our 2019 Form 10-K.

A summary of significant differences between U.S. GAAP and the Group Reporting Basis as they impact our results are summarized
in Note 24, "Business Segments," in our 2019 Form 10-K. Other than the changes discussed below, there have been no other
significant changes since December 31, 2019 in the differences between U.S. GAAP and the Group Reporting Basis impacting
our results.

Expected credit losses - As discussed further in Note 21, "New Accounting Pronouncements," on January 1, 2020, we adopted
new accounting guidance under U.S. GAAP which requires entities to recognize an allowance for credit losses based on lifetime
ECL. However, under the Group Reporting Basis for the requirements of IFRS 9, "Financial Instruments" ("IFRS 9"), only financial
assets which are considered to have experienced a significant increase in credit risk or for which there is objective evidence of
impairment require an allowance based on lifetime ECL. Under the Group Reporting Basis, financial assets which have not
experienced a significant increase in credit risk since initial recognition only require an allowance based on expected credit losses
resulting from default events that are possible within the next 12 months. Principally as a result of this difference, the allowance
for credit losses remains higher under U.S. GAAP than under the Group Reporting Basis. In addition, the new guidance requires
inclusion of expected recoveries, limited to the cumulative amount of prior write-offs, when estimating the allowance for credit
losses for in scope financial assets (including collateral-dependent assets) under U.S. GAAP, which results in an impact to earnings
substantially consistent with the Group Reporting Basis. Prior to January 1, 2020, these expected recoveries were not recognized
under U.S. GAAP.

The following table summarizes the results for each segment on a Group Reporting Basis, as well as provides a reconciliation of
total results under the Group Reporting Basis to U.S. GAAP consolidated totals:

Group Reporting Basis Consolidated Amounts

Group
Group Repor.ting
Reporting Basis U.S. GAAP
Basis Reclassi- Consolidated
WPB CMB GB&M CC Total Adjustments®" fications® Totals
(in millions)

Three Months Ended June 30, 2020
Net interest iNCOME..........coevuvveeeuveeernnennn. $ 197 $ 204 $ 122 § @ 3 516 $ 2 S 20 $ 538
Other operating income..............coceeveuenne 99 52 263 85 499 19) (16) 464
Total operating income..............cccoeeee. 296 256 385 78 1,015 an 4 1,002
Expected credit losses /
provision for credit losses....................... 36 181 19 — 236 an — 219

260 75 366 78 779 — 4 783
Operating eXpenses..............oeeevevereennes 326 142 201 63 732 9 4 727
Profit (loss) before income tax ............... $ ©66) $ 67) $ 165 § 15 § 47 $ 9 8 — § 56
Three Months Ended June 30, 2019
Net interest income..............ccoeveeveveenennn. $ 265 $ 206 $ 156 $ a7 s 610 $ 3 3 (73) $ 540
Other operating income...............ccc........ 104 60 189 12 365 3) 74 436
Total operating income.............cccccueeee. 369 266 345 5) 975 — 1 976
Expected credit losses /
provision for credit losses....................... 13 9 3 — 25 23 2) 46

356 257 342 (5) 950 (23) 3 930
Operating eXpPenses........ooveveververerenuenens 364 143 216 38 761 10 3 774
Profit (loss) before income tax ............... $ @8 $ 114 $ 126 $ 43) $ 189 § 33) § — 156
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Group Reporting Basis Consolidated Amounts

Group
Group Repor.ting
Reporting Basis U.S. GAAP
Basis Reclassi- Consolidated
WPB CMB GB&M CC Total Adjustments“’ fications® Totals
(in millions)

Six Months Ended June 30, 2020
Net interest income $ 429 $ 414 $ 212§ 200 $ 1,035 $ 5 8 2 3 1,042
Other operating income............c.c.ceeeveeee. 173 110 526 61 870 (23) 4 851
Total operating income...........cccoceveuenee. 602 524 738 41 1,905 (18) 6 1,893
Expected credit losses /
provision for credit losses............c.......... 176 304 135 — 615 330 — 945

426 220 603 41 1,290 (348) 6 948
Operating eXpenses.............ccceeeeueeeveunns 1,361 289 393 198 2,241 85 6 2,332
Profit (loss) before income tax ............... $ 935 $ ©9) $ 210 $ as7) $ 9s1) § (433) $ — $ (1,384)
Balances at end of period: -
Total aSSets......ovvvererenreniiniireireiseiseieines $ 61,326 $ 41,511 $ 155,090 $ 2,449 §$ 260,376 $ 47,514) $ — $ 212,862
Total loans, net. 24,059 28,125 17,673 — 69,857 (3,931) 5,350 71,276
GOOdWill ..o — 358 — — 358 100 — 458
Total deposits......c.coevevererveerrereerieenne 49,871 39,245 54,414 — 143,530 (4,874) 17,377 156,033
Six Months Ended June 30, 2019
Net interest inCOme.......c.oeveeervrrererennenene $ 538 $ 412 $ 329§ 45 $ 1,234 % 9 S (141) $ 1,102
Other operating income............c.c.ceueveeee. 194 121 379 9 703 (20) 143 826
Total operating income.............ccooeueeee. 732 533 708 (36) 1,937 (11) 2 1,928
Expected credit losses /
provision for credit losses....................... 34 15 (14) — 35 64 5 104

698 518 722 (36) 1,902 (75) 3) 1,824
Operating eXpenses..............ceeeeveverennne. 732 282 427 68 1,509 18 3) 1,524
Profit (loss) before income tax............... $ 34) $ 236 $ 295§ (104) $ 393§ 93 $ — 3 300
Balances at end of period: -
Total @SSets......ovvverenrenreneiniireiseiseieiines $ 50,886 $ 35568 $ 126,864 $ 2445 § 2157763 $ (31,700) $ — 184,063
Total loans, Net.........cccevvveueeerererccnnenennes 23,683 25,792 20,853 — 70,328 (2,340) 3,877 71,865
GOOdWill....coviiiiiiicicincccccne 902 358 — — 1,260 347 — 1,607
Total deposits......ccvveveerervererireereerieeenne 42,942 24,299 32,840 — 100,081 (3,434) 20,314 116,961

M Represents adjustments associated with differences between U.S. GAAP and the Group Reporting Basis.

@ Represents differences in financial statement presentation between U.S. GAAP and the Group Reporting Basis.
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16. Retained Earnings and Regulatory Capital Requirements

Bank dividends are one of the sources of funds used for payment of shareholder dividends and other HSBC USA cash needs.
Approval from the Office of the Comptroller of the Currency ("OCC") is required if the total of all dividends HSBC Bank USA
declares in any year exceeds the cumulative net income for that year, combined with the net income for the two preceding years
reduced by dividends attributable to those years. OCC approval also is required for a reduction of permanent capital of HSBC
Bank USA. Under a separate restriction, payment of dividends is prohibited in amounts greater than undivided profits then on
hand, after deducting actual losses and bad debts. Bad debts are debts due and unpaid for a period of six months unless well secured,
as defined, and in the process of collection.

In March 2020, the FRB announced it had reduced its reserve requirement to zero percent. Prior to the announcement, HSBC Bank
USA was required to maintain reserve balances either in the form of vault cash or on deposit with the Federal Reserve Bank, based
on a percentage of deposits. At December 31, 2019, HSBC Bank USA was required to maintain $2,475 million of reserve balances
with the Federal Reserve Bank which were reported within interest bearing deposits with banks on the consolidated balance sheet.

We are subject to regulatory capital rules issued by U.S. banking regulators including Basel III (the "Basel III rule"). A bank or
bank holding company's failure to meet minimum capital requirements can result in certain mandatory actions and possibly
additional discretionary actions by its regulators. The following table summarizes the capital amounts and ratios of HSBC USA
and HSBC Bank USA, calculated in accordance with the Basel III rule at June 30, 2020 and December 31, 2019:

June 30, 2020 December 31, 2019
Capital Well-Capitalized Actual Capital Well-Capitalized Actual
Amount Ratio® Ratio Amount Ratio® Ratio

(dollars are in millions)

Common equity Tier 1 ratio:

HSBC USA ..o $ 15,662 45%?  131% $ 15876 45%?  13.1%

HSBC Bank USA......ccccecvininenene. 17,913 6.5 15.3 18,043 6.5 15.2
Tier 1 capital ratio:

HSBC USA ..o, 16,927 6.0 14.2 17,141 6.0 14.1

HSBC Bank USA........ccooovvreines 20,413 8.0 17.5 20,543 8.0 17.3
Total capital ratio:

HSBC USA.....oooieiieeeeeeeees 20,820 10.0 17.4 19,743 10.0 16.3

HSBC Bank USA......cccccecvinninene. 23,140 10.0 19.8 22,724 10.0 19.2
Tier 1 leverage ratio:

HSBC USA ..o, 16,927 40 @ 81 17,141 40 @ 99

HSBC Bank USA........ccooovveeines 20,413 5.0 10.0 20,543 5.0 12.0
Supplementary leverage ratio ("SLR"):

HSBC USA ..o, 16,927 30 9 76 17,141 30 9 69

HSBC Bank USA.......coooveoerrcenrrrnn. 20,413 30 @ 94 20,543 30 O 84
Risk-weighted assets:*

HSBC USA. ..ot 119,380 121,407

HSBC Bank USA........ccooovreeines 116,707 118,618
Adjusted quarterly average assets:*

HSBC USA.....cooiiiieeereeeeees 208,230 173,270

HSBC Bank USA......cccccecvvinininne. 205,153 170,722
Total leverage exposure:®....................

HSBC USA ..o, 221,490 247,590

HSBC Bank USA........ccooovveeines 217,494 244,008

(" HSBC USA and HSBC Bank USA are categorized as "well-capitalized," as defined by their principal regulators. To be categorized as well-capitalized under
regulatory guidelines, a banking institution must have the ratios reflected in the above table, and must not be subject to a directive, order, or written agreement
to meet and maintain specific capital levels.
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@ There are no common equity Tier 1 or Tier 1 leverage ratio components in the definition of a well-capitalized bank holding company. The ratios shown are
the regulatory minimums.

®  There is no SLR component in the definition of a well-capitalized banking institution. The ratios shown are the regulatory minimums.
@ Calculated using the generally-applicable Standardized Approach.
©®  Represents the Tier 1 leverage ratio denominator which reflects quarterly average assets adjusted for amounts permitted to be deducted from Tier 1 capital.

©®  Represents the SLR denominator which includes adjusted quarterly average assets plus certain off-balance sheet exposures.

In 2019, the FRB and the other federal banking agencies jointly finalized rules to implement the Economic Growth, Regulatory
Relief and Consumer Protection Act ("Relief Act") that tailor the application of the enhanced prudential standards for large bank
holding companies and foreign banking organizations (the "Tailoring Rules"). Under the Tailoring Rules, Category I1I firms and
their depository institution subsidiaries such as HSBC North America and HSBC Bank USA are permitted to opt-out of the
requirement to recognize most elements of AOCI in regulatory capital. As a result, HSBC North America and HSBC Bank USA,
made a one-time election to opt-out of the requirement to include all components of AOCI (with the exception of accumulated net
gains and losses on cash flow hedges related to items that are not carried at fair value on the consolidated balance sheet) in common
equity Tier 1 capital, effective beginning with March 31, 2020 reporting. At December 31,2019, HSBC North America and HSBC
Bank USA were required to include all components of AOCI in regulatory capital.

In response to the COVID-19 pandemic, in March 2020, the federal banking agencies issued an interim final rule that provides
the option to transition in the regulatory capital impacts of the new current expected credit loss accounting standard over a five-
year period. HSBC North America and HSBC Bank USA have elected the five-year transition option and, as a result, beginning
in 2020, our capital ratios are reported in accordance with the transition rules in the interim final rule. Accordingly, during 2020
and 2021, we will exclude from regulatory capital the change in retained earnings resulting from adoption of the new accounting
standard on January 1, 2020 as well as 25 percent of the change in the allowance for credit losses recognized between January 1,
2020 and December 31, 2021. Beginning January 1, 2022, the excluded impacts will be phased in to regulatory capital over a
three-year transition period and will be fully reflected at January 1, 2025.

In addition, in April 2020, the FRB issued an interim final rule adopting a temporary change to the calculation of the SLR that
permits bank holding companies such as HSBC North America and HSBC USA, to exclude U.S. Treasury securities and deposits
at Federal Reserve Banks from the denominator of their SLR. This change, which took effect April 1, 2020, will remain in place
until March 31, 2021 and is designed to allow banking institutions to expand their balance sheets to accommodate increased
customer deposits while continuing to provide credit to companies and households. In May 2020, the federal banking agencies
issued an interim final rule that permits depository institutions such as HSBC Bank USA to exclude U.S. Treasury securities and
deposits at Federal Reserve Banks from the denominator of their SLR. This change took effect June 1, 2020 and will remain in
place until March 31, 2021.

17. Variable Interest Entities

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

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

We are required to evaluate whether to consolidate a VIE when we first become involved and on an ongoing basis. In almost all
cases, a qualitative analysis of our involvement in the entity provides sufficient evidence to determine whether we are the primary
beneficiary. In rare cases, a more detailed analysis to quantify the extent of variability to be absorbed by each variable interest
holder is required to determine the primary beneficiary.
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Consolidated VIEs The following table summarizes assets and liabilities related to our consolidated VIEs at June 30, 2020 and
December 31,2019 which are consolidated on our balance sheet. Assets and liabilities exclude intercompany balances that eliminate
in consolidation.

June 30, 2020 December 31, 2019
Consolidated Consolidated Consolidated Consolidated
Assets Liabilities Assets Liabilities

(in millions)

Low income housing limited liability partnership:

OthET ASSELS ...vvievieieiieiiecieeteeete et e ete et e sveebeeseaeebeeseaeebeessseenreeas $ 86 $ — 3 98 $ —

Interest, taxes and other liabiliti€s.........ccccovevviviviiiiiiieiiieeeeieeees — 23 — 38

SUDLOLAL ... 86 23 98 38
Venture debt financing entity:

OGNS ..ttt e e enene 39 — — —

Interest, taxes and other liabilities — — — —

SUDLOLAL ....oeiiiiciicee e e 39 — — —

TOLAL ..t $ 125 § 23§ 98 § 38

Low income housing limited liability partnership In 2009, all low income housing investments held by us at the time were
transferred to a Limited Liability Partnership ("LLP") in exchange for debt and equity while a third party invested cash for an
equity interest that was mandatorily redeemable. The LLP was created in order to ensure the utilization of future tax benefits from
these low income housing tax projects. The LLP was deemed to be a VIE as it does not have sufficient equity investment at risk
to finance its activities. Upon entering into this transaction, we concluded that we were the primary beneficiary of the LLP due to
the nature of our continuing involvement and, as a result, we consolidated the LLP and reported the equity interest issued to the
third party investor in long-term debt and the assets of the LLP in other assets on our consolidated balance sheet. The investments
held by the LLP represent equity investments in the underlying low income housing partnerships. The LLP does not consolidate
the underlying partnerships because it does not have the power to direct the activities of the partnerships that most significantly
impact the economic performance of the partnerships. In 2019, the equity interest issued to the third party investor was redeemed.

As a practical expedient, we amortize our low income housing investments in proportion to the allocated tax benefits under the
proportional amortization method and present the associated tax benefits net of investment amortization in income tax expense
(benefit).

Venture debt financing entity During 2019, HSBC USA organized and provided equity financing to HSBC Ventures USA Inc.
("HSBC Ventures"), an entity designed to provide debt financing to venture capital-backed companies generally in the form of
term or revolving loans, or loan commitments. Given the typically early stage and development of the companies, the loans are
usually collateralized by all of the company's assets and intellectual property, or by specific items such as receivables or equipment.
The loan terms may, at times, also include warrants for company stock granting HSBC Ventures a share of the financial returns in
case of a positive realization event. HSBC USA also provides debt financing to HSBC Ventures in the form of loans on an as-
needed basis. HSBC Ventures is a VIE because it does not have sufficient equity investment at risk to finance its activities. As the
sole investor, HSBC USA is considered to be the primary beneficiary because it has the obligation to absorb losses and the right
to receive benefits that could be potentially significant to HSBC Ventures. As a result, we consolidate HSBC Ventures and report
the third party loans and warrants, if any, on our consolidated balance sheet.
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Unconsolidated VIEs We also have variable interests in other VIEs that are not consolidated because we are not the primary
beneficiary. The following table provides additional information on these unconsolidated VIEs, including the variable interests
held by us and our maximum exposure to loss arising from our involvements in these VIEs, at June 30, 2020 and December 31,
2019:

Total Assets Carrying Value of Variable Interests .
Held by Held Reported as Maximum
Unconselidated Assets Liabilities s
(in millions)
At June 30, 2020
Structured note VEICIES........coovvuvvviiiiiieiieeeeecieee e $ 1,557 $ 510 $ 42 $ 1,515
Limited partnership investments...........cccooerveeeerercecncnennns 2,634 597 311 597
TOTAL ..o $ 4,191 $ 1,107 $ 353§ 2,112
At December 31, 2019
Structured note VEICIES........coovvveviiiiiiiiieeeeecieee e $ 1,524 $ 510 $ 9 % 1,515
Limited partnership investments...........cccooerveeeerercecncnennns 2,160 561 300 562
TOBAL e ee e s e ee s ee s ee e eee e seeeeees $ 3,684 $ 1.071 $ 300 $ 2,077

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

Structured note vehicles We provide derivatives, such as interest rate and currency swaps, to structured note vehicles and, in
certain instances, invest in the vehicles' debt instruments. We hold variable interests in these structured note vehicles in the form
of total return swaps under which we take on the risks and benefits of the structured notes they issue. The same risks and benefits
are passed on to third party entities through back-end total return swaps. We earn a spread for facilitating the transaction. Since
we do not have the power to direct the activities of the VIE and are not the primary beneficiary, we do not consolidate them. Our
maximum exposure to loss is the notional amount of the derivatives wrapping the structured notes. The maximum exposure to
loss of $1,515 million at June 30, 2020 would occur in the unlikely scenario where the value of the structured notes is reduced to
zero and, at the same time, the counterparty of the back-end swap defaults with zero recovery. In certain instances, we hold credit
default swaps with the structured note vehicles under which we receive credit protection on specified reference assets in exchange
for the payment of a premium. Through these derivatives, the vehicles assume the credit risk associated with the reference assets
which are then passed on to the holders of the debt instruments they issue. Because they create rather than absorb variability, the
credit default swaps we hold are not considered variable interests. We record all investments in, and derivative contracts with,
unconsolidated structured note vehicles at fair value on our consolidated balance sheet.

During the first quarter of 2019, one of the structured note vehicles was unwound and our investment in the structured note vehicle
along with the related derivatives were terminated. As a result, we recognized a loss of approximately $39 million, reflecting a
payment made to the derivative counterparty as a result of the termination. At the time of unwind, our investment in the structured
note vehicle had a total carrying value of $1,293 million, which was recorded in trading assets on the consolidated balance sheet.

Limited partnership investments We invest as a limited partner in partnerships that operate qualified affordable housing, renewable
energy and community development projects. The returns of these investments are generated primarily from the tax benefits,
including Federal tax credits and tax deductions from operating losses in the project companies. In addition, some of the investments
also help us comply with the Community Reinvestment Act. Certain limited partnership structures are considered to be VIEs
because either (a) they do not have sufficient equity investment at risk or (b) the limited partners with equity at risk do not have
substantive kick-out rights through voting rights or substantive participating rights over the general partner. As a limited partner,
we are not the primary beneficiary of the VIEs and do not consolidate them. Our investments in these partnerships are recorded
in other assets on the consolidated balance sheet. The maximum exposure to loss shown in the table above represents our recorded
investments as well as any outstanding funding commitments extended to the partnerships.

Third-party sponsored securitization entities We invest in asset-backed securities issued by third party sponsored securitization
entities which may be considered VIEs. The investments are transacted at arm's-length and decisions to invest are based on a credit
analysis of the underlying collateral assets or the issuer. We are a passive investor in these issuers and do not have the power to
direct the activities of these issuers. As such, we do not consolidate these securitization entities. Additionally, we do not have other
involvements in servicing or managing the collateral assets or provide financial or liquidity support to these issuers which potentially
give rise to risk of loss exposure. These investments are an integral part of the disclosure in Note 3, "Trading Assets and Liabilities,"
Note 4, "Securities," and Note 19, "Fair Value Measurements," and, therefore, are not disclosed in this note to avoid redundancy.

59



HSBC USA Inc.

18. Guarantee Arrangements, Pledged Assets and Repurchase Agreements

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

The following table presents total carrying value and contractual amounts of our sell protection credit derivatives and major off-
balance sheet guarantee arrangements at June 30, 2020 and December 31, 2019. Following the table is a description of the various
arrangements.

June 30, 2020 December 31, 2019
Notional / Notional /
Maximum Maximum
Carrying Exposure to Carrying Exposure to
Value Loss Value Loss

(in millions)

Credit derivatives" @ ... .....ooo oo $ (448) $ 35560 $ (63) $ 38,739
Financial standby letters of credit, net of participations™® ....................... — 5,520 — 5,657
Performance standby letters of credit, net of participations®® _............... — 3,631 — 3,779
TOLAL ..ottt $ (448) $ 44,711 § (63) § 48,175

M Includes $16,444 million and $18,391 million of notional issued for the benefit of HSBC affiliates at June 30, 2020 and December 31, 2019, respectively.

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

@ Includes $1,698 million and $1,623 million of both financial and performance standby letters of credit issued for the benefit of HSBC affiliates at June 30,
2020 and December 31, 2019, respectively.

@ For standby letters of credit, maximum loss represents losses to be recognized assuming the letters of credit have been fully drawn and the obligors have
defaulted with zero recovery.

Credit-Risk Related Guarantees

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

Certain derivative contracts are subject to master netting arrangements and related collateral agreements. A party to a derivative
contract may demand that the counterparty post additional collateral in the event its net exposure exceeds certain predetermined
limits and when the credit rating falls below a certain grade. We set the collateral requirements by counterparty such that the
collateral covers various transactions and products, and is not allocated to specific individual contracts.
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We manage our exposure to credit derivatives using a variety of risk mitigation strategies where we enter into offsetting hedge
positions or transfer the economic risks, in part or in entirety, to investors through the issuance of structured credit products. We
actively manage the credit and market risk exposure in the credit derivative portfolios on a net basis and, as such, retain no or a
limited net position at any time. The following table summarizes our net credit derivative positions at June 30, 2020 and
December 31, 2019:

June 30, 2020 December 31, 2019
Carrying / Fair Carrying / Fair
Value Notional Value Notional

(in millions)

Sell-protection credit derivative pOSItIONS ........cc.ceceververererverenennenes $ (448) $ 355560 $ (63) $ 38,739
Buy-protection credit derivative poSitions...........cceceeerereeresereeneeenne 331 47,718 77 51,310
Net POSIHONT ... $ 117 $ 12,158 $ 14 $ 12,571

M Ppositions are presented net in the table above to provide a complete analysis of our risk exposure and depict the way we manage our credit derivative portfolio.
The offset of the sell-protection credit derivatives against the buy-protection credit derivatives may not be legally binding in the absence of master netting
agreements with the same counterparty. Furthermore, the credit loss triggering events for individual sell protection credit derivatives may not be the same
or occur in the same period as those of the buy protection credit derivatives thereby not providing an exact offset.

Standby letters of credit A standby letter of credit is issued to a third party for the benefit of a client and is a guarantee that the
client will perform or satisfy certain obligations under a contract. It irrevocably obligates us to pay a specified amount to the third
party beneficiary if the client fails to perform the contractual obligation. We issue two types of standby letters of credit: performance
and financial. A performance standby letter of credit is issued where the client is required to perform some non-financial contractual
obligation, such as the performance of a specific act, whereas a financial standby letter of credit is issued where the client's
contractual obligation is of a financial nature, such as the repayment of a loan or debt instrument.

The issuance of a standby letter of credit is subject to our credit approval process and collateral requirements. We charge fees for
issuing letters of credit commensurate with the client's credit evaluation and the nature of any collateral. Included in other liabilities
are deferred fees on standby letters of credit amounting to $48 million and $52 million at June 30, 2020 and December 31, 2019,
respectively. Also included in other liabilities is an allowance for credit losses on unfunded standby letters of credit of $32 million
and $26 million at June 30, 2020 and December 31, 2019, respectively.

The following table summarizes the credit ratings related to guarantees including the ratings of counterparties against which we
sold credit protection and financial standby letters of credit at June 30, 2020 as an indicative proxy of payment risk:

Credit Ratings of the Obligors

Average
Life Investment Non-Investment
Notional/Contractual Amounts (in years) Grade Grade Total
(dollars are in millions)

Sell-protection Credit Derivatives"

Single name credit default swaps ("CDS") 3.0 $ 18,352 $ 7,073 §$ 25,425

Index credit derivatives ...........cccccceeerccnccnnennne. 4.2 4,919 3,964 8,883

Total TEtUIN SWAPS.....covevereeiirieierieirietrtetrteeeteeeteeere e 2.1 1,061 191 1,252
SUDLOtAL.....cviiiiieiiece e 24,332 11,228 35,560
Standby Letters of Credit® ............ooouoieeeeeeeeeeeeeeeeeeeeeeeeeeen. 1.2 7,140 2,011 9,151
TOAL.c.eii e e e $ 31,472 $ 13,239 $ 44,711

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

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

Our internal credit ratings are determined based on HSBC's risk rating systems and processes which assign a credit grade based
on a scale which ranks the risk of default of a client. The credit grades are assigned and used for managing risk and determining
level of credit exposure appetite based on the client's operating performance, liquidity, capital structure and debt service ability.
In addition, we also incorporate subjective judgments into the risk rating process concerning such things as industry trends,
comparison of performance to industry peers and perceived quality of management. We compare our internal risk ratings to outside
external rating agency benchmarks, where possible, at the time of formal review and regularly monitor whether our risk ratings
are comparable to the external ratings benchmark data.
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A non-investment grade rating of a referenced obligor has a negative impact to the fair value of the credit derivative and increases
the likelihood that we will be required to perform under the credit derivative contract. We employ market-based parameters and,
where possible, use the observable credit spreads of the referenced obligors as measurement inputs in determining the fair value
of the credit derivatives. We believe that such market parameters are more indicative of the current status of payment/performance
risk than external ratings by the rating agencies which may not be forward-looking in nature and, as a result, lag behind those
market-based indicators.

Non Credit-Risk Related Guarantees and Other Arrangements

Visa covered litigation In 2008, we received Class B Shares as part of Visa's initial public offering ("IPO"). Pursuant to the IPO,
we, along with all the other Class B shareholders, agreed to indemnify Visa for the claims and obligations arising from certain
specific covered litigation. The Class B Shares are not eligible to be converted into publicly traded Class A Shares until settlement
of the covered litigation described in Note 29, "Litigation and Regulatory Matters" in our 2019 Form 10-K. Accordingly, the Class
B Shares are considered restricted and are only transferable under limited circumstances, which include transfers to other Class
B shareholders.

In 2017, we sold substantially all of our remaining Visa Class B Shares to a third party. Under the terms of the sale agreements,
we entered into swap agreements with the purchaser to retain the litigation risk associated with the Class B Shares sold until the
related litigation is settled and the Class B Shares can be converted into Class A Shares. These swaps had a carrying value of $73
million and $85 million at June 30, 2020 and December 31, 2019, respectively. The swap agreements we entered into with the
purchaser requires us to (a) make periodic payments, calculated by reference to the market price of Class A Shares and (b) make
or receive payments based on subsequent changes in the conversion rate of Class B Shares into Class A Shares. We have entered
into a total return swap position to economically hedge the periodic payments made under these swap agreements. The payments
under the derivative will continue until the Class B Shares are able to be converted into Class A Shares. The fair value of the swap
agreements is estimated using a discounted cash flow methodology and is dependent upon the final resolution of the related
litigation. Changes in fair value between periods are recognized in other income (loss). See Note 9, "Derivative Financial
Instruments," for further information.

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

Lease Obligations We are obligated under a number of noncancellable operating leases for premises and equipment. See Note
10, "Leases" in our 2019 Form 10-K, for a full discussion of our leases, including a maturity analysis of our operating lease
liabilities.

Mortgage Loan Repurchase Obligations We have provided various representations and warranties related to the origination and
sale of mortgage loans including, among other things, the ownership of the loans, the validity of the liens, the loan selection and
origination process, and the compliance to the origination criteria established by the government agencies. In the event of a breach
of our representations and warranties, we may be obligated to repurchase the loans with identified defects or to indemnify the
buyers. Our contractual obligation arises only when the breach of representations and warranties are discovered and repurchase
is demanded. From 2013 to 2017, we sold agency-eligible mortgage loan originations directly to PHH Mortgage Corporation and
they are responsible for origination representations and warranties for all such loans. With the insourcing of our mortgage fulfillment
operations, beginning with 2018 applications, we are now responsible for origination representations and warranties for all agency-
eligible mortgage loan originations sold to third parties.

In estimating our repurchase liability arising from breaches of representations and warranties, we consider historical losses on
residual risks not covered by settlement agreements adjusted for any risk factors not captured in the historical losses as well as the
level of outstanding repurchase demands received. Outstanding repurchase demands received were immaterial at both June 30,
2020 and December 31, 2019.

Our estimated repurchase liability for obligations arising from the breach of representations and warranties associated with mortgage
loans sold was $3 million and $4 million at June 30, 2020 and December 31,2019, respectively. Our repurchase liability represents
our best estimate of the loss that has been incurred, including interest, arising from breaches of representations and warranties
associated with mortgage loans sold. Because the level of mortgage loan repurchase losses is dependent upon economic factors,
investor demand strategies and other external risk factors such as housing market trends that may change, the level of the liability
for mortgage loan repurchase losses requires significant judgment. We continue to evaluate our methods of determining the best
estimate of loss based on recent trends. As these estimates are influenced by factors outside our control, there is uncertainty inherent
in these estimates making it reasonably possible that they could change. The range of reasonably possible losses in excess of our
recorded repurchase liability is between zero and $25 million at June 30, 2020. This estimated range of reasonably possible losses
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was determined based upon modifying the assumptions utilized in our best estimate of probable losses to reflect what we believe
to be reasonably possible adverse assumptions.

Securitization Activity In addition to the repurchase risk described above, we have also been involved as a sponsor/seller of loans
used to facilitate whole loan securitizations underwritten by our affiliate, HSI. In this regard, we began acquiring residential
mortgage loans in 2005 which were warehoused on our balance sheet with the intent of selling them to HSI to facilitate HSI's
whole loan securitization program which was discontinued in 2007. During 2005-2007, we purchased and sold $24 billion of such
loans to HSI which were subsequently securitized and sold by HSI to third parties. See "Mortgage Securitization Matters" in Note
29, "Litigation and Regulatory Matters," in our 2019 Form 10-K for additional discussion of related exposure. The outstanding
principal balance on these loans was approximately $3.3 billion and $3.4 billion at June 30, 2020 and December 31, 2019,
respectively.

Pledged Assets

Pledged assets included in the consolidated balance sheet consisted of the following:

June 30, December 31,

2020 2019
(in millions)
Interest bearing deposits With banks'"..............cco.covviiiirieriieiece e $ 3509 $ 2,682
TEAING ASSEES) ..o 2,849 525
Securities available-FOr-SAlE™).............ooiu it eeeeen 7,967 6,814
Securities held-to-maturity(3) ................................................................................................................ 1,363 1,688
LOANS™ ...t 14,842 14,342
ONET ASSEES™) ..ottt e et e et e e e e e e e e e e ee e e e e s e e s e e et e ee e et s e e s e s et es e eneens 4,293 3,517
TOTAL ...ttt ettt et et e et st et e st e et e e ta et e et b et e e st et e esbeete e s b e eRe e b e er s e b e eraeabeesbeeteenbeeseenseeseenseenes $ 34823 § 29,568

M Represents gross amount of cash on deposit with banks related to derivative collateral-support agreements, of which a majority has been netted against
derivative liabilities on the consolidated balance sheet.

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

®  Securities are primarily pledged against derivatives, public fund deposits, trust deposits and various short-term and long term borrowings, as well as providing
capacity for potential secured borrowings from the FHLB and the Federal Reserve Bank of New York.

@ Loans are primarily residential mortgage loans pledged against current and potential borrowings from the FHLB and the Federal Reserve Bank of New
York.

) Represents gross amount of cash on deposit with non-banks related to derivative collateral support agreements, of which a majority has been netted against
derivative liabilities on the consolidated balance sheet.

Debt securities pledged as collateral under repurchase agreements that can be sold or repledged by the secured party continue to
be reported on the consolidated balance sheet. The fair value of securities available-for-sale that could be sold or repledged was
$1,701 million and nil at June 30, 2020 and December 31, 2019, respectively. The fair value of trading assets that could be sold
or repledged was $2,849 million and $336 million at June 30, 2020 and December 31, 2019, respectively.

The fair value of collateral we accepted under security resale agreements but was not reported on the consolidated balance sheet
was $31,917 million and $19,174 million at June 30, 2020 and December 31, 2019, respectively. Of this collateral, $31,067 million
and $18,199 million could be sold or repledged at June 30, 2020 and December 31, 2019, respectively, of which $308 million and
$2,062 million, respectively, had been sold or repledged as collateral under repurchase agreements or to cover short sales.

Repurchase Agreements

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

Repurchase agreements may require us to deposit cash or other collateral with the lender. In connection with resale agreements,
it is our policy to obtain possession of collateral, which may include the securities purchased, with market value in excess of the
principal amount loaned. The market value of the collateral subject to the resale and repurchase agreements is regularly monitored,
and additional collateral is obtained or provided when appropriate, to ensure appropriate collateral coverage of these secured
financing transactions.
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The following table provides information about resale and repurchase agreements that are subject to offset at June 30, 2020 and
December 31, 2019:

Gross Amounts Not Offset in the
Balance Sheet

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

(in millions)
At June 30, 2020
Assets:

Securities purchased under
resale agreements............. $ 31873 $ 2,618 $ 29,255 $ 29,236 $ — § 19

Liabilities:
Securities sold under
repurchase agreements..... $ 4,837 $ 2,618 $ 2,219 $ 2,219 $ — 3 —

At December 31, 2019
Assets:

Securities purchased under
resale agreements............ $ 19,167 $ 1,329 $ 17,838 $ 17,832 $ — S 6

Liabilities:
Securities sold under
repurchase agreements..... $ 2,401 $ 1,329 $ 1,072 $ 1,068 $ — $ 4

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

applicable netting criteria as permitted by generally accepted accounting principles.
@ Represents securities received or pledged to cover financing transaction exposures.
®  Represents the amount of our exposure that is not collateralized / covered by pledged collateral.
The following table provides the class of collateral pledged and remaining contractual maturity of repurchase agreements accounted

for as secured borrowings at June 30, 2020 and December 31, 2019:

Overnight Greater
and Up to 30 31t0 90 91 Days to Than One
Continuous Days Days One Year Year Total
(in millions)
At June 30, 2020
U.S. Treasury, U.S. Government sponsored and
U.S. Government agency securities..................... $ 421 $§ 2993 $§ 1423 § — 8§ — $ 4,837
At December 31, 2019
U.S. Treasury, U.S. Government sponsored and
U.S. Government agency SeCurities............c........ $ 2401 $ — 3 — 3 — 3 — $ 2,401
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19. Fair Value Measurements

Accounting principles related to fair value measurements provide a framework for measuring fair value that focuses on the exit
price that would be received to sell an asset or paid to transfer a liability in the principal market (or in the absence of the principal
market, the most advantageous market) accessible in an orderly transaction between willing market participants (the "Fair Value
Framework"). Where required by the applicable accounting standards, assets and liabilities are measured at fair value using the
"highest and best use" valuation premise. Fair value measurement guidance 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, the fair value measurement literature provides a valuation exception and permits an entity to measure the fair value of
a group of financial assets and financial liabilities with offsetting credit risks and/or market risks based on the exit price it would
receive or pay to transfer the net risk exposure of a group of assets or liabilities if certain conditions are met. We elected to apply
the measurement exception to a group of derivative instruments with offsetting credit risks and market risks, which primarily relate
to interest rate, foreign currency, debt and equity price risk, and commodity price risk as of the reporting date.

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

Credit valuation adjustment - The credit valuation adjustment is an adjustment to a group of financial assets and financial liabilities,
predominantly derivative assets and derivative liabilities, to reflect the credit quality of the parties to the transaction in arriving at
fair value. A credit valuation adjustment to a financial asset is required to reflect the default risk of the counterparty. A debit
valuation adjustment to a financial liability is recorded to reflect the default risk of HUSI. See "Valuation Techniques - Derivatives"
below for additional details.

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

Model valuation adjustment - Where fair value measurements are determined using an internal valuation model based on observable
and unobservable inputs, certain valuation inputs may be less readily determinable. There may be a range of possible valuation
inputs that market participants may assume in determining the fair value measurement. The resultant fair value measurement has
inherent measurement risk if one or more parameters are unobservable and must be estimated. An input valuation adjustment is
necessary to reflect the likelihood that market participants may use different input parameters, and to mitigate the possibility of
measurement error. In addition, the values derived from valuation techniques are affected by the choice of valuation model and
model limitation. When different valuation techniques are available, the choice of valuation model can be subjective. Furthermore,
the valuation model applied may have measurement limitations. In those cases, an additional valuation adjustment is also applied
to mitigate the measurement risk. Model valuation adjustments are not material and relate primarily to Level 2 instruments.

We apply stress scenarios in determining appropriate liquidity risk and model risk adjustments for Level 3 fair values by reviewing
the historical data for unobservable inputs (e.g., correlation, volatility). Some stress scenarios involve at leasta 95 percent confidence
interval (i.e., two standard deviations). We also utilize unobservable parameter adjustments when instruments are valued using
internally developed models which reflects the uncertainty in the value estimates provided by the model.

Funding Fair Value Adjustment ("FFVA") - The FFVA reflects the estimated present value of the future market funding cost or
benefit associated with funding uncollateralized derivative exposure at rates other than the Overnight Indexed Swap ("OIS") rate.
See "Valuation Techniques - Derivatives" below for additional details.

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

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

Level 3 valuation technique with significant unobservable inputs - Level 3 inputs are unobservable inputs for the asset or liability
and include situations where fair values are measured using valuation techniques based on one or more significant unobservable
inputs.
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Classification within the fair value hierarchy is based on whether the lowest hierarchical level input that is significant to the fair
value measurement is observable. As such, the classification within the fair value hierarchy is dynamic and can be transferred to
other hierarchy levels in each reporting period.

Where fair value measurements are determined based on information obtained from independent pricing services or brokers,

Finance applies appropriate validation procedures to substantiate fair value. For price validation purposes, quotations from at least
two independent pricing sources are obtained for each financial instrument, where possible.

The following factors are considered in determining fair values:

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

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

indices;

*  consistency among different pricing sources;

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

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

» the source of the fair value information; and

*  whether the security is traded in an active or inactive market.
Greater weight is given to quotations of instruments with recent market transactions, pricing quotes from dealers who stand ready
to transact, quotations provided by market-makers who structured such instrument and market consensus pricing based on inputs
from a large number of survey participants. Any significant discrepancies among the external quotations are reviewed and
adjustments to fair values are recorded where appropriate. Where the transaction volume of a specific instrument has been reduced
and the fair value measurement becomes less transparent, Finance will apply more detailed procedures to understand and challenge
the appropriateness of the unobservable inputs and the valuation techniques used by the independent pricing service. Where
applicable, Finance will develop a fair value estimate using its own pricing model inputs to test reasonableness. Where fair value
measurements are determined using internal valuation models, Finance will validate the fair value measurement by either developing
unobservable inputs based on the industry consensus pricing surveys in which we participate or back testing by observing the
actual settlements occurring soon after the measurement date.
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Assets and Liabilities Recorded at Fair Value on a Recurring Basis The following table presents information about our assets
and liabilities measured at fair value on a recurring basis at June 30, 2020 and December 31, 2019, and indicates the fair value
hierarchy of the valuation techniques utilized to determine such fair value. Unless otherwise noted below, assets and liabilities in
the following table are recorded at fair value through net income (loss).

Fair Value Measurements on a Recurring Basis

Gross Net
June 30, 2020 Level 1 Level 2 Level 3 Balance Netting® Balance
(in millions)
Assets:
Trading assets, excluding derivatives:
U.S. Treasury, U.S. Government agencies and sponsored enterprises..... $ 6,317 $ 42 8 — 8 6,359 §$ — 3 6,359
Asset-backed securities:
Collateralized debt Obligations.........cc.eveveruerieririenieirereeeesereeeeee — 64 — 64 — 64
Residential mortgages .. — — 15 15 — 15
Student loans — 69 — 69 — 69
Corporate and other domestic debt SECUrIties. ........ccerveireerieererienieeeiens — — 501 501 — 501
Debt securities issued by foreign entities..........occeevvereeirieniereneneneenens 8,693 108 — 8,801 — 8,801
EQUItY SECUTTLIES ...veuvevietiieieiieteieeee ettt 3,178 — — 3,178 — 3,178
Precious metals trading ...........cooevveirerieieenienie e — 10,139 — 10,139 — 10,139
Derivatives: "
INtEreSt rate CONTIACTS......c..iievieeueiereeeeee ettt eete et e eeeeereea 9 16,916 33 16,958 — 16,958
Foreign exchange CONTIACES .........eoveiririeeieerierieeetenie et seeeeeeee — 19,725 — 19,725 — 19,725
EQUItY CONEIACES .....euvivietirieieieeieieeee ettt — 4,065 377 4,442 — 4,442
Precious metals CONTIACES ........cc.eeeveeeieecieeeee et eere e e e eeneea 1 1,625 — 1,626 — 1,626
Credit CONLTACES. .....eveuietirteieieeteteeet ettt ettt besne e eaenee — 681 115 796 — 796
Other CONTACES® .........ooooooeeoeeeeeeeeeeee e — — 9 9 — 9
DErivatives NETHINE .....c.evverveeeiiiieieirieeeiete ettt eeeee — — — — (40,153) (40,153)
Total derivatives... 10 43,012 534 43,556 (40,153) 3,403
Securities available-for-sale:®
U.S. Treasury, U.S. Government agencies and sponsored enterprises..... 22,091 15,230 — 37,321 — 37,321
Asset-backed securities:
HOME EQUILY ..ttt — 20 8 28 — 28
OBRET ...ttt sens — — 109 109 — 109
Debt securities issued by foreign entities..........oceeevvereeirienerineneneeeens 4,172 38 — 4,210 — 4,210
LOANS™ ..ottt — 35 — 35 — 35
L0ans held for Sale™ ...........coovrrrrrieeeirrerreeeeseereeeesseesesesssssesssese s — 45 — 45 — 45
Other assets:
EQUItY SECUTTLIES ...veuvevietiieeeiieteieeee ettt st — 148 — 148 — 148
Equity securities measured at net asset value™...............coccoooovvviorcrnn.n. — — — 134 — 134
TOtAL ASSELS....eueeeeeiieterteiei ettt ettt ettt $ 44461 S 68950 $ 1,167 §$ 114,712 § (40,153) $ 74,559
Liabilities: -
Domestic deposits . 8 — $ 4723 8 672 $ 5395 $ — $ 539
Trading liabilities, excluding derivatives ...........ccceovverereeereneeneneeeeen 637 19 — 656 — 656
Derivatives: "
INtEreSt rate CONTIACTS......c.viivieeeeeereeceee et et ere et e eaeeereea 12 19,313 — 19,325 — 19,325
Foreign exchange CONTIACES .........eveeruerieeieerieieeeteiecee e — 18,879 2 18,881 — 18,881
EQUItY CONEIACES .....euvivietiiteieieeteieee sttt st — 3,641 285 3,926 — 3,926
Precious metals CONTIACES ........ccveieveeeeieiereeeeeeereeeee e et 99 1,791 — 1,890 — 1,890
Credit CONTACES. .....eveiieteiteeeieetesteeee ettt sttt st besne e erenee — 901 53 954 — 954
Other CONTACES® .........ooooooeeoeeeeeeeeeeee e — — 73 73 — 73
DErivatives NETHINE .....c.evverveeeiiiieieirieeeiete ettt eeeee — — — — (42,282) (42,282)
TOtAl AETIVALIVES ...cvveieveeeeee et eeee et ettt eee e eee e ennes 111 44,525 413 45,049 (42,282) 2,767
Long-term debt™ ... — 8,974 347 9,321 — 9,321
Total labIlItIES ....euveeeeveieieieeteeeee et $ 748 $§ 58,241 § 1,432 § 60421 § (42,282) $ 18,139
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Fair Value Measurements on a Recurring Basis

Gross Net
December 31, 2019 Level 1 Level 2 Level 3 Balance Netting® Balance
(in millions)
Assets:
Trading assets, excluding derivatives:
U.S. Treasury, U.S. Government agencies and sponsored enterprises..... $ 6,763 38 — 6,801 §$ — 3 6,801
Asset-backed securities:
Collateralized debt obligations...........coeveuererveecoennrereninecininccnienes — 71 — 71 — 71
Residential MOTtZAZES .......cvevevvrveveiririeinirieiirinieecereeteeseeieee e — — 17 17 — 17
Student 10anS ........c.ccerieueiriniecriniicccee e — 80 — 80 — 80
Corporate and other domestic debt securities. — — 510 510 — 510
Debt securities issued by foreign entities..........c.cocveeeeereccrnccnneenens 10,095 221 — 10,316 — 10,316
EQUILY SECUTTHIES w.ovvevveviiinierieteieierietetetee sttt se et eaesnenaeseesensens 5,693 — — 5,693 — 5,693
Precious metals trading .......c.cocoeeeeeeirieeniniecineicennetneceeeeee e — 1,909 — 1,909 — 1,909
Derivatives:"
INtErest rate CONTIACTS.....ccvievieriieeiieiieete et ettt e et eere et e eveeaeeeeaeens 110 12,275 10 12,395 — 12,395
Foreign eXchange CONtIACES ........c.coueurueueririeueenieteeninieitereereteeeeeresesaenenens 80 16,456 — 16,536 — 16,536
EQUILY CONTACES ...evvevveiiiiieiieteieieit ettt et se b nnens — 4,922 185 5,107 — 5,107
Precious metals CONLIACES .........ccveevieieviierieieeieeeer ettt 70 1,085 3 1,158 — 1,158
Credit contracts... — 1,060 79 1,139 — 1,139
Other contracts® — — 10 10 — 10
Derivatives NELHNE .....c.cccoveueuiririereinirieicrieeeieenetee sttt saeaenens — — — (33,193) (33,193)
TOtAl dEITVALIVES ...t 260 35,798 287 36,345 (33,193) 3,152
Securities available-for-sale:®
U.S. Treasury, U.S. Government agencies and sponsored enterprises..... 17,532 14,702 — 32,234 — 32,234
Asset-backed securities:
HOME QUILY ...ttt — 32 — 32 — 32
ONET oottt ns — — 111 111 — 111
Debt securities issued by foreign entities..........cccccvveeeerererennccnneenens 3,158 128 — 3,286 — 3,286
Loans held for sale® ............ccooooiivirveceeeeee e — 178 — 178 — 178
Other assets:
EQUILY SECUTTTIES ..euvevveviiinieiieteieietteteteecee sttt se et eaesnenaeseesenaens — 147 — 147 — 147
Equity securities measured at net asset value®™.............cccocoevvrvveerenennan. — — — 136 — 136
Total assets $ 43,501 53,304 925 $ 97,866 $ (33,193) $ 64,673
Liabilities: -
DOMESHE AEPOSTES ™. $ — 6,435 774 $ 7,209 $ — $ 7,209
Trading liabilities, excluding derivatives ...........c.coeceererccrnccrnnccnnnenes 1,182 124 — 1,306 — 1,306
Derivatives:"
Interest rate contracts 3 13,570 — 13,573 — 13,573
Foreign exchange contracts — 15,805 1 15,806 — 15,806
EQUILY CONTACES ...evvevieiiiinieiieteieieit ettt se s naens — 3,955 113 4,068 — 4,068
Precious metals CONLIACES .........ccveevieieriierieieeie ettt ettt 80 1,306 3 1,389 — 1,389
Credit CONMIACES.......ccvieveeeietieteeee ettt ettt et ereere s sbeeae s e — 1,048 20 1,068 — 1,068
Other CONMIACES® ........oveoveeeeeeeeeeeeeeeee e — — 85 85 — 85
Derivatives NELHNE .....c.cccoveueuiririereinirieicrieeeieenetee sttt saeaeaens — — — (33,900) (33,900)
Total AETIVALIVES ... 83 35,684 222 35,989 (33,900) 2,089
Short-term BOrrOWINES™ ...........coovverrveerreeereeeeseeeeesee s sesseesesoens — 373 — 373 — 373
Long-term debt . — 9,993 354 10,347 — 10,347
Total HabIlIIes ....ccoveviuirieieiiiricicirectec e $ 1,265 52,609 1,350 § 55224 § (33,900) $§ 21,324

M Includes trading derivative assets of $3,283 million and $3,055 million and trading derivative liabilities of $2,562 million and $1,929 million at June 30,
2020 and December 31, 2019, respectively, as well as derivatives held for hedging and commitments accounted for as derivatives. See Note 9, "Derivative
Financial Instruments," for additional information. Excluding changes in fair value of a derivative instrument associated with a qualifying cash flow hedge,
which are recognized initially in other comprehensive income (loss), derivative assets and liabilities are recorded at fair value through net income (loss).

@ Consists of swap agreements entered into in conjunction with the sales of Visa Class B Shares.

3)

available-for-sale are recorded through net income (loss).
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(]

See Note 10, "Fair Value Option," for additional information. Excluding the fair value movement on fair value option liabilities attributable to our own credit

spread, which is recorded in other comprehensive income (loss), fair value option assets and liabilities are recorded at fair value through net income (loss).

&)
(6)

Investments that are measured at fair value using the net asset value per share practical expedient have not been classified in the fair value hierarchy.

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

Information on Level 3 assets and liabilities The following table summarizes additional information about changes in the fair
value of Level 3 assets and liabilities during the three and six months ended June 30,2020 and 2019. As a risk management practice,
we may risk manage the Level 3 assets and liabilities, in whole or in part, using securities and derivative positions that are classified
as Level 1 or Level 2 measurements within the fair value hierarchy. Since those Level 1 and Level 2 risk management positions
are not included in the table below, the information provided does not reflect the effect of such risk management activities related

to the Level 3 assets and liabilities.

Total Realized /
Unrealized Gains
(Losses) Included in

Other
Compre-
hensive
Income

Apr. 1,
2020

Purch-
ases

Settle-
ments

Issu-

Earnings ances

Transfers
Into
Level 3

Transfers
Out of
Level 3

Jun. 30,
2020

Current Period
Unrealized Gains
(Losses) Still Held

Included in

Earnings

Other
Compre-
hensive
Income

(in millions)
Assets:

Trading assets,
excluding

derivatives:"

Residential
mortgage
asset-backed
securities ........ $ 16 $

@ s

Corporate and
other domestic

debt securities. 465

Derivatives, net:®

Interest rate
contracts......... 41

®
Foreign
exchange
contracts.......... A3)
(22)
Credit contracts... 98
Other contracts® (58)

Asset-backed
securities
available-for-
sale

Equity contracts.. 107

®
12)

@n

$ 15

501

33

@
92
62

(64)

$

a s

®

113
@®

Total assets............. $

Liabilities:
Domestic
deposits

$ (678) $
(320)

(16) $

Long-term debt® ... ®)

$ (672)
(347)

(16 $
@“n

16)
®)

Total liabilities....... $ (998) $ (24) $

$ (1,019)

(57) $ (24)
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Current Period

Total Realized / Unrealized Gains
Unrealized Gains (Losses) Still Held
(Losses) Included in Included in
Other Other
Compre- Transfers  Transfers Compre-
Jan. 1, hensive Purch- Issu- Settle- Into Out of Jun. 30, hensive
2020 Earnings Income ases ances ments Level 3 Level 3 2020 Earnings Income

(in millions)
Assets:

Trading assets,
excluding

derivatives:"

Residential

mortgage

asset-backed

securities ........ $ 17§ @ $ — % — 3 — 8% — 8 — 3 — 3 15§ @ 3 —

Corporate and
other domestic
debt securities. 510 ) — — — — — — 501 ® —

Derivatives, net:®

Interest rate

contracts.......... 10 23 — — — — — — 33 23 —
Foreign
exchange
contracts.......... 6)) (0)) — — — — — — Q@) @ —
Equity contracts.. 72 12 — — — 6 — 2 92 24 —
Credit contracts... 59 26 — — — (23) — — 62 27 —
Other contracts” (75) a — — — 12 — — (64) — -
Asset-backed
securities
available-for-
sale™ ..o

Total assets.

Liabilities:
Domestic

deposits® .......... $ (774) $ 13§ 28 — $ 438 8 3 — 8 48 $ (672) $ 7 8
Long-term debt® ... 354) 38 2 — (138) 89 — 16 (347) 23
Total liabilities........ $ (1,128) $ 51§ 4 $§ — $ (181 $ 171 $ — 3 64 $ (1,019 $ 30 S
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Total Realized /
Unrealized Gains
(Losses) Included in

Other

Compre-
Apr. 1, hensive
2019 Earnings Income

Purch-
ases

Issu-
ances

Settle-
ments

Transfers  Transfers
Into Out of
Level 3 Level 3

Jun. 30,
2019

Current Period
Unrealized Gains
(Losses) Still Held

Included in

Other

Compre-
hensive
Earnings Income

Assets:

Trading assets,
excluding

derivatives:"

Collateralized
debt

obligations...... $ 90 $ 2 3 —

Residential
mortgage
asset-backed

securities ........ 16 — _

Student loan
asset-backed
securities ........ 95 —

Corporate and
other domestic

debt securities. 510 — _

Derivatives, net:?

Interest rate

contracts.......... 7 8 —

Foreign
exchange

contracts.......... )] — _
Equity contracts.. 24 39 _
Credit contracts... 53 3) _
Other contracts® 37 3) _

Asset-backed
securities
available-for-

sale® o, 109 — 4

Other assets®®...... 1

(in millions)

$ (6)

€)

@

— @

$ 86

90

510

10

M

62

46
(35)

$ [CYRR

(5

40
@

Total assets.
Liabilities:

Domestic

deposits® ....... $ (949) $ 35 $ 2

Long-term debt® ... (453) (15)

$ 5) S 42
— 39

$ 32§

$ (930) $ 32) $

(441)

(10)

Total liabilities........ $ (1,402) $ 50) $ 3

71

$ 5) $ 81

$ (1,371) $ (42) $
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Total Realized /
Unrealized Gains
(Losses) Included in

Other
Compre-
hensive
Income

Jan. 1,

2019 Earnings

Purch-
ases

Issu-
ances

Transfers

Settle-
ments

Level 3

Transfers
Out of
Level 3

Jun. 30,
2019

Current Period
Unrealized Gains
(Losses) Still Held

Included in

Other
Compre-
hensive

Earnings Income

Assets:

Trading assets,
excluding

derivatives:"

Collateralized
debt
obligations...... $

Residential
mortgage
asset-backed
securities ........

Student loan
asset-backed
securities ........ 92 5 —

Corporate and
other domestic
debt securities.

Derivatives, net:®

Interest rate
contracts.......... 2 13 —

Foreign
exchange
contracts......... (1) — _

(52) 110 —
(40) —
©) —

Equity contracts..
Credit contracts... 52

Other contracts®

Asset-backed
securities
available-for-
sale®

Other assets®......... 4 — _

(in millions)

$§ a7) §

(N

(1,293)

34

(3)

— — 510

— (1) 62

(35

$ (10) 8 —

) —

115 —
@ —

Total assets.

Liabilities:
Domestic

deposits®.............. $ (925 $

(412)

64) $ 3

Long-term debt™ .. (43) 2)

$ (145)
(64)

$(1,272) §

$ 109 §
33

5)$ 103§

— 47 (441)

$ 109 § 6

(930) $

(132) $ 3)
(59) ©)

Total liabilities........ (107) § (5)

(O]

$ (209)

$ 142§

5) $

150 $ (1,371) $

(191) $ (5)

)

3)

“)

®)

©)

Gains (losses) on trading assets, excluding derivatives are included in trading revenue in the consolidated statement of income (loss).

Level 3 net derivatives included derivative assets of $534 million and derivative liabilities of $413 million at June 30, 2020 and derivative assets of $276
million and derivative liabilities of $194 million at June 30, 2019. Gains (losses) on derivatives, net are predominantly included in trading revenue and gain
(loss) on instruments designated at fair value and related derivatives in the consolidated statement of income (loss).

Consists of swap agreements entered into in conjunction with the sales of Visa Class B Shares. Gains (losses) on these swap agreements are included in
other income (loss) in the consolidated statement of income (loss).

Realized gains (losses) on securities available-for-sale are included in other securities gains, net in the consolidated statement of income (loss). Changes in
the allowance for credit losses on securities available-for-sale are included in the provision for credit losses in the consolidated statement of income (loss).
Unrealized gains (losses) on securities available-for-sale are included in other comprehensive income (loss).

Excluding unrealized gains (losses) on fair value option liabilities attributable to our own credit spread, which are recorded in other comprehensive income
(loss), gains (losses) on fair value option liabilities are included in gain (loss) on instruments designated at fair value and related derivatives in the consolidated
statement of income (loss).

Represented contingent consideration receivable associated with the sale of certain private banking client relationships, which concluded in 2019. Gains
(losses) associated with this transaction were included in other income (loss) in the consolidated statement of income (loss).
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Significant Unobservable Inputs for Recurring Fair Value Measurements

The following table presents quantitative information about the unobservable inputs used to determine the recurring fair value
measurement of assets and liabilities classified as Level 3 fair value measurements at June 30, 2020 and December 31, 2019:

June 30, 2020
Fair Value Range of Weighted
Financial Instrument Type  (in millions) Valuation Technique(s) Significant Unobservable Inputs Inputs Average
Residential mortgage asset- $ 15 Broker quotes or consensus Prepayment rates 4% N/A
backed securities............... pricing and, where applicable,
discounted cash flows
Conditional default rates 2% N/A
Loss severity rates 70% N/A
Discount margin 575bps N/A
Corporate and other $ 501 Discounted cash flows Spread volatility on collateral assets ~ 11% N/A
domestic debt securities....
Correlation between insurance claim  80% N/A
shortfall and collateral value
Interest rate derivative $ 33  Market comparable adjusted for Probability to fund for rate lock 41% - 100% 75%
CONLTACES.cvoveneeeveneieeeieneaes probability to fund and, where commitments
applicable, discounted cash flows
Likelihood of transaction being 90% N/A
executed
Foreign exchange derivative ~ $ (2) Option pricing model Implied volatility of currency pairs 8% -11% 10%
contracts™......cocvveeeeeeninnns
Equity derivative contracts®  § 92  Option pricing model Equity / Equity Index volatility 7% - 65% 40%
Equity / Equity and Equity / Index 44% - 78% 52%
correlation
Equity dividend yields and forward Q27N% -1% )%
price
Credit derivative contracts.... $ 62  Option pricing model and, where Credit default swap spreads 155bps N/A
applicable, discounted cash flows
Other derivative contracts..... $ (64) Discounted cash flows Conversion rate 1.6 times N/A
Expected duration 3 years N/A
Asset-backed securities $ 117 Discounted cash flows Market assumptions related to yields 1% - 4% 3%
available-for-sale............... for comparable instruments
Domestic deposits $ (672) Option adjusted discounted cash Implied volatility of currency pairs 8% -11% 10%
(structured deposits) @@ ... flows
Equity / Equity Index volatility 7% - 47% 21%
Equity / Equity and Equity / Index 44% - 60% 47%
correlation
Long-term debt (structured $ (347) Option adjusted discounted cash Implied volatility of currency pairs 8% - 11% 10%
notes) ™ .o flows
Equity / Equity Index volatility 7% - 41% 25%
Equity / Equity and Equity / Index 48% - 78% 66%
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December 31, 2019
Fair Value Range of Weighted
Financial Instrument Type  (in millions) Valuation Technique(s) Significant Unobservable Inputs Inputs Average"
Residential mortgage asset- $ 17  Broker quotes or consensus Prepayment rates 1% N/A
backed securities............... pricing and, where applicable,
discounted cash flows
Conditional default rates 8% N/A
Loss severity rates 70% N/A
Discount margin 600bps N/A
Corporate and other $ 510 Discounted cash flows Spread volatility on collateral assets 4% N/A
domestic debt securities....
Correlation between insurance claim  80% N/A
shortfall and collateral value
Interest rate derivative $ 10  Market comparable adjusted for Probability to fund for rate lock 42% - 100% 80%
CONLTACTS.c.eveneeeveneieeeieneaes probability to fund and, where commitments
applicable, discounted cash flows
Likelihood of transaction being 90% N/A
executed
Foreign exchange derivative  $ (1) Option pricing model Implied volatility of currency pairs 6% - 11% 8%
CONtracts ™ ........ccoeeeeviinnns
Equity derivative contracts®  § 72 Option pricing model Equity / Equity Index volatility 7% - 36% 22%
Equity / Equity and Equity / Index 43% - 79% 49%
correlation
Equity dividend yields 0% - 4% 2%
Credit derivative contracts.... $ 59  Option pricing model and, where Credit default swap spreads 41bps N/A
applicable, discounted cash flows
Other derivative contracts..... $ (75) Discounted cash flows Conversion rate 1.6 times N/A
Expected duration 3 years N/A
Asset-backed securities $ 111  Discounted cash flows Market assumptions related to yields 0% - 3% 2%
available-for-sale .............. for comparable instruments
Domestic deposits $ (774) Option adjusted discounted cash Implied volatility of currency pairs 6% - 11% 8%
(structured deposits) @@ ... flows
Equity / Equity Index volatility 7% - 28% 13%
Equity / Equity and Equity / Index 43% - 49% 46%
correlation
Long-term debt (structured $ (354) Option adjusted discounted cash Implied volatility of currency pairs 6% - 11% 8%
notes) ™ e flows
Equity / Equity Index volatility 7% - 29% 16%
Equity / Equity and Equity / Index 54% - 79% 64%
correlation

M For other asset-backed securities available-for-sale, the value shown is the arithmetic average. For foreign exchange derivatives, equity derivatives, structured

deposits and structured notes, weighted averages are calculated based on the fair value of the instruments. For all remaining instrument types, weighted
averages are calculated based on the notional value of the instruments.

@ We are the client-facing entity and we enter into identical but opposite derivatives to transfer the resultant risks to our affiliates. With the exception of

counterparty credit risks, we are market neutral. The corresponding intra-group derivatives are presented as equity derivatives and foreign exchange derivatives
in the table.

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

and foreign exchange derivatives below for a discussion of the uncertainty of Level 3 inputs related to structured deposits and structured notes.
N/A Not Applicable

Uncertainty of Level 3 Inputs to Fair Value Measurements
Residential mortgage asset-backed securities - Prepayment rate, probability of default, loss severity rate and discount margin are
significant unobservable inputs.

*  Prepayment rate - The rate at which borrowers pay off the loans early. The prepayment rate is affected by a number of
factors including location of the collateral, interest rate type of the loan, borrowers' credit and sensitivity to interest rate
movement.

*  Probability of default - Annualized percentage of default rate over a group of collateral such as residential mortgage loans.

»  Lossseverity rate - The loss severity rate is the percentage of total lifetime losses (both interest and principal) as a percentage
of principal balance measured at default date.
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»  Discount margin - An expected return earned in addition to the index underlying (in this case LIBOR) is another input into
valuation of securities.

A significant increase (decrease) in one or more of these inputs would have resulted in a lower (higher) fair value measurement
of the securities. Generally, a change in assumption for default probability would have been accompanied by a directionally similar
change in loss severity, and a directionally opposite change in prepayment speed.

Corporate and domestic debt securities - The fair value measurement of certain corporate debt securities is affected by the fair
value of the underlying portfolios of investments used as collateral and the make-whole guarantee provided by third party guarantors.
The probability that the collateral fair value declines below the collateral call threshold concurrent with the guarantors' failure to
perform its make whole obligation is unobservable. Generally, an increase (decrease) in the probability the collateral value falls
below the collateral call threshold would have been accompanied by a directionally similar change in default probability of the
guarantor and would have resulted in a lower (higher) fair value measurement of the securities.

Interestrate derivatives - The fair value measurement of certain forward starting interest rate derivatives is affected by the underlying
project contingency risk for which probability of execution is not certain (i.e., the interest rate derivative can be canceled if the
project fails to execute). For mortgage rate lock commitments, the fair value measurement is affected by the probability of executing
and funding the mortgage. An increase (decrease) in the likelihood of a project or mortgage being executed would have resulted
in a lower (higher) fair value measurement of the interest rate derivative.

Equity and foreign exchange derivatives - The fair value measurement of a structured equity or foreign exchange derivative is
primarily affected by the implied volatility of the underlying equity price or exchange rate of the paired foreign currencies. The
level of volatility is a function of the nature of the underlying risk, the level of strike price and the years to maturity of the option.
Depending on the underlying risk and tenure, we determine the implied volatility based on observable input where information is
available. However, substantially all of the implied volatilities are derived based on historical information and are not observable.
A significant increase (decrease) in the implied volatility would have resulted in a higher (lower) fair value of a long position in
the derivative contract. For a derivative referenced to a basket of variables such as equities or foreign currencies, the fair value
measurement is also affected by the correlation of the referenced variables. Correlation measures the relative change in values
among two or more variables (i.e., equity or foreign currency pair), which can be positively or negatively correlated. A majority
of the correlations are not observable, but are derived based on historical data. A significant increase (decrease) in the correlation
of the referenced variables would have resulted in a higher (lower) fair value of a long position in the derivative contract.

Credit derivatives - The fair value measurement of certain credit derivatives is primarily affected by the credit spreads of credit
default swap contracts insuring asset-backed securities. A significant increase (decrease) in the credit spreads would have resulted
in a lower (higher) fair value measurement of the credit derivative.

Other derivatives - The fair value of the swap agreements we entered into in conjunction with the sales of Visa Class B Shares is
dependent upon the final resolution of the related litigation. Significant unobservable inputs used in the fair value measurement
include estimated changes in the conversion rate of Visa Class B Shares into Visa Class A Shares and the expected timing of the
final resolution. An increase (decrease) in the loss estimate or in the timing of the resolution of the related litigation would have
resulted in a higher (lower) fair value measurement of the derivative.

Asset-backed securities available-for-sale - The fair value measurement of certain asset-backed securities is primarily affected by
estimated yields which are determined based on current market yields of comparable instruments adjusted for market liquidity.
An increase (decrease) in the yields would have resulted in a decrease (increase) in the fair value measurement of the securities.

Significant Transfers Into and Out of Level 3 Measurements During the three and six months ended June 30, 2020, we transferred
$15 million and $48 million, respectively, of domestic deposits and $13 million and $16 million, respectively, of long-term debt,
which we have elected to carry at fair value, from Level 3 to Level 2 as a result of the embedded derivative no longer being
unobservable as the derivative option is closer to maturity and there is more observability in short term volatility.

During the three and six months ended June 30, 2019, we transferred $42 million and $103 million, respectively, of domestic
deposits and $39 million and $47 million, respectively, of long-term debt, which we have elected to carry at fair value, from Level
3 to Level 2 as a result of the embedded derivative no longer being unobservable as the derivative option is closer in maturity and
there is more observability in short term volatility.
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Assets and Liabilities Recorded at Fair Value on a Non-recurring Basis Certain financial and non-financial assets are measured
at fair value on a non-recurring basis and therefore, are not included in the tables above. These assets include (a) loans classified
as held for sale reported at the lower of amortized cost or fair value, (b) impaired loans or assets that are written down to fair value
based on the valuation of underlying collateral during the period and (c) goodwill, lease ROU assets or leasehold improvement
assets that were written down during the period. These instruments are not measured at fair value on an ongoing basis but are
subject to fair value adjustment in certain circumstances (e.g., impairment). The following table presents the fair value hierarchy
level within which the fair value of the financial and non-financial assets has been recorded at June 30, 2020 and December 31,
2019. The gains (losses) during the three and six months ended June 30, 2020 and 2019 are also included.

Non-Recurring Fair Value Measurements Total Gains (Losses) Total Gains (Losses)
at June 30, 2020 For the Three For the Six Months
Months Ended June Ended June 30,
Level 1 Level 2 Level 3 Total 30,2020 2020
(in millions)
Residential mortgage loans held for sale” .. $ — 8 4 93 — 3 4 9 — 8 —
Consumer 10ans®............cccoooovoeecveceieieran — 324 — 324 4 7
Commercial loans held for sale.................... — — — — (&) 9)
Commercial loans™ ...........ccccocovvivivieran — — 355 355 117) (170)
Real estate owned™ ..........cooovoveveeeveeennn — 2 — 2 1 1
GoodWill® ... — — — — — (784)
LeaSES e — — 25 25 6 (62)
Total assets at fair value on a non-recurring

DASIS .ttt $ — § 330 8§ 380 S$ 710 $ (115) $ (1,017)

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

at December 31, 2019 For the Three For the Six Months

Months Ended June Ended June 30,
Level 1 Level 2 Level 3 Total 30, 2019 2019
(in millions)

Residential mortgage loans held for sale”.. $§ — § 128 — 3§ 12§ — § —
Consumer 10ans®............cooovomerereeeeeern — 14 — 14 3 2 (€))
Commercial 10ans™ .........o.coovvvvoveveeeeeen — — 50 50 — @)

Real estate owned™ ...........cooooovivieeeeeenan — 6 — 6 — —

GOOdWill® ... — — 372 372 — —

LeaSe5 ... — — 2 2 — —

Total assets at fair value on a non-recurring

DASIS . $—— $—32 u w $ 2) $ ®)]

M At June 30, 2020 and December 31, 2019, the fair value of the loans held for sale was below cost.

@ Represents residential mortgage loans held for investment whose carrying amount was adjusted during the period based on the fair value of the underlying

collateral. The increase at June 30, 2020 reflects the impact of adopting new accounting guidance which requires expected recoveries related to subsequent
increases in the fair value of collateral for collateral-dependent loans to be recognized in the allowance for credit losses beginning January 1, 2020. See Note
21, "New Accounting Pronouncements," for additional discussion.

®  Certain commercial loans are individually assessed for impairment. We measure the credit impairment of a collateral-dependent loan based on the fair value

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

@ Real estate owned is required to be reported on the balance sheet net of transactions costs. The real estate owned amounts in the table above reflect the fair

value unadjusted for transaction costs.

®  During the first quarter of 2020, the goodwill allocated to our previously separate RBWM and PB businesses were both written down to $0 million. During

the third quarter of 2019, the goodwill allocated to our previously separate RBWM business was written down to $372 million. See Note 8, "Goodwill," in
this Form 10-Q and Note 9, "Goodwill" in our 2019 Form 10-K for further discussion of the results of our goodwill impairment testing, including the events
and circumstances leading to the impairments.

©®  Beginning in the fourth quarter of 2019 and into the first quarter of 2020, we determined that we would exit certain branches and, as a result, the lease ROU

assets and leasehold improvement assets associated with these branches were written down based on their estimated remaining useful lives. See Note 2,
"Strategic Initiatives," in this Form 10-Q and Note 10, "Leases" in our 2019 Form 10-K for further discussion.
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Significant Unobservable Inputs for Non-Recurring Fair Value Measurements

The following tables present quantitative information about non-recurring fair value measurements of assets and liabilities classified
with Level 3 of the fair value hierarchy at June 30, 2020 and December 31, 2019:

At June 30, 2020
Significant
Fair Value Unobservable Range of Weighted
Financial Instrument Type (in millions) Valuation Technique(s) Inputs Inputs Average
Commercial 10ans .........cccovveveeernecnnieenenenene $ 355  Valuation of third party appraisal Loss severity rates 0% - 97% 29%
on underlying collateral
At December 31, 2019
Significant
Fair Value Unobservable Range of Weighted
Financial Instrument Type (in millions) Valuation Technique(s) Inputs Inputs Average“’
Commercial 10ans .........cccoveeeerneenniccrenenene $ 50  Valuation of third party appraisal Loss severity rates 9% - 100% 45%

on underlying collateral

M Weighted average is calculated based on the carrying value of the loans.

Valuation Techniques

Following is a description of valuation methodologies used for assets and liabilities recorded at fair value.

Securities purchased and sold under resale and repurchase agreements designated under FVO - We elected to apply FVO
accounting to certain securities purchased and sold under resale and repurchase agreements at fair value. The fair value of these
resale and repurchase agreements is determined using market rates currently offered on comparable transactions with similar
underlying collateral and maturities.

Consumer loans designated under FVO — Beginning January 1, 2020, we elected to apply FVO accounting to certain student loans
held for investment. The fair value of these loans is based on observed market prices of instruments with similar characteristics.

Consumer loans held for sale — Consumer loans held for sale are recorded at the lower of amortized cost or fair value. The fair
value estimates of consumer loans held for sale are determined primarily using observed market prices of instruments with similar
characteristics. Adjustments are made to reflect differences in collateral location, loan-to-value ratio, FICO scores, vintage year,
default rates, the completeness of the loan documentation and other risk characteristics. Where observable market parameters are
not available, fair value is determined using the discounted cash flow method using assumptions consistent with those which would
be used by market participants in valuing such loans, including estimates of prepayment rates, default rates, loss severities and
market rates of return. We also may hold discussions on value directly with potential investors.

Commercial loans held for sale - Commercial loans held for sale (that are not designated under FVO as discussed below) are
recorded at the lower of amortized cost or fair value. The fair value estimates of commercial loans held for sale are determined
primarily using observable market pricing obtained from independent sources, relevant broker quotes or observed market prices
of instruments with similar characteristics. We also may hold discussions on value directly with potential investors.

Commercial loans held for sale designated under FVO — We elected to apply FVO accounting to certain commercial loans held
for sale at fair value. Where available, fair value is based on observable market pricing obtained from independent sources, relevant
broker quotes or observed market prices of instruments with similar characteristics. Where observable market parameters are not
available, fair value is determined based on contractual cash flows adjusted for estimates of prepayment rates, expected default
rates and loss severity discounted at management's estimate of the expected rate of return required by market participants. We also
consider loan-specific risk mitigating factors such as collateral arrangements in determining the fair value estimate.

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

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

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

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

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

*  Asset-backed securities, including collateralized debt obligations ("CDOs") — Fair value is primarily determined based on
pricing information obtained from independent pricing services adjusted for the characteristics and the performance of the
underlying collateral.

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

*  Equity securities — Fair value measurements are determined based on quoted prices for the identical security. Certain equity
securities represent investments in private equity funds that help us comply with the Community Reinvestment Act. The
fair value of these investments are estimated using the net asset value per share as calculated by the fund managers.
Distributions will be received from the funds as the underlying assets are liquidated. While the funds do not allow us to
redeem our investments, we are permitted to sell or transfer our investments subject to the approval of the fund manager.
Unfunded commitments associated with these investments totaled $36 million and $41 million at June 30, 2020 and
December 31, 2019, respectively.

The following tables provide additional information relating to our asset-backed securities, including CDOs, at June 30, 2020:

Trading asset-backed securities:

Rating of Securities:" Collateral Type: Level 2 Level 3 Total
(in millions)
AAA - AL Collateralized debt obligations .............c.ccceeueene. $ 38 % — § 38
Student 10ans.........ccevveererererinenneeeeeeeee 69 — 69
Total AAA - A oo 107 — 107
BBB-B ..o Collateralized debt obligations ..............cccevneee 26 — 26
CCC - Unrated.......cccovveenveerenrneennnee Residential mortgages - Subprime...........c.c.c...... — 15 15

$ 133§ 15 8 148

Available-for-sale asset-backed securities:

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

(in millions)
AAA A Home equity - Alt A e $ 20 $ 8 3 28
BBB-B ..o Other.....cccoeeenecencinnenns — 109 109

$ 20§ 117 § 137

M We utilize S&P as the primary source of credit ratings in the tables above. If S&P ratings are not available, ratings by Moody's and Fitch are used in that order.

Ratings for CDOs represent the ratings associated with the underlying collateral.

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

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

We use the OIS curves as the base discounting curve for measuring the fair value of all derivatives, both collateralized and
uncollateralized, and apply a FFVA to reflect the estimated present value of the future market funding cost or benefit associated
with funding uncollateralized derivative exposure at rates other than the OIS rate. The FFVA is calculated by applying future
market funding spreads to the expected future funding exposure of any uncollateralized component of the OTC derivative portfolio.
The expected future funding exposure is calculated by a simulation methodology, where available, and is adjusted for events that
may terminate the exposure, such as the default of HUSI or the counterparty.

Significant inputs related to derivative classes are broken down as follows:

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

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

»  Foreign Exchange ("FX") Derivatives — FX transactions, to the extent possible, use spot and forward FX rates which are
quoted in the broker market. Where applicable, we also use implied volatility of currency pairs as inputs.

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

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

We estimate the counterparty credit risk for financial assets and our own credit standing for financial liabilities (the "credit valuation
adjustments") in determining the fair value measurement. For derivative instruments, we calculate the credit valuation adjustment
by applying the probability of default of the counterparty to the expected exposure, and multiplying the result by the expected loss
given default. We also take into consideration the risk mitigating factors including collateral agreements and master netting
agreements in determining credit valuation adjustments. We estimate the implied probability of default based on the credit spread
of the specific counterparty observed in the credit default swap market. Where credit default spread of the counterparty is not
available, we use the credit default spread of a specific proxy (e.g., the credit default swap spread of the counterparty's parent) or
a proxy based on credit default swaps referencing to credit names of similar credit standing.

Real estate owned - Fair value is determined based on third party appraisals obtained at the time we take title to the property and,
if less than the carrying amount of the loan, the carrying amount of the loan is adjusted to the fair value. The carrying amount of
the property is further reduced, if necessary, at least every 90 days to reflect observable local market data, including local area
sales data.

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

Long-term debt designated under FVO — We elected to apply FVO accounting to certain of our own debt issuances for which fair
value hedge accounting otherwise would have been applied. These own debt issuances elected under FVO are traded in secondary
markets and, as such, the fair value is determined based on observed prices for the specific instrument. The observed market price
of these instruments reflects the effect of our own credit spreads. The credit spreads applied to these instruments were derived
from the spreads at the measurement date.
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Additional Disclosures About the Fair Value of Financial Instruments that are Not Carried at Fair Value on the Consolidated
Balance Sheet The fair value estimates set forth below are made solely to comply with disclosures required by generally accepted
accounting principles in the United States and should be read in conjunction with the financial statements and notes included in
this report.

The carrying amount of certain financial instruments recorded at cost on the consolidated balance sheet is considered to approximate
fair value because they are short-term in nature, bear interest rates that approximate market rates, and generally have negligible
credit risk. These items include cash and due from banks, interest bearing deposits with banks, customer acceptance assets and
liabilities, federal funds sold and purchased, securities purchased and sold under resale and repurchase agreements, deposits with
no stated maturity (e.g., demand, savings and certain money market deposits), short-term borrowings and dividends payable.

The following table summarizes the carrying value and estimated fair value of our financial instruments, excluding financial
instruments that are carried at fair value on a recurring basis, at June 30, 2020 and December 31, 2019, and their classification
within the fair value hierarchy:

Carrying Fair
June 30, 2020 Value Value Level 1 Level 2 Level 3
(in millions)
Financial assets:
Short-term financial assets, net of allowance for credit losses ........ $ 19,021 $ 19,021 $ 1,266 $ 17,734 $ 21
Federal funds sold and securities purchased under agreements to
TESCIL et 29,255 29,255 — 29,255 —
Securities held-to-maturity, net of allowance for credit losses ........ 11,635 12,106 — 12,106 —
Commercial loans, net of allowance for credit losses...................... 50,930 51,922 — — 51,922
Commercial loans held for Sale........oovvovieveiveeeiieeeeeeeieeeeeeeeeeeeeene 58 58 — 58 —
Consumer loans, net of allowance for credit 10SS€S .........ccoveuvveeenne. 20,311 19,857 — — 19,857
Residential mortgage loans held for sale............ccooveevvereecienieiennnns 44 46 — 46 —
Financial liabilities:
Short-term financial Habiliti€s.......cooovvviiiiiiiiiiieeiieieieee e $ 6,124 § 6,124 § — $ 6,102 $ 22
Deposits:
Without fixed Maturities...........ccovverererierieieeeeeeeeeeee e 135,816 135,816 — 135,816 —
Fixed MaturitieS .......coovivieeeeeieeeeeeeee e 14,822 14,850 — 14,850 —
Long-term debt........ccoccviiieiiiiiiiciecceee e 16,425 16,729 — 16,729 —
Carrying Fair
December 31, 2019 Value Value Level 1 Level 2 Level 3
(in millions)
Financial assets:
Short-term financial @SSEtS .........ccvivvieviivieeieeeee e $ 3,800 $ 3,800 $ 1,744 $ 2,038 $ 18
Federal funds sold and securities purchased under agreements to
TESCLL 1.ttt 17,838 17,838 — 17,838 —
Securities held-to-Maturity..........coccoeereeereeneinecnecnecneceeeane 13,293 13,431 — 13,431 —
Commercial loans, net of allowance for credit losses..................... 47,704 49,252 — — 49,252
Commercial loans held for sale..........ccccecvviiininniiinininccee 34 34 — 34 —
Consumer loans, net of allowance for credit losses...........c.cc.c....... 20,212 19,889 — — 19,889
Residential mortgage loans held for sale ..........cccccoevevieeieniieienene 77 78 — 77 1
Financial liabilities:
Short-term financial Habilities ........cveeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeene $ 3,304 $ 3304 $ — $ 3,286 § 18
Deposits:
Without fixed Maturities.........eeeivviveeeeeiiiiieieeee e ee e 96,161 96,161 — 96,161 —
FiXed MaturitieS........coovveeereeeeeeree e 16,323 16,264 — 16,264 —
Long-term debt.......c.ccvviieieiieieiceeecce e 16,350 16,696 — 16,696 —
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Lending-related commitments - The fair value of loan commitments, revolving credit facilities and standby letters of credit are not
included in the above table. The majority of the lending-related commitments are not carried at fair value on a recurring basis nor
are they actively traded. These instruments generate fees, which approximate those currently charged to originate similar
commitments, which are recognized over the term of the commitment period. Deferred fees on loan commitments, revolving credit
facilities and standby letters of credit totaled $155 million and $162 million at June 30, 2020 and December 31, 2019, respectively.

20. Litigation and Regulatory Matters

The following supplements, and should be read together with, the disclosure in Note 29, "Litigation and Regulatory Matters," in
our 2019 Form 10-K and in Note 20, "Litigation and Regulatory Matters," in our Form 10-Q for the three month period ended
March 31, 2020 (the "2020 First Quarter Form 10-Q"). Only those matters with significant updates and new matters since our
disclosure in our 2019 Form 10-K and our 2020 First Quarter Form 10-Q are reported herein.

In addition to the matters described below and in our 2019 Form 10-K and our 2020 First Quarter Form 10-Q, in the ordinary
course of business, we are routinely named as defendants in, or as parties to, various legal actions and proceedings relating to
activities of our current and/or former operations. These legal actions and proceedings may include claims for substantial or
indeterminate compensatory or punitive damages, or for injunctive relief. In the ordinary course of business, we also are subject
to governmental and regulatory examinations, information-gathering requests, investigations and proceedings (both formal and
informal), certain of which may result in adverse judgments, settlements, fines, penalties, injunctions or other relief. In connection
with formal and informal inquiries by these regulators, we receive numerous requests, subpoenas and orders seeking documents,
testimony and other information in connection with various aspects of our regulated activities.

Due to the inherent unpredictability of legal matters, including litigation, governmental and regulatory matters, particularly where
the damages sought are substantial or indeterminate or when the proceedings or investigations are in the early stages, we cannot
determine with any degree of certainty the timing or ultimate resolution of such matters or the eventual loss, fines, penalties or
business impact, if any, that may result. We establish reserves for litigation, governmental and regulatory matters when those
matters present loss contingencies that are both probable and can be reasonably estimated. Once established, reserves are adjusted
from time to time, as appropriate, in light of additional information. The actual costs of resolving litigation and regulatory matters,
however, may be substantially higher than the amounts reserved for those matters.

For the legal matters disclosed below, including litigation and governmental and regulatory matters, as well as for the legal matters
disclosed in Note 29, "Litigation and Regulatory Matters," in our 2019 Form 10-K and in Note 20, "Litigation and Regulatory
Matters," in our 2019 First Quarter Form 10-Q, as to which a loss in excess of accrued liability is reasonably possible in future
periods and for which there is sufficient currently available information on the basis of which management believes it can make
a reliable estimate, we believe a reasonable estimate could be as much as $175 million for HUSI. The legal matters underlying
this estimate of possible loss will change from time to time and actual results may differ significantly from this current estimate.

In addition, based on the facts currently known for each of the ongoing investigations disclosed in Note 29, "Litigation and
Regulatory Matters," in our 2019 Form 10-K and in Note 20, "Litigation and Regulatory Matters," in our 2019 First Quarter Form
10-Q, it is not practicable at this time for us to determine the terms on which these ongoing investigations will be resolved or the
timing of such resolution. As matters progress, it is possible that any fines and/or penalties could be significant.

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

DeKalb County, et al. v. HSBC North America Holdings Inc., et al. (N.D. Ga. Case No. 12-CV-03640) The court dismissed the
case with prejudice in July 2020 following finalization of the settlement. This matter will no longer be reported.

County of Cook v. HSBC North America Holdings Inc., et al. (N.D. Ill. Case No. 1:14-cv-2031) The court dismissed the case with
prejudice in July 2020 following finalization of the settlement. This matter will no longer be reported.

Foreign Exchange ("FX") Matters

HSBC Bank USA has reached an agreement in principle to resolve the ongoing investigation by the California Attorney General's
Office, subject to final documentation and court approval. The full amount of the settlement was reserved in the fourth quarter of
2019.

In June 2020, the Competition Commission of South African, having initially referred a complaint for proceedings before the
South African Competition Tribunal in February 2017, filed arevised complaint against a total of 28 financial institutions, including
HSBC Bank USA, for alleged anti-competitive behavior in the South African foreign exchange market.

81



HSBC USA Inc.

Precious Metals Fix Matters

Platinum and Palladium Fix Litigation Plaintiffs appealed the court's March 2020 order granting the defendants' joint motion to
dismiss the third amended complaint.

Madoff Litigation

Inthe Picard v. HSBC et al action, the US Supreme Court denied the petition for a writ of certiorari filed by certain parties, including
a number of foreign affiliates of HSBC Bank USA, seeking review of the Second Circuit Court of Appeals' reversal of the U.S.
Bankruptcy Court decision dismissing claims against those entities. The matter is now pending in the US Bankruptcy Court.

The appeal is fully briefed in the action brought by the liquidators of Fairfield Sentry Limited, Fairfield Sigma Limited and Fairfield
Lambda Limited (together "Fairfield"), which relates to the US Bankruptcy Court's December 2018 decision that partially granted
defendants' motion to dismiss claims by the Fairfield liquidators and granted a motion by the liquidators to file amended complaints.
We await a decision from the US District Court for the Southern District of New York, where the appeal is pending. The HSBC
defendants also filed motions to dismiss the remaining claims in the US Bankruptcy Court in March 2020.

Benchmark Rate Litigation

Intercontinental Exchange ("ICE") LIBOR: Plaintiffs appealed the court’s March 2020 order granting the defendants' joint motion
to dismiss the complaint.

Shareholder Derivative Action In May 2014, a shareholder derivative action was filed by a shareholder of HSBC purportedly on
behalf of HSBC, HSBC Bank USA, HSBC North America and HSBC USA (the "Nominal Corporate Defendants") in New York
state court against certain current and former directors and officers of the Nominal Corporate Defendants (the "Individual
Defendants"), alleging that the Individual Defendants breached their fiduciary duties to the Nominal Corporate Defendants and
caused a waste of corporate assets by allegedly permitting and/or causing the conduct underlying the five-year deferred prosecution
agreement with the US Department of Justice entered into in December 2012. In January 2020, the parties reached a resolution in
principle of the matter. Thereafter, in June 2020, plaintiffs filed a motion seeking court approval of the settlement reached among
the parties and HSBC's directors and officers liability insurance carriers ("D&O carriers") to resolve the action. The settlement
terms provide for a payment of $72.5 million by the D&O carriers, which will be paid to HSBC upon final court approval of the
settlement and from which HSBC will be required to pay any settlement expenses and plaintiffs' attorneys' fees in an amount as
ultimately approved by the court. HSBC also agreed as part of the settlement to continue for a period of time certain corporate
governance practices. The court granted preliminary approval of the settlement in July 2020 and scheduled a final settlement
approval hearing for October 2020.

Anti-Terrorism Act Cases

Charlotte Freeman, et al. v. HSBC Holdings plc, et al. In June 2020, the court granted defendants' motion to dismiss the Freeman
I action that was filed in December 2018. Plaintiffs may appeal the decision.

Ryan Bowman et al. v. HSBC Holdings plc, et al. In June 2020, the court granted defendants' motion to dismiss. Plaintiffs may
appeal the decision.

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

21. New Accounting Pronouncements

The following new accounting pronouncements were adopted effective January 1, 2020:

»  Financial Instruments - Credit Losses In June 2016, the Financial Accounting Standards Board ("FASB") issued an
Accounting Standards Update ("ASU") that significantly changes measurement of credit losses. The ASU requires
recognition of lifetime ECL for loans, securities held-to-maturity, off-balance sheet credit exposures and certain other
financial assets reported at amortized cost. In addition, the new guidance requires inclusion of expected recoveries of amounts
previously written off, limited to the cumulative amount of prior write-offs, when estimating the allowance for credit losses
for in scope financial assets (including collateral-dependent assets). For available-for-sale debt securities where fair value
is less than cost, the ASU requires that credit-related impairment, if any, be recognized through an allowance for credit
losses and adjusted each period for changes in credit risk. Modeling and economic forecasting requirements of the ASU are
new and extensive, and the ASU's requirements differ significantly from the IFRS credit loss reporting that we implemented
in 2018 for reporting to HSBC. The ASU also requires expanded disclosures. See Note 4, "Securities," Note 5, "Loans,"
and Note 6, "Allowance for Credit Losses," for the new disclosures required by this standard, including further discussion
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of our accounting policies and methodologies used to estimate ECL beginning in 2020. The adoption of this guidance
required a cumulative effect adjustment to retained earnings as of January 1, 2020, which resulted in the following impacts:

o adecrease in our allowance for credit losses on funded loans of $170 million;
o anincrease in our liability for off-balance sheet credit exposures of $54 million; and
o including but not limited to the items above, an increase in retained earnings of $82 million, net of tax.

The decrease in our allowance for credit losses on loans was driven by a decrease of approximately $126 million for
commercial loans reflecting the impact of their short contractual maturities and the benign credit environment at the time
as well as a decrease of approximately $44 million for consumer loans as the impact of their lifetime losses was more than
offset by expected recoveries of previous charge-offs of collateral-dependent residential mortgages. The liability for off-
balance sheet credit exposures increased reflecting the inclusion of lifetime losses for expected funding over the remaining
life of the exposures. The allowance for credit losses established on other financial assets was not material. In accordance
with the new guidance, we elected the practical expedients to present accrued interest receivables, net of the related allowance
for credit losses, in other assets on the consolidated balance sheet and to exclude accrued interest balances from the amortized
cost basis for disclosure purposes. For credit card receivables, accrued interest is recognized in the loan balances as it is
billed, with the related allowance recorded in the allowance for credit losses on loans.

In conjunction with our adoption of this guidance, we also elected fair value option on certain student loans held for
investment and recorded a separate cumulative effect adjustment to write-up these loans to fair value which resulted in an
increase in retained earnings of $2 million, after tax, as of January 1, 2020.

*  Reference Rate Reform In March 2020, the FASB issued an ASU that provides temporary optional expedients and exceptions
tothe U.S. GAAP guidance on contract modifications and hedge accounting to ease the financial reporting burdens associated
with transitioning away from LIBOR and other interbank offered rates to acceptable alternative rates. Under the new
guidance, an entity can elect by accounting topic or industry subtopic to account for the modification of a contract affected
by reference rate reform as a continuation of the existing contract, if certain conditions are met. In addition, the new guidance
allows an entity to elect on a hedge-by-hedge basis to continue to apply hedge accounting for hedging relationships in which
the critical terms change due to reference rate reform, if certain conditions are met. These optional elections generally will
cease to apply to contract modifications or existing hedging relationships after December 31, 2022. We elected to adopt
this guidance during the second quarter of 2020, which did not have a material impact on our consolidated financial
statements. As permitted under the ASU, we elected to sell all of our LIBOR-linked variable rate held-to-maturity securities
maturing beyond 2021 during the second quarter of 2020. See Note 4, "Securities," for further discussion.

There have been no additional accounting pronouncements issued that are expected to have or could have a material impact on
our consolidated financial statements.
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Item 2. Management's Discussion and Analysis of Financial Condition and Results of Operations

Forward-Looking Statements

Certain matters discussed throughout this Form 10-Q are forward-looking statements within the meaning of the Private Securities
Litigation Reform Act of 1995. In addition, we may make or approve certain statements in future filings with the United States
Securities and Exchange Commission ("SEC"), in press releases, or oral or written presentations by representatives of HSBC USA
Inc. ("HSBC USA" and, together with its subsidiaries, "HUSI") that are not statements of historical fact and may also constitute
forward-looking statements. Words such as "may," "will," "should," "would," "could," "appears," "believe," "intends," "expects,"
"estimates," "targeted," "plans," "anticipates," "goal," and similar expressions are intended to identify forward-looking statements
but should not be considered as the only means through which these statements may be made. All discussions related to strategy,
including the matters discussed under the heading "Management's Discussion and Analysis of Financial Condition and Results of
Operations - Executive Overview" and discussions of those matters elsewhere in this Form 10-Q are forward-looking statements.
These matters or statements will relate to our future structure, operations, strategy, financial condition, economic forecast, results
of operations, plans, objectives, performance or business developments and will involve known and unknown risks, uncertainties
and other factors that may cause our actual results, performance or achievements to be materially different from that which was
expressed or implied by such forward-looking statements.

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

» the impact of the coronavirus ("COVID-19") pandemic and subsequent outbreaks, including the economic downturn and
recovery, effect on global trade and changes in customer behavior and corporate strategy;

*  our ability to effectively implement and deliver on our business strategies, and the effect implementation of our business
strategy may have on our operations and relationships with our customers, regulators, employees and other stakeholders;

* uncertainty concerning the future market and economic conditions in the United States and abroad, including but not
limited to, changes in interest rates, energy prices and unemployment levels, a decline in housing prices, the availability
of credit and liquidity, changes in consumer confidence and consumer spending and behavior, consumer perception as to
the continuing availability of credit and price competition in the market segments we serve and the consequences of
unexpected geopolitical events, such as trade disputes and the decision by the United Kingdom ("U.K.") to exit the
European Union ("EU");

» compliance with the Chinese National Security Law and the Hong Kong Autonomy Act, which may impact, among other
things, individuals or entities that we are able to conduct business with;

» changes in laws and regulatory requirements;

» the potential impact of any legal, regulatory or policy changes affecting financial institutions and the global economy as
a result of the current Administration and upcoming elections in the U.S.;

» the ability to deliver on our regulatory priorities;

»  capital and liquidity requirements under Basel guidance, the Federal Reserve Board's ("FRB") Comprehensive Capital
Analysis and Review ("CCAR") program, and the Dodd-Frank Wall Street Reform and Consumer Protection Act of 2010
("Dodd-Frank Act" or "Dodd-Frank") stress testing ("DFAST"), including the U.S. FRB requirements for U.S. global
systemically important banks ("G-SIBs") and U.S. intermediate holding companies ("IHCs") owned by non-U.S. G-SIBs
to issue total loss-absorbing capacity ("TLAC") instruments;

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

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

» the ability of HSBC Holdings plc ("HSBC" and, together with its subsidiaries, "HSBC Group") and HSBC Bank USA,
National Association (together with its subsidiaries, "HSBC Bank USA") to fulfill the requirements imposed by applicable
consent orders or guidance from regulators generally;

» the use of us as a conduit for illegal activities without our knowledge by third parties;
» the ability to successfully manage our risks;
» the possibility of the inadequacy of our data management and policies and processes;

» the financial condition of our clients and counterparties and our ability to manage counterparty risk;
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»  concentrations of credit and market risk;

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

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

« the ability to attract or retain key employees, including foreign workers, and customers;

» the effects of competition in the markets where we operate including increased competition from non-bank financial
services companies, including securities firms;

» the effects of operational risks that are inherent in banking operations, including fraudulent and other criminal activities,
breakdowns in processes or procedures and systems failure or non-availability;

»  disruption in our operations from the external environment arising from events such as natural disasters, climate change,
outbreaks of contagious disease, acts of war, terrorist attacks, or essential utility outages;

« afailure in or a breach of our operation or security systems or infrastructure, or those of third party servicers or vendors,
including as a result of cyberattacks;

» theability of third party suppliers, outsourcing vendors, off-shored functions and our affiliates to provide adequate services;

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

» afailure in our internal controls;

*  our ability to meet our funding requirements;

» adverse changes to our credit ratings;

» financial difficulties or credit downgrades of mortgage bond insurers;
*  our ability to cross-sell our products to existing customers;

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

» heightened regulatory and government enforcement scrutiny of financial institutions, including in connection with product
governance and sales practices, account opening and closing procedures, customer and employee complaints and sales
compensation structures related to such practices;

* possible negative impact of regulatory investigations and legal proceedings related to alleged foreign exchange
manipulation;

» changes in the methodology for determining benchmark rates and the implementation of alternative benchmark rates,
such as the Secured Overnight Financing Rate ("SOFR");

»  heightened regulatory and government enforcement scrutiny of financial markets, with a particular focus on traded asset
classes, including foreign exchange;

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

e model limitations or failure;
» the possibility of incorrect interpretations, application of or changes in tax laws to which we and our clients are subject;

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

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

» the other risk factors and uncertainties described under Item 1A, "Risk Factors," in our Annual Report on Form 10-K for
the year ended December 31, 2019 (the "2019 Form 10-K").

Forward-looking statements are based on our current views and assumptions and speak only as of the date they are made. We
undertake no obligation to update any forward-looking statement to reflect subsequent circumstances or events. You should,
however, consider any additional disclosures of a forward-looking nature that arise after the date hereof as may be discussed in
any of our subsequent Annual Reports on Form 10-K, Quarterly Reports on Form 10-Q or Current Reports on Form 8-K.
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Executive Overview

HSBC USA is a wholly-owned subsidiary of HSBC North America, which is an indirect wholly-owned subsidiary of HSBC. HUSI
may also be referred to in Management's Discussion and Analysis of Financial Condition and Results of Operations ("MD&A")
aS "We," "uS" OI' "Our_"

Economic Environment The U.S. economy deteriorated rapidly into recession during the second quarter of 2020 driven by the
COVID-19 pandemic which resulted in disruption to business and economic activity as well as to the capital markets. COVID-19's
effects in the U.S. and globally have been extreme, and neither the magnitude nor the duration of the pandemic and its repercussions
is clear. Unprecedented government economic intervention has likely dampened the pandemic's effects, but at uncertain long-term
cost. U.S. Gross Domestic Product ("GDP") contracted at an estimated annual rate of 32.9 percent in the second quarter of 2020,
while the total unemployment rate increased significantly to 11.1 percent at June 2020. After cutting short-term interest rates by
150 basis points (to near zero) in March 2020 and announcing various other initiatives to enhance liquidity and support the flow
of credit to households and businesses, the FRB decided to hold short-term interest rates steady in June 2020 and indicated it
expects short-term rates to remain unchanged until it is confident that the economy has weathered recent events.

The impact of the COVID-19 pandemic on economic conditions both in the United States and abroad during the first half of 2020
has created global uncertainty about the future economic environment including the length and depth of a global recession. Concerns
over interest rate levels, energy prices, domestic and global policy issues, including civil unrest in the U.S., trade policy in the
U.S. and geopolitical events as well as the implications of those events on the markets in general further add to this global uncertainty.
Interest rate levels and energy prices, in combination with global economic conditions, fiscal and monetary policy and the level
of regulatory and government scrutiny of financial institutions will continue to impact our results in 2020 and beyond.

Performance, Developments and Trends As mentioned above, the COVID-19 pandemic continues to cause disruption to our
customers, vendors and employees. The outbreak of this virus has disrupted global financial markets and negatively affected supply
and demand across a broad range of industries. This pandemic has had a significant impact on our business, financial condition
and results of operations during the first half of the year, including the impairment of goodwill associated with our Retail Banking
and Wealth Management and Private Banking reporting units in the first quarter, an increase to the provision for credit losses on
our loan portfolio and valuation losses associated with certain financial instruments due to market volatility, which have largely
recovered during the second quarter. Additionally, in April 2020, Fitch changed the rating outlook for both HSBC USA and HSBC
Bank USA to negative from stable and, in May 2020, Standard and Poor's ("S&P") downgraded the long- and short-term issuer
credit ratings of HSBC USA and HSBC Bank USA by one notch, following similar rating actions for HSBC. The circumstances
around this pandemic are evolving and will continue to impact our business in future periods as it may not be fully contained for
an extended period of time. Should the current economic conditions persist or deteriorate further, we expect that this environment
will continue to adversely impact our business which could include, but not be limited to, further impacts on our income due to
lower interest rates, lower lending and transaction volumes, higher expected credit losses, lower wealth management revenue due
to equity markets volatility and weakness and increased model risk including credit loss models, capital models and asset/liability
management models due to the unprecedented impact on economic and market drivers related to the COVID-19 pandemic. Other
potential risks include the impact of postponed health screenings on the well-being of our employees, credit rating migration which
could negatively impact our risk-weighted assets and capital position, and potential liquidity stress due, among other factors, to
increased customer drawdowns, notwithstanding the significant initiatives that the U.S. Government and the FRB have put in place
to support funding and liquidity. This matter could have a material adverse effect on our business, prospects, liquidity, financial
condition, results of operations and credit ratings in future periods. The extent of such impact will depend on the outcome of certain
developments, including but not limited to, the duration of the pandemic given that the pandemic may not be fully contained until
a vaccine and/or widely accepted treatment becomes available which might not occur for an extended period of time, as well as
its continuing impact on our customers, vendors and employees, all of which are uncertain. See Part II, Item 1A, "Risk Factors -
Risks related to the impact of COVID-19" for further discussion.

Late in the second quarter of 2020, we decided to lift the pause we had put in place in March on the staff reductions relating to
our restructuring plan as COVID-19 restrictions have begun to ease. As a result, we recorded $43 million of severance related
costs during the second quarter, including $13 million of direct costs and $30 million of allocated costs from HSBC Technology
& Services ("HTSU"). Our restructuring plan is moving forward as planned, including consolidation of our retail branch network
and wholesale and retail middle and back office functions, each under a single operations structure, and the creation of our Wealth
and Personal Banking business which was completed in the second quarter. While we remain committed to our multi-year strategic
plan to re-profile our business, the timing of the strategic actions as outlined in our 2019 Form 10-K may be re-sequenced or
delayed beyond 24 months as the circumstances around the COVID-19 pandemic continue to develop. We continue to re-assess
our strategic plan and may take additional actions in future periods. See Note 2, "Strategic Initiatives," in the accompanying
consolidated financial statements.
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The following table sets forth selected financial highlights for HUSI on a U.S. GAAP basis for the three and six months ended
June 30, 2020 and 2019 and at June 30, 2020 and December 31, 2019:

Three Months Ended June 30, Six Months Ended June 30,
2020 2019 2020 2019
(dollars are in millions)

Net iNCOME (10SS) ..vvverieriieriieriieirieesteeeeteeereeere e ebeseebe e se e se e seneens $ 7 S 121 $ (1,276) S 230
Rate of return on average:

TOAL ASSELS -..veveeeeeieteie ettt sttt ie et eb ettt sae e —% 3% (1.3)% 3%

Risk-weighted assets ..........cccoeeivveineineineirecceeeeeeeeees — 4 2.1) 4

COMMON EUILY -.evventieiietieiientiete ettt ettt ettt st eeesaeas (.8) 1.9 (15.9) 2.2

Tangible COMMON EQUILY ....c.evverviriiieieieieieeetete e (.8) 2.2 (16.2) 24

TOtAl @QUILY ..evventeiiietieie et 2 2.6 (13.9) 2.5
Net INterest MATZIN ...c..ecveuveieeriireniirtentene ettt 1.10 1.32 1.12 1.37
EffICIENCY Tati0 c..eoiiiiieiieieiieeeece e 72.6 79.3 123.2 79.0
Commercial net charge-off ratio™ ...............ccooccovvirvorrceroreeren. 37 .03 31 .02
Consumer net charge-off ratio™ .............cooovivreerieeeeeeeeeee e, 45 24 41 26
m

Excludes loans held for sale.

June 30, December 31,
2020 2019

(dollars are in millions)

Additional Select Ratios:

Allowance as a percent 0f 10aN5™Y) ............co.coooiiiieioeeeeeeeeeeee e 1.64% .93%
Commercial allowance as a percent 0f 10ans'" ..............cco.oourrurieeeeceeeeeee e 1.89 1.05
Consumer allowance as a percent of 10an8™) ...............coooiviiiiioeeeeeeeeeeee e 1.02 .64
Consumer two-months-and-over contractual delinqUeNCY ...........ccocevererierenienieiierieeeeneneeeseseeee 2.36 2.04
L0aN5 t0 dePOSIS TAHOP ..........ovueveeeeeeeeeeeee e 55.71 71.60
Common equity Tier 1 capital to risk-weighted assets .........c.ccoeverierenireneneecceeeesese e 13.1 13.1
Tier 1 capital to risk-Weighted aSSELS ........cocviiiuiiiiiiieiiceee ettt 14.2 14.1
Total capital to risk-weighted aSSELS .........ccovuioiriiririirieiicecce e 17.4 16.3
THET 1 1@VEIAZE TALIO ...vevvivieeiietieiie ettt ettt ettt ettt e ettt e eaeebeeteesteesaesaeesbesaeessesteensasssensesssenseenes 8.1 9.9
Supplementary IeVETAZE TAtI0........c.eecverieriieieieeieste et ete st ete st ebe st e seseaessesssenseessesseensesseensessnensessen 7.6 6.9
Total eqUItY t0 tOLAl ASSELS......icuiiiiieieiicicie ettt ettt ettt ettt e s te e b e s te e b e ete e b e teenbeernereenes 8.5 10.4

Select Balance Sheet Data:

Cash and interest bearing deposits With Danks............cccccveevirieriiiiieniiierece e $ 19,000 $ 3,782
TTAAING ASSELS ....cuvieviitieeiieteeteete et ettt ettt e et et e e et e be e s e e teeabeeteenbeeaeesbeeseesbeessesssessesbeessestsensasseensesssenseess 32,409 28,452
SecUITtIES AVALIADIE-TOI-SALE ....c.eeveieieiieee et e et e e e e e eaa e e e e seeaaeeesesenaeeeas 41,668 35,663
Loans:

COMIMETCIAL LOAIS ...ttt e et e e e e et et e e e e e et e eeeseeaseeeeseseasseeesessnsaeeeesannnes 51,913 48,211

CONSUMET OGNS ...ttt ettt e et e e e e e et e e saeeesaaeesaneeesesteeessaseesaneeesanseesanneas 20,555 20,342
TOTAL TOAMS .ottt et e e ettt e e e e e e et eee e e s aaaeeeeesaaaaaeeesesaaaaeessessaaseeessssasaeeesesanaaeess 72,468 68,553
DIEPOSIES .. .ueiutitietiettet ettt ettt ettt et e et e b e et e te e st e beeab e te e et e eteenbeeaeebeereebeerb e aeerbesteenbeeteeabeeteenteersenreeaes 156,033 119,693
)

Excludes loans held for sale.
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@ Represents period end loans, net of allowance for credit losses, as a percentage of core deposits as calculated in accordance with Federal Financial

Institutions Examination Council guidelines which generally include all domestic demand, money market and other savings accounts, as well as time
deposits with balances not exceeding $250,000.

Net income (loss) was income of $7 million and a loss of $1,276 million during the three and six months ended June 30, 2020,
respectively, compared with income of $121 million and $230 million during the three and six months ended June 30, 2019,
respectively. Income (loss) before income tax was income of $56 million and a loss of $1,384 million during the three and six
months ended June 30, 2020, respectively, compared with income of $156 million and $300 million during the three and six months
ended June 30, 2019, respectively. The decrease in income (loss) before income tax during the three and six months ended June
30, 2020 was due primarily to a higher provision for credit losses driven by the deterioration of economic conditions caused by
the COVID-19 pandemic and, in the year-to-date period, higher operating expenses driven by a goodwill impairment charge
recorded during the first quarter of 2020 as discussed below. Also contributing to the decrease in the year-to-date period was lower
net interest income.

During the first quarter of 2020, as a result of the deterioration in economic conditions caused by the COVID-19 pandemic and
the amount of headroom calculated in our previous annual impairment test for certain reporting units, we determined that an interim
goodwill impairment test should be performed for all of our reporting units as of March 31, 2020 and prepared updated cash flow
projections for each reporting unit, resulting in a reduction in the long-term forecasts of profitability for both our Retail Banking
and Wealth Management and our Private Banking reporting units as compared to the prior year forecasts. We completed our interim
impairment test of goodwill utilizing cash flow projections based on these forecasts under a present value approach and, in
conjunction with valuation estimates determined under a market approach, concluded that the fair value of our Commercial Banking
reporting unit exceeded its carrying value, including goodwill. However, the cash flow projections for our Retail Banking and
Wealth Management and our Private Banking reporting units were significantly lower which, in conjunction with valuation estimates
under a market approach and in consideration of a challenging macroeconomic outlook, resulted in a fair value that was significantly
lower than their book values, including goodwill. As a result, we recorded a non-cash impairment charge of $784 million in the
first quarter of 2020, representing the entire amount of goodwill previously allocated to these reporting units. Beginning in the
second quarter of 2020, our Retail Banking and Wealth Management and our Private Banking reporting units are being reported
together within a newly created Wealth and Personal Banking segment for segment reporting purposes. As discussed in our 2019
Form 10-K, our goodwill impairment testing is highly sensitive to certain assumptions and estimates used. We will continue to
monitor changes to our business forecasts as we continue to perform periodic analysis of the risks and strategies of our business
and product offerings. If further deterioration in economic and credit conditions, a change in the strategy or performance of our
business or product offerings, or an increase in the capital requirements of our business occurs, interim goodwill impairment tests
could again be required, which may result in an impairment charge. For additional discussion of the results of our interim goodwill
impairment testing, see Note 8, "Goodwill," in the accompanying consolidated financial statements.

Our reported results in all periods were impacted by certain items management believes to be significant, which affect comparability
between periods. Significant items are excluded to arrive at adjusted performance because management would ordinarily identify
and consider them separately to better understand underlying business trends. The following table summarizes the impact of these
significant items for all periods presented:

Three Months Ended Six Months Ended

June 30, June 30,
2020 2019 2020 2019
(in millions)
Income (loss) before income tax, as reported ..........cccoevereeiierieieniere e $ 56 $ 156 $(1,384) $ 300
GOOAWIIL IMPAITTNENL .......eevvieeieiieiesie et ete sttt te s e steesseeseesaesseessessnensesssensens — — 784 —
COSES 10 ACHIEVE! ... 49 — 151 —
SEVETANCE COSTS™) .....oovireieieee oo s es e s s — 16 — 17
Adjusted PerformManCe™ .............o.oeooweeeeeeeeeeeeeeeeeeeee oo e ee e es e eeenees $ 105 $§ 172 $ @449) $ 317

M Reflects costs related to the delivery of the strategic plan we announced in February 2020 to restructure our operations ("Restructuring Plan") as discussed

further in "Executive Overview" in MD&A in our 2019 Form 10-K. Costs to achieve primarily consisted of lease impairment and other related costs,
severance costs, allocated costs from HTSU, and trading losses associated with the exit of certain derivative contracts. See Note 2, "Strategic Initiatives,"
in the accompanying consolidated financial statements for a more detailed discussion of these costs. The expense during the six months ended June 30, 2020
also includes a $9 million gain on the sale of one of our owned retail branch properties.

@ Reflects severance costs associated with a 2019 global effort aimed to right-size our cost base.

®  Represents a non-U.S. GAAP financial measure.

Excluding the impact of the items in the table above, our adjusted performance during the three and six months ended June 30,
2020 decreased $67 million and $766 million compared with prior year periods due primarily to a higher provision for credit losses
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driven by the deterioration of economic conditions caused by the COVID-19 pandemic and, in the year-to-date period, lower net
interest income. These decreases were partially offset by lower operating expenses.

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

London Interbank Offered Rate ("LIBOR") Transition Regulators and central banks in various national jurisdictions continue
to actively work to help transition from interbank offered rates ("IBORs") to acceptable alternative rates, such as the Secured
Overnight Financing Rate ("SOFR") recommended by the Alternative Reference Rates Committee ("ARRC") convened by the
FRB. In March 2020, the FASB issued changes to the U.S. GAAP guidance on contract modifications and hedge accounting to
ease the financial reporting burdens associated with this transition. Under the new guidance, an entity can elect by accounting
topic or industry subtopic to account for the modification of a contract affected by reference rate reform as a continuation of the
existing contract, if certain conditions are met. In addition, the new guidance allows an entity to elect on a hedge-by-hedge basis
to continue to apply hedge accounting for hedging relationships in which the critical terms change due to reference rate reform,
if certain conditions are met.

We have a considerable number of contracts referencing IBORs, primarily LIBOR, such as loans, derivatives and long-term debt,
extending past 2021 when the U.K. Financial Conduct Authority has announced it will no longer require banks to submit rates for
LIBOR. We continue to actively participate in HSBC's global transition program with the objective of facilitating an orderly
transition of all products, processes, models and curves, as well as all legacy LIBOR contracts, onto replacement rates. In particular,
during the first half of 2020, we:

» implemented risk disclosures for new sales of LIBOR-based products across all of our business lines;

»  incorporated the new fallback language recommended by the ARRC into new LIBOR-based contracts for adjustable rate
mortgage loans; and

*  sold substantially all of our LIBOR-linked variable rate debt securities maturing beyond 2021.

While our global businesses continue to develop their capabilities to offer alternative rate products and the supporting processes
and systems, the COVID-19 pandemic has impacted the speed at which they are able to develop these capabilities and the readiness
of our customers to use alternative rate products. Consequently, the sale of LIBOR-based products with maturities beyond 2021
will continue for longer than initially anticipated and is likely to increase the volume of legacy contracts that will need to be
transitioned. In addition, the COVID-19 pandemic has likely affected the pace at which many of our customers will have been
preparing to use alternative rate products and therefore also to transition their legacy contracts onto replacement rates. Therefore,
we expect the transition of legacy contracts onto replacement rates to occur over a shortened time period. In combination with the
greater number of legacy contracts requiring transition, this increases the overall level of execution risk on the transition process,
which could potentially increase the level of conduct and operational risks. We are currently targeting to have pricing and data/
workflow requirements related to transitioning legacy contracts onto replacement rates finalized in the third quarter of 2020. For
further discussion of our LIBOR transition program and the associated risks, see "Executive Overview" in MD&A in our 2019
Form 10-K.

Other COVID-19 Related Developments

The COVID-19 pandemic has significantly disrupted economic activity in many countries, including the United States, and the
U.S. Government has taken multiple actions to mitigate the magnitude and persistence of the effects of the COVID-19 pandemic.
The United States has been operating under a presidentially declared national emergency since March 2020. In March 2020, the
Coronavirus Aid, Relief and Economic Security Act ("CARES Act"), which provides financial assistance for businesses and
individuals and targeted regulatory relief for financial institutions, was signed into law.

Loan Forbearance Initiatives The CARES Act created a forbearance program for federally-backed mortgage loans and provided
financial institutions with the option to temporarily suspend certain requirements under U.S. GAAP related to troubled debt
restructurings. We have currently not elected this option, because of the accounting treatment otherwise afforded under the
interagency statement on short-term loan modifications discussed below. The CARES Act also prohibits servicers of federally-
backed mortgage loans from initiating any foreclosure action on any residential property that is not vacant or abandoned for a
period of 60 days, beginning on March 18, 2020. This moratorium has been extended until August 31, 2020. In addition to these
federal measures, some state governments have taken action to require forbearance with respect to certain loans and fees. We are
continuing to monitor federal, state and international regulatory developments in relation to COVID-19 and their potential impact
on our operations.

In April 2020, federal banking regulators issued a revised interagency statement on loan modifications and the reporting for financial
institutions working with customers affected by the COVID-19 pandemic ("Interagency Statement™). The Interagency Statement
confirmed that COVID-19 related short-term loan modifications (e.g., payment deferrals of six months or less) provided to
borrowers that were current (less than 30 days past due) at the time the relief was granted are not troubled debt restructurings
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("TDR Loans"). We are applying the guidance in the Interagency Statement. Borrowers that were not current at the time the relief
was granted are assessed for TDR Loan classification in accordance with our accounting policies. These loans were not significant
at June 30, 2020.

In addition, under the Interagency Statement, for COVID-19 related loan modifications in the form of a payment deferral, the
borrower’s past due status will not be impacted during the deferral period and, if the loan was accruing at the time the relief was
granted, the loan will generally not be placed on nonaccrual status as long as the payment deferral is for six months or less. For
consumer loans, when a borrower requests and is provided with extended relief in the form of a payment deferral of more than six
months, the loan will generally be placed on nonaccrual status and assessed for TDR Loan classification. Any accrued interest
recorded on these loans is generally not reversed against income and will remain recorded as accrued interest receivable. We have
not modified our commercial loan nonaccrual policies as a result of this guidance.

We have implemented various loan modification payment deferral programs to provide borrowers relief from the economic impacts
of COVID-19. The following table summarizes information about loans under these programs as of June 30, 2020. Not included
in the following table are other forms of relief that we have provided to commercial clients affected by the impact of COVID-19,
such as covenant waivers and amendments, and deferrals of financial statement and covenant compliance reporting requirements.

June 30, 2020

Number of Loans Loan Amount  Program Details

(in thousands) (in millions)
Commercial™ .........cc.coooovirririnn. 05 $ 1,229  Primarily deferrals of up to twelve months
Consumer:
Residential mortgages™............. 2.5 1,322 Deferrals of either three or six month increments up to
a maximum of twelve months
Home equity mortgages®............ 0.5 61 Deferrals of either three or six month increments up to
g s p
a maximum of twelve months
Credit cards......cccoeoeeveeeneeenne. 15.9 70 Deferrals of either four or six months increments up to
a maximum of six months
Other consumer...........cccceeueeueeee. 2.3 18 Deferrals of either four or six months increments up to
a maximum of six months
Total consumer...........ccc.ccevveeene. 21.2 1,471
TOtal ..o 21.7 $ 2,700

M Includes approximately $380 million of commercial loans where the borrowers were provided with extended payment deferral relief of more than six months
at June 30, 2020, none of which have been placed on nonaccrual status or classified as TDR Loans.

@ Consumer mortgage loans where the borrowers were provided with extended payment deferral relief of more than six months and, as a result, have been
placed on nonaccrual status and classified as TDR Loans were not significant at June 30, 2020.

When the payment relief period ends, we expect to offer borrowers various options, including repaying the deferred payments in

full, repaying the deferred payments over an installment period or moving the deferred payments to the end of the loan. Depending

on which actions a borrower takes at the end of their relief period, some of these options would result in TDR Loan classification.

If a borrower is experiencing financial difficulty when the payment relief period ends, they may enter into a modification program

to reduce the interest rate and extend the term of the loan which would result in the loan being classified as a TDR Loan.

Paycheck Protection Program The CARES Act created a new loan guarantee program entitled the Paycheck Protection Program
("PPP") targeted to provide small businesses with support to cover payroll and certain other expenses. Loans made under the PPP
are fully guaranteed by the Small Business Administration ("SBA"), whose guarantee is backed by the full faith and credit of the
United States. PPP covered loans also afford borrowers forgiveness up to the principal amount of the PPP covered loan, plus
accrued interest, if the loan proceeds are used to retain workers and maintain payroll or to make certain mortgage interest, lease
and utility payments, and certain other criteria are satisfied. The SBA will reimburse PPP lenders for any amount of a PPP covered
loan that is forgiven, and PPP lenders will not be held liable for any representations made by PPP borrowers in connection with
their requests for loan forgiveness. Lenders receive pre-determined fees for processing and servicing PPP loans. In addition, PPP
loans are risk-weighted at zero percent under the generally-applicable Standardized Approach used to calculate risk-weighted
assets for regulatory capital purposes. HSBC Bank USA is a PPP participating lender and had loans funded under the PPP which
totaled $1,197 million at June 30, 2020. In July 2020, the Paycheck Protection Program Extension Act was signed into law,
establishing August 8, 2020 as the new deadline to apply for a PPP loan.

Main Street Lending Program In July 2020, the Main Street Lending Program ("MSLP") became fully operational. The MSLP
was established by the FRB under the CARES Act to support lending to small and medium-sized businesses that were in sound
financial condition before the onset of the COVID-19 pandemic. The MSLP operates under various facilities depending on the
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size and other characteristics of the eligible businesses. The Federal Reserve Bank of Boston has set up a special purpose vehicle
which will purchase 95 percent of each MSLP loan that is submitted to the program, provided that the required documentation is
complete and the transactions are consistent with the relevant MSLP facility's requirements. As such, MSLP lenders will retain
only 5 percent of an MSLP loan. We are evaluating whether we will participate in the MSLP.

Basis of Reporting

Our consolidated financial statements are prepared in accordance with accounting principles generally accepted in the United
States ("U.S. GAAP").

Group Reporting Basis We report financial information to HSBC in accordance with HSBC Group accounting and reporting
policies, which apply International Financial Reporting Standards ("IFRSs") as issued by the IASB and endorsed by the EU and,
as a result, our segment results are prepared and presented using financial information prepared on the basis of HSBC Group's
accounting and reporting policies ("Group Reporting Basis"). Because operating results on the Group Reporting Basis are used in
managing our businesses and rewarding performance of employees, our management also separately monitors profit before tax
under this basis of reporting. The following table reconciles our U.S. GAAP versus Group Reporting Basis profit before tax:

Three Months Ended Six Months Ended

June 30, June 30,
2020 2019 2020 2019
(in millions)
Profit (loss) before tax — U.S. GAAP Dasis.....ccccoevverierienieiiieieinencresese e $ 56 $ 156 $(1,384) $ 300
Adjustments:
Expected Credit 1oSSES........c.iiiiiiniiiiiiiiiciricircecece e a7 23 330 65
GOOAWIIL IMPAITMENL. .....c.eeuieiieiieiieieeieeteete ettt ettt sae e ebesbeseeseeaeeens — — 91 —
Precious Metal 10anS .......cc.ocveiiiiiiinininreereee et 9 €)) 9 13
L0aN OTIZINALION «..euiiiieiiiiieieeitee ettt ettt ettt sbe e e 5 3 9 6
DEPOSIt INCEMLIVES ....eeveniiiieiiieiirieie ettt ne 1 4 3 9
LLASES 1.vveveeeetesietentetestete e te st ettt te sttt et st ae ettt n et st et et et e et et te s ese et eseebene b neebenene (11) ) ) (7
Pension and other postretirement benefit COStS .........coevirirrirrenienieniininenenenciene 5) 3 (10) 1
OBRET ..ottt ettt sttt 9 3 10 6
Profit (loss) before tax — Group Reporting Basis........c.ccoecueeveerinenenenicncneneneneenee $ 47 $ 189 $§ (951) $§ 393

The significant differences between U.S. GAAP and the Group Reporting Basis as they impact our results are summarized in Note
24, "Business Segments," in our 2019 Form 10-K. In addition, see Note 15, "Business Segments," in the accompanying consolidated
financial statements for a discussion of significant changes since December 31, 2019 in the differences between U.S. GAAP and
the Group Reporting Basis impacting our results. Differences in reported profit before tax in the table above that were individually
significant for the periods presented are explained below.

During the six months ended June 30, 2020, expected credit losses were higher under U.S. GAAP than under the Group Reporting
Basis. Under the Group Reporting Basis, a majority of our commercial loans are considered to be in 'stage 1' (which requires a
12-month expected credit losses estimate), while under U.S. GAAP such loans require a lifetime expected credit losses estimate.
As aresult of the different approaches, the impact of the deterioration of economic conditions caused by the COVID-19 pandemic,
which resulted in a worsening of economic forecasts used to calculate expected credit losses and provisions for downgrades
reflecting weakness in the financial condition of certain clients and loan growth as clients drew on their available lines of credit,
was more pronounced under U.S. GAAP.

During the six months ended June 30, 2020, goodwill impairment charges were lower under the Group Reporting Basis than under
U.S. GAAP. Under the Group Reporting Basis, goodwill was amortized until 2005, however goodwill was amortized under U.S.
GAAP until 2002, which resulted in a lower carrying amount of goodwill and, therefore, a lower impairment charge under the
Group Reporting Basis.

During the three and six months ended June 30, 2019, credit loss estimates were higher under U.S. GAAP than under the Group
Reporting Basis due primarily to the impact of downgrades in the commercial loan portfolio, which was more pronounced under
U.S. GAAP, partially offset by a release in credit loss reserves under U.S. GAAP for risk factors associated with fraud. In addition,
expected credit losses under the Group Reporting Basis in the year-to-date period reflect a release in credit loss reserves due to
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the upgrade of a single oil and gas industry client which resulted in reclassification from 'stage 2' (which requires a lifetime expected
credit losses estimate) to 'stage 1' (which requires a 12-month expected credit losses estimate).

Critical Accounting Policies and Estimates

Of the significant accounting policies used in the preparation of our consolidated financial statements, we have identified certain
items as critical accounting estimates based on the associated degree of judgment and complexity. See "Critical Accounting Policies
and Estimates" in MD&A in our 2019 Form 10-K for further discussion.

Determining the allowance for credit losses on loans has historically been identified as a critical accounting estimate. On January
1, 2020, we adopted new accounting guidance which requires entities to estimate and recognize an allowance for lifetime expected
credit losses ("lifetime ECL") for loans and other financial assets measured at amortized cost. Previously, an allowance for credit
losses on loans was recognized based on probable incurred losses. See Note 6, "Allowance for Credit Losses" in the accompanying
consolidated financial statements for further discussion of our accounting policies and methodologies for establishing the allowance
for credit losses and liability for off-balance sheet credit exposures.

The accounting estimates relating to the allowance for credit losses remains a "critical accounting estimate" for the following
reasons:

»  Changes in the provision for credit losses can materially affect our financial results;

»  Estimates relating to the allowance for credit losses require us to project future borrower performance, including cash
flows, delinquencies and charge-offs, along with, when applicable, collateral values, based on a reasonable and supportable
forecast period utilizing forward-looking economic scenarios in order to estimate probability of default and loss given
default; and

*  The allowance for credit losses is influenced by factors outside of our control such as industry and business trends,
geopolitical events and the effects of laws and regulations as well as economic conditions such as trends in housing prices,
interest rates, GDP, inflation, energy prices and unemployment; and

*  Judgment is required to determine whether the models used to generate the allowance for credit losses produce an estimate
that is sufficient to encompass the current view of lifetime ECL.

Because our estimates of the allowance for credit losses involve judgment and are influenced by factors outside our control, there
is uncertainty inherent in these estimates. Our estimate of lifetime ECL is inherently uncertain because it is highly sensitive to
changes in economic conditions and other factors outside of our control. Changes in such estimates could significantly impact our
allowance and provision for credit losses.

As discussed further in Note 6, "Allowance for Credit Losses," in the accompanying consolidated financial statements, we use
three forward-looking economic scenarios to estimate lifetime ECL. They represent a 'most likely outcome' (the "Central Scenario")
and two less likely 'outer' scenarios, referred to as the "Upside scenario" and the "Downside scenario". During the second quarter
0f 2020, economic conditions remained weak and economic uncertainty caused by the COVID-19 pandemic continued to remain
high. Given the high level of economic uncertainty in the current environment, we developed and utilized a fourth scenario for
estimating lifetime ECL at June 30, 2020, referred to as the "Alternative Downside scenario”, to reflect the possibility that the
adverse impact associated with the deterioration in economic conditions could manifest itself over a far longer period of time.
Each of the four scenarios were assigned weightings with the majority of the weighting placed on the Central scenario, the second
most weighting placed on the Downside scenario and lower equal weights placed on the Upside and Alternative Downside scenarios.
This weighting was deemed appropriate for the estimation of lifetime ECL under current conditions.

As an illustration of the effect of changes in estimates relating to the allowance for credit losses, using a 100 percent weighting
for the Alternative Downside scenario instead of using the four weighted scenarios as described above at June 30, 2020 would
have resulted in a combined increase to our allowance for credit losses and liability for off-balance sheet credit exposures of
approximately $1,040 million. This illustration only represents the effect of changes in the weighting of these scenarios on our
existing portfolios and does not consider changes in the allowance related to management judgment that might occur.
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Balance Sheet Review

The following table provides balance sheet totals at June 30, 2020 and increases (decreases) since December 31, 2019:

Increase (Decrease) From
December 31, 2019

June 30, 2020 Amount %

(dollars are in millions)
Period end assets:

Short-term INVESLMENLS ....c..eveiiieiiriiririeeienie sttt ettt $ 48,255 $ 26,635 *
| 0T34 R 4 1< AU 71,276 3,360 49
Loans held for Sale ......c..coueiiiiiiiiiiieee e 147 (142) (49.1)
TTAAING ASSELS ...eeuveetetieiieetiete ettt ettt et ettt et sbe e e eeeaean 32,409 3,957 13.9
SECUITLIES ...ttt ettt ettt ettt et ebe b bbb e 53,303 4,347 8.9
AlL OthET @SSELS ....eviiiiiiieiieiieere ettt s 7,472 (670) (8.2)
$ 212,862 $ 37,487 21.4%
Period end liabilities and equity:
TOtAl AEPOSIES ..ttt ettt ettt ettt $ 156,033 $ 36,340 30.4%
Trading lHabilities ......evrievirieririeirieicietret ettt eaeneas 3,218 17) (.5)
Short-term DOTTOWINES .....c.veuveiiiiiiiieiiiiniieiertereeer ettt 6,102 2,443 66.8
LONG-TEIM AEDL......eovieieiiieiiieiieieiiee ettt ettt ettt sae e ss e eaeneas 25,746 (951) (3.6)
Interest, taxes and other labilities.........cc.coererererienienienieicieeecceeecseeese e 3,619 (216) (5.6)
TOTAL EQUILY ... enevevetenieeteteee sttt ettt sttt 18,144 (112) (.6)
$ 212,862 S 37,487 21.4%

* Percentage change is greater than 100 percent.

Short-Term Investments Short-term investments include cash and due from banks, interest bearing deposits with banks and federal
funds sold and securities purchased under agreements to resell. Balances may fluctuate from period to period depending upon our
liquidity position at the time and our strategy for deploying liquidity. Short-term investments increased compared with December 31,
2019 due to an increase in overall liquidity driven primarily by higher deposits as we actively raised funds in advance of their
usage and our customers increased their demand and savings deposits in response to the economic uncertainty caused by the
COVID-19 pandemic and the actions taken by the U.S. Government to provide financial support to households and businesses.
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Loans, Net The following table summarizes our loan balances at June 30, 2020 and increases (decreases) since December 31,
2019:

Increase (Decrease) From
December 31, 2019

June 30, 2020 Amount %

(dollars are in millions)

Commercial loans:

Real estate, including CONStIUCHION .......ccererrerrerienienieieieieieeeeeeeene e $ 11,420 $ (81) (1%
Business and corporate Danking............c.ccocevererierienienieneneieeeeeeese e 17,345 3,866 28.7
Global banking™"......... 18,668 753 4.2
Other commercial® 4,480 (836) (15.7)
Total COMMETCIAL........eeciieiieiieieit e s 51,913 3,702 7.7
Consumer loans:
Residential MOTtZAZES ....c.ceveueriririririinerertetenent ettt 18,281 480 2.7
Home equity MOTEZAZES ......coueeuiruiriiriieiieierie ettt ettt st 792 (61) (7.2)
Credit CardS ..c.veveeeieieieieieeece ettt ettt ettt 1,175 (230) (16.4)
OFheT CONSUIMET .....cveuitinieiiietenieierteiereete ettt sttt ettt et et seeuesaeneseenesaenea 307 24 8.5
TOtAl COMSUIMIET ...ttt ettt ettt et eae et et eaeeneesneeneesneenneenean 20,555 213 1.0
TOLAl JOANS ....veevviiieiiecieeieee ettt ettt sttt s b e st e e ete e b e etee s e esaeseens 72,468 3,915 5.7
Allowance for credit 10SSES™ ..o 1,192 555 87.1
OIS, TET .oivtieiiiiiciiecieeie ettt ettt s te et s te b e s te e b e s teesbeesa e b e eteenseesnenseens $ 71,276 $ 3,360 4.9 %

(" Represents large multinational firms including globally focused U.S. corporate and financial institutions, U.S. dollar lending to multinational banking clients
managed by HSBC on a global basis and complex large business clients supported by GB&M relationship managers.

@ Includes loans to HSBC affiliates which totaled $1,565 million and $2,343 million at June 30, 2020 and December 31, 2019, respectively.

@ See "Credit Quality" in this MD&A for a discussion of trends in our allowance for credit losses on loans.

Commercial loans increased compared with December 31, 2019 due to elevated demand driven by the deterioration in economic
conditions caused by the COVID-19 pandemic as clients drew on their available lines of credit and we funded new loans largely
associated with the Paycheck Protection Program. The increase in commercial non-affiliate loans was primarily in the consumer
services, automobiles, retailing, capital goods, and consumer durables and apparel industries, partially offset by a decline in the
diversified financials industry.

Consumer loans increased modestly compared with December 31, 2019 as higher residential mortgage loans were largely offset
by paydowns in credit card receivables due to lower customer spending and changes in underwriting criteria driven by the current
economic environment as well as a continued decline in home equity mortgages. The increase in other consumer loans reflects
higher personal loans driven by new product promotions.

The following table presents loan-to-value ("LTV") ratios for our residential mortgage loan portfolio, excluding mortgage loans
held for sale:

LTV Ratios”®
June 30, 2020 December 31, 2019

First Lien Second Lien First Lien Second Lien
LTV <80%0 ettt 97.9% 96.9% 98.1% 96.4%
80% LTV < 90% ..ttt 1.8 2.5 1.6 2.8
90% K< LTV < T00%0.cc.eieuiieieieeiieieeeeeee st 2 S 2 i
LTV >100% ...cccevvevenneeee . 1 1 1 .1
Average LTV for portfolio... 51.1 46.4 50.1 46.4

M LTVs for first liens are calculated using the loan balance as of the reporting date. LTVs for second liens are calculated using the loan balance as of the
reporting date plus the senior lien amount at origination. Current estimated property values are derived from the property's appraised value at the time of
loan origination updated by the change in the Federal Housing Finance Agency's house pricing index ("HPI") at either a Core Based Statistical Area 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
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price changes within metropolitan statistical areas and other factors. As a result, actual property values associated with loans that end in foreclosure may be
significantly lower than the estimates used for purposes of this disclosure.
@ Current estimated property values are calculated using the most current HPIs available and applied on an individual loan basis, which results in an approximate
three month delay in the production of reportable statistics. Therefore, the information in the table above reflects current estimated property values using

HPIs at March 31, 2020 and September 30, 2019, respectively.

Loans Held for Sale The following table summarizes loans held for sale at June 30, 2020 and increases (decreases) since
December 31, 2019:

Increase (Decrease) From
December 31, 2019

June 30, 2020 Amount %

(dollars are in millions)

Commercial loans:

Real estate, including CONSIUCHION ........co.eevueiriiirienireieeieereesee e $ — % (83) (100.0)%

Business and corporate banking............c.ccocevererenienienienenieiececeeeese e — (35) (100.0)

GlObal DANKING ..ottt ettt ettt 103 9 9.6

Total COMMETCIAL ..ottt 103 (109) (51.4)
Consumer loans:

Residential MOTtZAZES ....c.ceveueeuirtiiiiriiitieierie ettt 44 (33) (42.9)

TOtAl CONSUIMET ...ttt ettt ettt sa e eb et 44 (33) (42.9)
Total loans held for Sale........cooieiiiiiiii e $ 147 % (142) (49.1)%

Commercial loans held for sale decreased compared with December 31, 2019. Included in commercial loans held for sale are
certain loans that we have elected to designate under the fair value option which consists of loans that we originate in connection
with our participation in a number of syndicated credit facilities with the intent of selling them to unaffiliated third parties as well
as loans that we purchase from the secondary market and hold as hedges against our exposure to certain total return swaps. The
fair value of these loans totaled $45 million and $178 million at June 30, 2020 and December 31, 2019, respectively. Balances
will fluctuate from period to period depending on the volume and level of activity.

Commercial loans held for sale also includes certain loans that we no longer intend to hold for investment and were transferred
to held for sale which totaled $58 million and $34 million at June 30, 2020 and December 31, 2019, respectively.

Consumer loans held for sale decreased compared with December 31, 2019. Included in residential mortgage loans held for sale
are agency-eligible residential mortgage loans which are originated and held for sale to third parties, currently on a servicing
retained basis. Balances will fluctuate from period to period depending on the volume and level of activity. Gains and losses from
the sale of these residential mortgage loans are reflected as a component of other income (loss) in the accompanying consolidated
statement of income (loss).

Excluding the commercial loans designated under fair value option discussed above, loans held for sale are recorded at the lower
of amortized cost or fair value, with adjustments to fair value being recorded as a valuation allowance through other revenues.
The valuation allowance on consumer loans held for sale was $1 million and $2 million at June 30, 2020 and December 31, 2019,
respectively. The valuation allowance on commercial loans held for sale was $1 million and nil at June 30, 2020 and December 31,
2019, respectively.
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Trading Assets and Liabilities The following table summarizes trading assets and liabilities at June 30, 2020 and increases
(decreases) since December 31, 2019:

Increase (Decrease) From
December 31, 2019

June 30, 2020 Amount %

(dollars are in millions)

Trading assets:

Securities!” o S 18,987 $ (4,501) (19.2)%
Precious metals 10,139 8,230 *
DEIIVALIVES, NEL ....eviiiiiiie ettt e e e e e e e e e s et e e et e e eeaeeesereeeesaeeseaeas 3,283 228 7.5

$ 32,409 $ 3,957 13.9 %

Trading liabilities:

Securities sold, not yet purchased.............cccocoveiiiiiiiiiii, $ 637 § (545) (46.1)%
Payables for precious metals.............cccoooviviiiiiiiiiii 19 (105) (84.7)
DETIVALIVES, NEL .....vvviiiiiieieiiee ettt e eee e et eeeneeeeenaeeseraeessnaeeeennees 2,562 633 32.8

$ 3218 $ (17) (0.5)%

*  Percentage change is greater than 100 percent.

M See Note 3, "Trading Assets and Liabilities," in the accompanying consolidated financial statements for a breakout of trading securities by category.

Trading securities balances decreased compared with December 31,2019 due primarily to decreases in equity and foreign sovereign
positions. Trading security positions are held as economic hedges of interest rate, credit and equity derivative products issued to
clients of domestic and emerging markets. Balances of securities sold, not yet purchased were lower compared with December 31,
2019 driven by a decrease in short U.S. Treasury positions related to economic hedges of derivatives in the interest rate trading
portfolio.

Precious metals trading assets increased compared with December 31, 2019 due primarily to increases in our own gold and silver
inventory positions reflecting a redeployment of liquidity in the short term which is economically hedged with derivative positions
to protect against changes in market pricing and an increase in positions held as economic hedges for client derivative activity as
well as higher spot prices. Payables for precious metals were lower compared with December 31, 2019 reflecting a decline in
borrowing of gold inventory to support client activity levels. Precious metal positions may not represent our net underlying exposure
as we may use derivatives contracts to reduce our risk associated with these positions, the fair value of which would appear in
derivatives in the table above.

Derivative asset and liability balances both increased compared with December 31, 2019 mainly from market movements, partially
offset by areduction in positions driven by the exit of certain derivative contracts as part of our restructuring plan. Market movements
resulted in higher valuations of interest rate, foreign exchange and commodity derivatives, partially offset by lower valuations of
credit and equity derivatives.

Securities Securities include securities available-for-sale and securities held-to-maturity, net. Securities balances were higher
compared with December 31, 2019 driven by net purchases of U.S. Treasury, U.S. Government sponsored mortgage-backed and
foreign sovereign securities as part of our continuing strategy to maximize returns while balancing the securities portfolio for risk
management purposes and, to a lesser extent, favorable market valuations due to decreasing yields. These increases were partially
offset by the sale of $340 million of LIBOR-linked variable rate securities out of our held-to-maturity portfolio during the second
quarter of 2020. See Note 5, "Securities," in the accompanying consolidated financial statements for further discussion.

All Other Assets All other assets includes, among other items, properties and equipment, net and goodwill. All other assets
decreased compared with December 31, 2019 due primarily to a goodwill impairment charge of $784 million recorded during the
first quarter of 2020, representing the entire amount of goodwill previously allocated to our Retail Banking and Wealth Management
and our Private Banking reporting units, and lower deferred tax assets. Beginning in the second quarter of 2020, our Retail Banking
and Wealth Management and our Private Banking reporting units are being reported together within a newly created Wealth and
Personal Banking segment for segment reporting purposes. For additional discussion of the results of our interim goodwill
impairment testing, see Note 8, "Goodwill," in the accompanying consolidated financial statements. These decreases were partially
offset by higher outstanding settlement balances related to security sales and increased investments in Federal Home Loan Bank
("FHLB") stock.
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Deposits The following table summarizes deposit balances by major depositor categories at June 30,2020 and increases (decreases)
since December 31, 2019:

Increase (Decrease) From
December 31, 2019

June 30, 2020 Amount %
(dollars are in millions)
Individuals, partnerships and COrporations...........c.ceoerereerieiereeeeineneeeneseseene $ 137,055 § 29,030 26.9%
Domestic and foreign banks ..........ccceceeererinininenenieneneeeeeecetee s 14,924 6,220 71.5
U.S. government and states and political subdivisions ..........cccceceeverererercnennnn 605 244 67.6
Foreign governments and official inStitUtions ............coceeveevecveceercniniencnencncnnenen 3,449 846 32.5
TOtAl AEPOSIES....vivieeririeiiietieieettete ettt ettt ettt be s te e b e e te b e ete e s e eteesseesseseens $ 156,033 $ 36,340 30.4%
Total COTe dePOSIES!) ...........oveeeeeeeeeeeeeeeeee oo $ 128,198 $ 32,945 34.6%

M Core deposits, as calculated in accordance with Federal Financial Institutions Examination Council ("FFIEC") guidelines, generally include all domestic
demand, money market and other savings accounts, as well as time deposits with balances not exceeding $250,000.

Total deposits increased compared with December 31, 2019 as we actively raised funds to support elevated client demand for loans
and our customers increased their demand and savings deposits in response to the economic uncertainty caused by the COVID-19
pandemic and the actions taken by the U.S. Government to provide financial support to households and businesses. Also contributing
to the increase in deposits was higher deposits from affiliates which reflects $3.0 billion of long-term debt obligations issued to
HSBC North America that were recharacterized as time deposits during the first quarter of 2020 as discussed below. These increases
were partially offset by a decline in time deposits due in part to early client withdrawals.

Short-Term Borrowings Short-term borrowings increased compared with December 31, 2019 reflecting higher securities sold
under repurchase agreements and higher commercial paper outstanding.

Long-Term Debt Long-term debt decreased compared with December 31,2019 as the impact of debt issuances, including increased
borrowings from the FHLB, was more than offset by debt retirements, fair value movements on fair value option debt and $3.0
billion of long-term debt obligations issued to HSBC North America that were recharacterized as time deposits during the first
quarter of 2020. See Note 14, "Related Party Transactions," for additional information. Debt issuances during the three and six
months ended June 30, 2020 totaled $506 million and $6,350 million, respectively, of which $31 million and $4,916 million,
respectively, was issued by HSBC Bank USA.

Incremental issuances from our shelf registration statement with the SEC totaled $1,434 million of senior structured notes during
the six months ended June 30, 2020. Total long-term debt outstanding under this shelf was $11,117 million and $13,295 million
at June 30, 2020 and December 31, 2019, respectively.

Incremental issuances from the HSBC Bank USA Global Bank Note Program totaled $166 million during the six months ended
June 30, 2020. Total debt outstanding under this program was $3,043 million and $2,908 million at June 30, 2020 and December 31,
2019, respectively.

Borrowings from the FHLB totaled $5,750 million and $1,000 million at June 30, 2020 and December 31, 2019, respectively.

Interest, Taxes and Other Liabilities Interest, taxes and other liabilities were lower compared with December 31, 2019 due
primarily to lower margin requirements related to futures trading and a decline in accrued interest payable which were partially
offset by higher outstanding settlement balances related to security purchases and a higher liability for off-balance sheet credit
exposures.
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Results of Operations

Net Interest Income Net interest income is the total interest income on earning assets less the total interest expense on deposits
and borrowed funds. An analysis of consolidated average balances and interest rates is presented in this MD&A under the caption
"Consolidated Average Balances and Interest Rates."

The significant components of net interest margin are summarized in the following table:

2020 Compared to
2019

Increase (Decrease)
Three Months Ended June 30, 2020 Volume Rate 2019

(dollars are in millions)

Interest income:

ShOTt-term INVESIMENTS. .....c.euiieeeeiiiieieteeeirieteier ettt $ 23 § 8 § (232) $ 173
TTadiNng SECUTTHIES ....veuveureiieiieiieiieiieierteet ettt ettt ettt ettt ettt se s 48 9) (10) 67
SECUITEICS ..ttt ettt ettt ettt sttt sttt ettt ettt e ebenaene 262 33 (69) 298
CommETCial JOANS .....c..eiiuiiiiiiiiiriieiee ettt 400 61 (213) 552
CONSUMET LOAIS ..ottt ettt sttt 180 8 19) 191
OthET .. 5 11 (26) 20
Total INEreSt INCOMIE ....c..euveuienieiiiiieiieiietee ettt ettt et s 918 186 (569) 1,301
Interest expense:
DIEPOSIES ...ttt ettt ettt ettt ee bbbttt et n e n e ene bt ebe bt eteeaeebessenean 200 100 (280) 380
Short-term DOTTOWINES. .....c.veveeiiieiiriiriiriisient ettt 15 25 (78) 68
Long-term debt .......c.ooiiuiriiiinieiiieinieirc ettt 162 (50) (94) 306
Tax liabilities and Other ..........ccceeiriririninineeecee e 3 (5) 1 7
Total INTETESt EXPEINISE ....cuveeueirieniietieie ettt ettt ettt et sb et s e e eaee 380 70 (451) 761
NEt INLEIESE IMCOIMIC. 1...vvvreieiieteiiieieteeeseetetetese sttt ee et aesesese s sesesesseseseseseesesesencs $ 538 § 116 $ (118) $ 540
Yield on total interest €arning assets..........coceverrerrerreriereerienteeeieeeeeenene e neennes 1.88% 3.17%
Cost of total interest bearing Habilities ...........cccevererererereieeeeeee e .98 237
Interest rate SPIEAd .......cc.evveriirieiiiiieieeeer ettt ettt s T .80
Benefit from net non-interest paying funds'.............ccccooovireoercereeeceeeeeeeeeen. .20 .52
Net interest margin on average €arning asSELS ........c.cccuevvereeeeeerererieriersenresersessensenne T1.10% 1.32%
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2020 Compared
with 2019
Increase (Decrease)

Six Months Ended June 30, 2020 Volume Rate 2019

(dollars are in millions)

Interest income:

SHOTE-LEIM INVESHTIENES. ....c.eeeeeieiececieece et $ 110 $ 103 § (342) § 349
TTadINg SECUTILIES ....veuveureiieiieiieiieiieiertcet ettt ettt ettt et sa b seennen 128 11 (13) 130
SECUTTEIES ..envevervevireeiirteiirteitetet ettt ettt ettt sttt sttt ettt ettt ese et st seebenaenen 505 66 (163) 602
Commercial LoanS..........ocociiiiiiiiiiccree s 848 67 (293) 1,074
CONSUMET LOAIS ..ottt ettt sttt 370 15 (30) 385
OBRET ...t 24 22 (306) 38
TOtal INEETESE INCOIMNC ...ttt ettt sttt sttt s e st et eae et be e saesbennens 1,985 284 @®&77) 2,578
Interest expense:
DIEPOSIES ..ttt ettt ettt ettt ettt ettt ettt s bt aeeb e eb e b sttt nbenean 521 154 (346) 713
ShOTt-term DOITOWINES. ......ccveeeviieiiieiiniciereeereee et 55 43 (118) 130
Long-term debt .......c.ooveuiriiinieiricinieiricre ettt 360 (1006) (152) 618
Tax liabilities and Other ..........cccceviiiririniineneeccceee e 7 (6) 2 15
TOtAl INEETES EXPEIISE ...c.veuveneeneenieneenieniettete et eteeteste st e teste st ente st et eseeseeseeueebesbeseesaensensens 943 85 (618) 1,476
Net INTETESt INCOME.......cueeuieiiriieiieiieiertinteeterte ettt ettt ettt ebe ettt st see et b e e enenee $1,042 $ 199 $ (259) $ 1,102
Yield on total interest €arning assets..........covevererrerrerierueienieeeeeeeeeenese e seennes 2.14% 3.19%
Cost of total interest bearing Habilities ...........cccererirereneiierieeece e 1.30 2.34
INterest rate SPrEad .........ccoivirueuiuiirieicice et .84 .85
Benefit from net non-interest paying funds'”............c..ccoccovorriiireierieeeeeeeeeen, .28 52
Net interest margin on average €arning asSELS ........c.ccceevereereeeereererrerrereeresersensensenne 1.12% 1.37%

(M Represents the benefit associated with interest earning assets in excess of interest bearing liabilities. Increased percentages reflect growth in this excess or
a higher cost of interest bearing liabilities, while decreased percentages reflect a reduction in this excess or a lower cost of interest bearing liabilities.

Net interest income was relatively flat during the three months ended June 30, 2020 and decreased in the year-to-date period as
the unfavorable net impact of lower market rates and the unfavorable impact of higher average interest bearing liability balances,
primarily deposits, was largely offset in the three-month period and partially offset in the year-to-date period by the favorable
impact of higher average interest earning asset balances, primarily short-term investments, loans and securities.

Short-term investments Interest income decreased during the three and six months ended June 30, 2020 due to lower yields earned
on these balances reflecting the impact of lower market rates, partially offset by higher average balances.

Trading securities Interest income decreased during the three months ended June 30, 2020 due to lower yields reflecting the impact
of lower market rates and lower average balances driven by decreases in foreign sovereign and U.S. Treasury positions. In the
year-to-date period, interest income was relatively flat as the impact of lower yields was largely offset by higher average balances
due primarily to an increase in equity positions. Interest income associated with trading securities was partially offset within trading
revenue by the performance of the associated derivatives as discussed further below.

Securities Interest income was lower during the three and six months ended June 30, 2020 due to lower yields reflecting the impact
of lower market rates, partially offset by higher average balances. Higher average balances were driven by increases in U.S.
Government agency mortgage-backed, U.S. Treasury and foreign sovereign securities, partially offset by a decline in U.S.
Government sponsored mortgage-backed securities.

Commercial loans Interest income was lower during the three and six months ended June 30, 2020 due to lower yields reflecting
the impact of lower market rates on variable rate loans, partially offset by higher average balances driven by elevated demand as
clients drew on their available lines of credit in March during the deterioration in economic conditions caused by the COVID-19
pandemic. A significant portion of the commercial lines of credit that were drawn in March were repaid during the second quarter
of 2020.
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Consumer loans Interest income decreased during the three and six months ended June 30, 2020 due to lower yields reflecting
the impact of lower market rates, partially offset by higher average balances due to growth in residential mortgage loans and credit
card receivables.

Other Lower interest income during the three and six months ended June 30, 2020 was due to lower yields on cash collateral
posted reflecting the impact of lower market rates, partially offset by higher average cash collateral balances.

Deposits Interest expense decreased during the three and six months ended June 30, 2020 due to lower rates paid reflecting the
impact of lower market rates, partially offset by higher average balances. Higher average balances were due primarily to growth
in savings and demand deposits as we actively raised funds to support elevated client demand for loans and our customers increased
their deposits in response to the economic uncertainty caused by the COVID-19 pandemic and the actions taken by the U.S.
Government to provide financial support to households and businesses.

Short-term borrowings Lower interest expense during the three and six months ended June 30, 2020 was due to lower rates paid
reflecting the impact of lower market rates, partially offset by higher average borrowings primarily in securities sold under
repurchase agreements.

Long-term debt Interest expense decreased during the three and six months ended June 30, 2020 due to lower rates paid reflecting
the impact of lower market rates on variable rate borrowings and lower average borrowings.

Tax liabilities and other Interest expense was lower during the three and six months ended June 30, 2020 driven by lower average
borrowings in securities sold, not yet repurchased.

Provision for Credit Losses As discussed further in Note 21, "New Accounting Pronouncements," in the accompanying
consolidated financial statements, beginning January 1, 2020, the provision for credit losses is recognized based on lifetime ECL
for loans, off-balance sheet credit exposures, securities held-to-maturity and certain other financial assets measured at amortized
cost, as well as credit losses on securities available-for-sale. Prior to January 1, 2020, the provision for credit losses was recognized
based on probable incurred losses for loans only while debt securities were assessed for other-than-temporary impairment and
credit loss expense for probable incurred losses on off-balance sheet credit exposures was separately recorded as a component of
other expense within operating expenses as discussed below. As a result, current period amounts in the table below are not directly
comparable to the prior year period. The following table summarizes the components of the provision for credit losses:

Increase (Decrease)
Three Months Ended June 30, 2020 2019 Amount %

(dollars are in millions)

Commercial loans:

Real estate, including CONStIUCHION ........c.evveruerierienienieieieeeieteeeceeeesc e $ 28 $ 30§ 2) (6.7)%
Business and corporate banking .............ccocevererereneiienieneeeeeceese e 106 13 93 *
Global DANKING.....couveiiiiieiiiiiiinieieere ettt 176 ©)] 185 *
Other COMMETCIAL .......ouiiiiiieiieiicicrec e 1)) (6) 5 83.3
Total commercial 10ans.........cceevireririnenenieeccrceeeeeee e 309 28 281 *
Consumer loans:
Residential MOTtZAZES......cccuveruirireririinenenetcteeeetetee ettt 20 1 19 *
Home equity MOTtZAZES ....c.coueruieeirtiriiitieierie ettt (1)) (1 — —
Credit CardS .....cveeeieieieeeiieeee ettt 3 19 (16) (84.2)
OFheT COMSUIMET ........euivinietiretiietttettrtet sttt ettt 6 (1) 7 *
Total CONSUMET 108NS .......covriririniniricerecee ettt 28 18 10 55.6
TOtAl 10ANS ... $ 337 § 46 3 291 *
Other financial assets measured at amortized COSt........coevvevveverererrerrereniencnnens 1)) — @)) *
Securities available-for-8ale ...........coocvevniiniiniini e 1 — 1 *
Off-balance sheet credit exposures"...........cco.covuevervrreerereeeceeeee e (118) — (118) *
Total provision for Credit I0SSES.......cvveriririeerieeeieterierereet ettt $ 219 § 46 3 173 *
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Increase (Decrease)

Six Months Ended June 30, 2020 2019 Amount %
(dollars are in millions)

Loans:

Commercial loans:

Real estate, including CONStIUCHION .......covevverierienienienieieiceeteeeee e $ 79 $ 33§ 46 *
Business and corporate banking ..............cocceevvevienieneiiinienieninineeeeneneeeen 319 35 284 *
GlObAl DANKING. ....eeuieiiiiiiiieiiiierieetet ettt 286 5 281 *
Other cCOMMETCIal .......cooiiiiiiiiiiiieeecccceeeeee e — (6) 6 100.0
Total commercial Loans.........c.coeovvieiieiniciniieee e 684 67 617 *

Consumer loans:

Residential MOTtAges.......cceverueriireriiriinirerietee ettt 50 — 50 *
Home equity MOTtZAZES ......coeruiruiririiriieiententeteieteeerereeee ettt 2 — 2 *
Credit CATAS ...ovieiiceieiieieeeete ettt ettt et sseensesneeseenees 98 35 63 *
Other COMSUIMET .......eiviiiierietieeteete et ete et ete et e teeteesteetaesbeeeseereessesreesseesnesseennas 15 2 13 *
Total CONSUMET LOANS ......ovieeieiieieiieie ettt e ae e nseenees 165 37 128 *
TOLAL LOAMNS ...eevvieeiieiie ettt ettt et ste et s e e te e s saeebeessbeesseessaesnbeesnseenseenes 849 104 745 *
Other financial assets measured at amortized COSt........oocvvvevierieriecierieeieeeeen. 1 — 1 *

Securities available-for-sale ............ccccooooiiiiiiiiiii e — — — —
Off-balance sheet credit exposures'"... 95 — 95 *

Total provision for Credit IOSSES. ......coueuiririririiiseere et $ 945 $ 104 $ 841 *

*  Percentage change is greater than 100 percent.

M As discussed below, prior to January 1, 2020, credit loss expense for off-balance sheet credit exposures was recorded in other expense.

Our provision for credit losses increased $173 million during the three months ended June 30, 2020 due primarily to a higher
provision for credit losses on our commercial loan portfolio and, to a lesser extent, a higher provision for credit losses on our
consumer loan portfolio, partially offset by a release in the provision for credit losses on off-balance sheet credit exposures recorded
in the second quarter of 2020. In the year-to-date period, our provision for credit losses increased $841 million due to a higher
provision for credit losses on our commercial loan portfolio and, to a lesser extent, a higher provision for credit losses on our
consumer loan portfolio as well as a provision for credit losses on off-balance sheet credit exposures recorded in the first half of
2020.

The provision for credit losses on our commercial loan portfolio increased $281 million and $617 million during the three and six
months ended June 30, 2020, respectively. The loss provisions in the current year periods were driven by the deterioration of
economic conditions caused by the COVID-19 pandemic which resulted in a worsening of the economic forecasts we use for
calculating lifetime ECL in 2020 and provisions for downgrades reflecting weakness in the financial condition of certain clients
and risk factors associated with large loan exposures. While a loss provision associated with loan growth as clients drew on their
available lines of credit contributed to the loss provision in the 2020 year-to-date period, a significant portion of commercial lines
of credit that were drawn in March were repaid during the second quarter of 2020 resulting in a release of credit loss reserves,
partially offsetting the loss provision in the three months ended June 30, 2020. In the prior year periods, the loss provisions were
driven by downgrades reflecting weakness in the financial condition of certain client relationships, loan growth and an update to
the loss emergence period factors which were partially offset by a release in credit loss reserves for risk factors associated with
fraud as well as releases in credit loss reserves due to paydowns.

The provision for credit losses on our consumer loan portfolio was higher by $10 million and $128 million during the three and
six months ended June 30, 2020, respectively. The loss provisions in the current year periods were driven by the deterioration of
economic conditions caused by the COVID-19 pandemic which resulted in a worsening of the economic forecasts we use for
calculating lifetime ECL in 2020 and higher dollars of delinquency. Also contributing to the loss provisions in the current year
periods was growth in personal loan balances due to new product promotions. While loss provisions were recorded for credit cards
in the current year periods, the provision in the second quarter of 2020 was not as significant due to lower customer spending and
changes in underwriting criteria driven by the current economic environment which resulted in a decline in credit card balances.
In the prior year periods, the loss provisions were due primarily to provisions for credit losses on credit cards reflecting growth in
balances due to increased customer activity and new product promotions, including higher dollars of delinquency.
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The provision for credit losses on off-balance sheet credit exposures reflects a release in credit loss reserves during the three months
ended June 30, 2020 as lower outstanding exposure and a lower estimate of expected future draws more than offset the impact of
the deterioration of economic conditions caused by the COVID-19 pandemic consistent with commercial loans as discussed above.
In the year-to-date period, the provision for credit losses on off-balance sheet credit exposures reflects a loss provision resulting
from the deterioration of economic conditions caused by the COVID-19 pandemic consistent with commercial loans as discussed
above, partially offset by the impact of lower outstanding exposure.

See "Credit Quality" in this MD&A for additional discussion on the allowance for credit losses and the liability for off-balance
sheet credit exposures.

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

Increase (Decrease)

Three Months Ended June 30, 2020 2019 Amount %
(dollars are in millions)
Credit card fEes, NEt .......co.eceviiririiiieiieee s $ 9 % 18 $ 9 (50.0)%
Trust and investment management fees..........cocoveverieneeieinenienienenenenenne 33 31 2 6.5
Other fees and COMMISSIONS .......c.ceueveuerieierieririeirieineereeeeeeeeeereeere s 137 162 (25) (15.4)
TTadING TEVETIUC .....euveeinieiieieiiciieiteicetee sttt 192 123 69 56.1
Other SeCUTTties ZaAINS, NET......ccceveriruirieririereriererteterieeereeeesieeeteeeseeeneeeresaenes 31 23 8 34.8
Servicing and other fees from HSBC affiliates..........ccccecevcevvencncncncncnnnn 81 88 (7 (8.0)
Gain (loss) on instruments designated at fair value and related derivatives 22 a7 39 *
Other income (loss):
Valuation of loans held for sale..........cccoceverninnineineincinccnccneens ) — 9 *
Residential mortgage banking revenue..........c.ccoeevecveeeerenencnenenennens 4 2 2 100.0
INSULANCE ...ttt 2 4 ) (50.0)
Miscellaneous income (10SS) .....cceverirereriinienienienieieeeeeeeese e (38) 2 (40) *
Total other INCOME (10SS).....ccueruirriririiriirienieieieieereeeteeecee e 41) 8 (49) *
Total Other TEVENUES..........covuiiiiieiiieiiceeeeec s $ 464 $ 436 $ 28 6.4 %
Increase (Decrease)
Six Months Ended June 30, 2020 2019 Amount %
(in millions)
Credit card fEes, NET ........eoverieieieieeeeeere e $ 20§ 30 $ (10) (33.3)%
Trust and investment management fees..........cocovevververieeecincieenincnenienenne 64 61 3 4.9
Other fees and COMMISSIONS .......c.erirerireriirenenieieieeeetee e 288 309 21 (6.8)
TrAdING TEVENUE ....vevieveeiveeieieeieteet ettt ettt sse e sseseesesessessesessesessesensesesens 206 256 (50) (19.5)
Other SECUTities GaINS, NET.....c..ccveiririrererieeerteseeet et 59 30 29 96.7
Servicing and other fees from HSBC affiliates..........ccccoceecevirincnicncnennenn 169 169 — —
Gain (loss) on instruments designated at fair value and related derivatives — (26) 26 100.0
Other income (loss):
Valuation of loans held for sale...........cccoeoeneiniiniininneiinecen 8) — ®) *
Residential mortgage banking revenue..........c..cceeecveeevervenincnenienennens 2 — 2 *
INSUTANCE ...coniiiiniiiieiietecec ettt 4 6 2) (33.3)
Miscellaneous income (10SS) ......ceveruerrerrerierierienienieieieeeeeene s 47 9) 56 *
Total other iNCOME (10SS).....coueruiririririreneeeeee e 45 3) 48 *
Total Other TEVENUES .....c..ecviieieiiieiceerc e $ 81 § 826 §$ 25 3.0 %

*  Percentage change is greater than 100 percent.

Credit card fees, net Credit card fees, net declined during the three and six months ended June 30, 2020 driven by lower interchange
fees due to lower customer spending, partially offset by lower cost estimates associated with our credit rewards program.
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Trust and investment management fees Trust and investment management fees increased modestly during the three and six months
ended June 30, 2020 due to higher average assets under management.

Other fees and commissions Other fees and commissions decreased during the three and six months ended June 30, 2020 due
primarily to lower fees from loan syndication, loan commitments, wire transfers and other account services. See Note 13, "Fee
Income from Contracts with Customers," in the accompanying consolidated financial statements for additional information
including a summary of the components of other fees and commissions.

Trading revenue Trading revenue is generated by participation in the foreign exchange, rates, credit, equities and precious metals
markets. The following table presents trading revenue by business activity. Not included in the table below is the impact of net
interest income associated with trading securities which is an integral part of trading activities' overall performance. Net interest
income related to trading activities is recorded in net interest income in the consolidated statement of income (loss). Trading
revenue related to the mortgage banking business are included as a component of other income (loss).

Increase (Decrease)
Three Months Ended June 30, 2020 2019 Amount %

(dollars are in millions)

Business Activities:

DErTVAIVES ! ...t $ 71 $ 58 $ 13 22.4 %
Foreign EXChanGe .........ccoeiiiiiiiiiiineie e 45 39 6 15.4
IMELALS ...ttt ettt ettt et e et e et e et e e s b e ebaesabeebeenare s 57 15 42 *

Balance Sheet Management ...........cccvveereeenieiniecnennenencneneneneeneneene — 9 (9) (100.0)

Global Banking ........c.ccceceeirerininininienenenieteeeeeteteeeieeie e 4 — 4 *

Other trading .......ccevveirieririinieieneeneeree ettt 15 2 13 *
Total trading TEVENUE ........ccueveeiiieiieiieierie ettt $ 192 § 123  §$ 69 56.1 %

Increase (Decrease)
Six Months Ended June 30, 2020 2019 Amount %

(in millions)

Business Activities:

Derivatives ) ... e $ 31 $ 86 $ (55)  (64.0)%
Foreign EXChange .......c.cceoiiiiiiiiiiinireseeeeeteeceeeee e 151 83 68 81.9
IMELALS ...ttt st 56 53 3 5.7
Balance Sheet Management ............co.ooevererierienienieieieceenene e (14) 20 (34) *
Global Banking ........ccccceceeiririninininienienienieeeieeeeeteeeeee e 5) — (5) *
Other trading ......coveveieieieiice et (13) 14 27 *
Total trading TEVENUE .......ovvevevieiieretieieeeeteeeeeee ettt enes $ 206 $ 256 § (50) (19.5)%

M Includes derivative contracts related to the Credit, Rates and Equities business activities within Global Markets as well as our legacy structured credit products.

Derivative contracts related to the Foreign Exchange and Metals business activities within Global Markets as well as derivative products related to Balance
Sheet Management, Global Banking and other trading are reported separately within those respective business activities.

@ Derivatives trading revenue in all periods does not reflect associated net interest income as certain derivatives, such as total return swaps, were economically

hedged by holding the underlying interest bearing referenced assets.

Trading revenue increased during the three months ended June 30, 2020 as valuation losses of approximately $70 million that
were recorded in March 2020 due to market volatility caused by the COVID-19 pandemic largely recovered during the second
quarter resulting in higher trading revenue primarily in Derivatives and Metals. The recovery of valuation losses in Derivatives
was largely attributed to legacy structured credit products. Also contributing to the increase was higher revenue in Metals from a
higher redeployment of liquidity to Metals and increased trading activity. These increases were partially offset by lower revenue
in Derivatives from emerging markets rate products and $10 million of trading losses recorded during the second quarter of 2020
associated with the exit of certain derivative contracts as part of our restructuring plan as well as lower Balance Sheet Management
revenue due to the unfavorable performance of economic hedge positions used to manage interest rate risk.

In the year-to-date period, trading revenue decreased due primarily to lower Derivatives revenue driven by lower revenue from
rate products and interest rate swaps, unfavorable valuation adjustments on legacy structured credit products and $10 million of
trading losses recorded during the second quarter of 2020 associated with the exit of certain derivative contracts as part of our
restructuring plan. Also contributing to the decrease was lower Balance Sheet Management revenue due to the unfavorable
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performance of economic hedge positions used to manage interest rate risk as well as lower other trading revenue due primarily
to unfavorable funding spread adjustments. These decreases were partially offset by higher Foreign Exchange revenue as higher
market volatility driven by the COVID-19 pandemic resulted in increased trading activity in both emerging markets and G10
currencies, higher revenue from credit derivative products due to increased client activity, and the non-recurrence of a loss of
approximately $39 million recorded during the first quarter of 2019 related to the unwind of one of our unconsolidated variable
interest entities ("VIEs").

Other securities gains, net We maintain securities portfolios as part of our balance sheet diversification and risk management
strategies. During the three and six months ended June 30, 2020, we sold $3,609 million and $8,239 million, respectively, of
primarily U.S. Treasury, U.S. Government agency mortgage-backed and U.S. Government sponsored mortgage-backed securities
compared with sales of $2,044 million and $4,189 million during the prior year periods as part of a continuing strategy to maximize
returns while balancing the securities portfolio for risk management purposes. Other securities gains, net increased during the three
and six months ended June 30, 2020 reflecting the impact of higher sales activity compared with 2019. The gross realized gains
and losses from sales of securities, which are included as a component of other securities gains, net above, are summarized in Note
4, "Securities," in the accompanying consolidated financial statements.

Servicing and other fees from HSBC affiliates Servicing and other fees from HSBC affiliates were lower during the three months
ended June 30, 2020 and were relatively flat in the year-to-date period as lower cost reimbursements associated with shared services
performed on behalf of other HSBC affiliates, including internal audit, was partially offset in the three-month period and offset in
the year-to-date period by higher cost reimbursements associated with trading activities performed on behalf of HSBC Bank plc
and higher sales commissions paid by HSBC Bank plc.

Gain (loss) on instruments designated at fair value and related derivatives We have elected to apply fair value option accounting
to certain commercial loans held for sale, certain securities purchased and sold under resale and repurchase agreements, certain
of our own fixed-rate debt issuances, all of our hybrid instruments issued, including structured notes and deposits, and, beginning
January 1, 2020, certain student loans held for investment. We also use derivatives to economically hedge the interest rate and
other risks associated with certain financial assets and liabilities for which fair value option accounting has been elected. Gain
(loss) on instruments designated at fair value and related derivatives increased during the three months ended June 30, 2020
attributable primarily to favorable movements related to the economic hedging of interest rate and other risks within our own debt
and structured notes. In the year-to-date period, gain (loss) on instruments designated at fair value and related derivatives increased
attributable primarily to favorable movements related to the economic hedging of interest rate risk within our own debt, partially
offset by unfavorable fair value adjustments on certain commercial loans held for sale which were impacted by the COVID-19
pandemic. See Note 10, "Fair Value Option," in the accompanying consolidated financial statements for additional information
including a breakout of these amounts by individual component.

Other income (loss) Other income (loss) was lower during the three months ended June 30, 2020 due primarily to higher losses
associated with credit default swap protection which largely reflects the hedging of a few client relationships and a valuation loss
on a loan held for sale in the current year period. In the year-to-date period, other income (loss) was higher due primarily to a gain
in the current year period associated with credit default swap protection which largely reflects the hedging of a few client
relationships compared with a loss in the prior year period, as well as miscellaneous gains recorded during the first quarter of 2020,
including a $12 million gain on extinguishment of time deposits reflecting early client withdrawals and a $9 million gain on the
sale of one of our owned retail branch properties. These increases were partially offset by a valuation loss on a loan held for sale
in the current year period.
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Operating Expenses The following table summarizes the components of operating expenses:

Increase (Decrease)

Three Months Ended June 30, 2020 2019 Amount %
(dollars are in millions)
Salaries and employee benefits............cocooeviiiiiiinniniccece $ 190 § 221 $ 31 (14.0)%
Support services from HSBC affiliates:
Fees paid to HSBC Technology & Services (USA) ("HTSU") .............. 272 298 (26) (8.7)
Fees paid to HSBC Markets (USA) Inc. ("HMUS").....cccoccevennenncnnnn 19 23 4) (17.4)
Fees paid to other HSBC affiliates............ccocooiveiiciininncniciccen 98 90 8 8.9
Total support services from HSBC affiliates.........c..cccoeeencnncnncnnncnnnn 389 411 (22) (5.4)
Occupancy eXpense, NEt........ccocviiiiiiiiiiiiiiieeeee e 38 48 (10) (20.8)
Other expenses:
Equipment and SOftWare.........cocceeviririerenenienieiccieeeceeeesc e 27 21 6 28.6
IMATKELINE ...ttt ettt 16 32 (16) (50.0)
OULSIAE SEIVICES ..evvvnreuieuirieriiriinienie et sttt ettt et ebe et sae et b seens 14 12 2 16.7
Professional fees ........c..covirrineiniieniencccc e 21 18 3 16.7
Off-balance sheet credit reserves') ...........cc.coovverververiscieriesiesesean, — 1 (1) (100.0)
Federal Deposit Insurance Corporation ("FDIC") assessment fees ........ 26 3) 29 *
MISCEILANEOUS. ....cuunreiiciieiicieeiteer ettt ettt 6 13 (7 (53.8)
Total Other EXPENSES....cueeueeuiriireietirtirieeterte sttt ettt sbe e 110 94 16 17.0
Total OPErating EXPENSES.......cveureureerererertinrentertenteteteneenteeeenessesresaessensenee $ 727 § 774 $ 47) (6.1)%
Personnel - average NUMDET ...........cccoiriiiriineneneeeeeecee e 4523 4708
EffICIENCY TALI0.c..cviteeiteieectctete ettt s 72.6% 79.3%
Increase (Decrease)
Six Months Ended June 30, 2020 2019 Amount Yo
(dollars are in millions)
Salaries and employee benefits...........coevevierenienieieiiiiennnenese e $ 397 $ 431 $ 34 (7.9)%
Support services from HSBC affiliates:
Fees paid to HTSU ......ocooiiiiiiiiiiiiiieeccceteteceeecse e 535 575 (40) (7.0)
Fees paid to HMUS ..o 46 50 @) (8.0)
Fees paid to other HSBC affiliates...........cocovevienienieieincnenncncncncne 190 166 24 14.5
Total support services from HSBC affiliates...........cccccevieiiniinincennne. 771 791 (20) (2.5)
OCCUPANCY EXPENSE, NET...cuveiieiiiiieiirieeieeeenieerenie ettt eere sttt eae 178 93 85 91.4
GoOodWill IMPAIIMENL ....c..eiiiiiiiiiiiei e 784 — 784 *
Other expenses:
Equipment and SOftWare..........ccceoivieiiiiiniiieeeeeeeee e 48 40 8 20.0
IMATKEEING ..ottt 33 68 (35) (51.5)
OULSIAE SEIVICES ...vvvnruieiieiieiiitieierie sttt sttt ettt et sae e 28 28 — —
Professional fEes ...........cooeviiiieiniincccc e 38 29 9 31.0
Off-balance sheet credit reserves' ............o.cooovervrrvreeeeciereeseeeeeeenane. — (6) 6 100.0
FDIC assessment fEes ........ccccerveirieirieinieineinccrceeeeeee e 33 5 28 *
MISCEILANEOUS.......eeueiiiieiieiieiiciteer ettt 22 45 (23) (51.1)
Total Other EXPENSES....c.couvruiriiriiriiriiriirertertetete ettt 202 209 @) (3.3)
Total Operating EXPEeNSES. .....cc.eeruirreeriirienieeierteete sttt sttt ebee e eae $ 2332 $ 1,524 $ 808 53.0 %
Personnel - average NUMDET ...........ccceceveririineninecieeeeteeeeeeee e W 47
EffICIENCY Tati0....civeviieiiriiiricircietcetce ettt 123.2% 79.0%
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* Percentage change is greater than 100 percent.

M As discussed above, beginning January 1, 2020, credit loss expense for off-balance sheet credit exposures is recorded in the provision for credit losses.

Salaries and employee benefits Salaries and employee benefits expense decreased during the three and six months ended June
30, 2020 driven by lower incentive compensation expense and lower pension expense, partially offset by higher severance costs.
While continued cost management efforts, including targeted staff reductions to optimize staffing and improve efficiency throughout
2019 as well as reductions in staff related to the consolidation of our retail branch network and restructuring plan, resulted in a
decline in the average number of personnel, salaries expense was flat as the impact of these reductions was offset by the addition
of higher cost personnel associated with growth initiatives in certain businesses.

Support services from HSBC affiliates Servicing and other fees from HSBC affiliates decreased during the three and six months
ended June 30, 2020 due primarily to lower cost allocations from our technology, risk, compliance and finance support service
functions. These decreases were partially offset by higher allocated costs driven by the execution of our restructuring plan, primarily
severance costs and, in the year-to-date period, contract cancellation and equipment removal charges associated with the branch
exits discussed above. A summary of the services received from various HSBC affiliates is included in Note 14, "Related Party
Transactions," in the accompanying consolidated financial statements.

Occupancy expense, net Occupancy expense, net was lower during the three months ended June 30, 2020 due primarily to lower
operating lease costs driven by the consolidation of our retail branch network. In the year-to-date period, occupancy expense, net
increased due to lease impairment and other related costs of $86 million recorded during the first half of 2020 related to the
consolidation of ourretail branch network. See Note 2, "Strategic Initiatives," in the accompanying consolidated financial statements
for additional information.

Goodwill impairment Reflects a goodwill impairment charge of $784 million recorded during the first quarter of2020, representing
the entire amount of goodwill previously allocated to our Retail Banking and Wealth Management and our Private Banking reporting
units. Beginning in the second quarter of 2020, our Retail Banking and Wealth Management and our Private Banking reporting
units are being reported together within a newly created Wealth and Personal Banking segment for segment reporting purposes.
For additional discussion of the results of our interim goodwill impairment testing, see Note 8, "Goodwill," in the accompanying
consolidated financial statements.

Other expenses Excluding the impact of off-balance sheet credit reserves recorded in the prior year periods, other expenses
remained higher during the three months ended June 30, 2020 and remained lower in the year-to-date period as higher deposit
insurance assessment fees were partially offset in the three-month period and more than offset in the year-to-date period by lower
marketing expense. Also contributing to the decrease in the year-to-date period was lower losses associated with card fraud.

Efficiency ratio Our efficiency ratio improved during the three months ended June 30, 2020 due to lower operating expenses and
higher other revenues as discussed in detail above. In the year-to-date period, our efficiency ratio increased due primarily to higher
operating expenses driven by a goodwill impairment charge recorded during the first quarter of 2020 as discussed in detail above.
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Income tax expense (benefit) The following table provides an analysis of the difference between effective rates based on the
provision for income taxes attributable to pretax income (loss) and the statutory U.S. Federal income tax rate:

Three Months Ended June 30, 2020 2019
(dollars are in millions)
Tax expense at the U.S. Federal statutory income tax rate...........cecverveeverrreveerneennn. $ 12 21.0 % $ 33 21.0%
Increase (decrease) in rate resulting from:
State and local taxes, net of Federal benefit ............c.cooovievieiiiiiiiniiciceee 4 7.1 7 4.5
Non-deductible FDIC assessment fees ..........coccovererirnieneenienieesceeeceeecne 5 8.9 — —
Low income housing and other tax credit InVeStmMents..........c.coccceveeervererrennenennes @ @71 3) (1.9)
ORI ..o 32 576 2 (1.2
Provision fOr INCOME TAXES ....c..evueruerierieieieieiieicei ettt $ 49 875 % $ 35 22.4%
Six Months Ended June 30, 2020 2019
(dollars are in millions)
Tax expense (benefit) at the U.S. Federal statutory income tax rate ...........c..cc.c...... $ (@91 (21.0)% $ 63 21.0%
Increase (decrease) in rate resulting from:
State and local taxes, net of Federal benefit ..........cccoccovenninninnincinccnecnen asy @a.n 12 4.0
Non-deductible FDIC assessment fees ..........ceccevvrrereereneeienieeeieeeeceeeene 7 5 2 i
Non-deductible goodwill impairment ..............ccc.coooivorrieiereeceeeeeee e, 165 11.9 — —
Low income housing and other tax credit investments...........coccceeveveeceeerencnnns 6) (4) (6) (2.0)
ONEr™ ..o 32 2.3 (1) (4)
Provision fOr iNCOME TAXES ....c..evveruereerieieieieiieiteiceieete ettt eae e $ (@108) (7.8)% $ 70 23.3%

M Represents non-deductible goodwill impairment related to our previously separate Retail Banking and Wealth Management and Private Banking businesses

during the first quarter of 2020.

@ For 2020, the amounts include $25 million related to the tax benefit limitation on interim period ordinary losses.

The provision for income taxes for the six months ended June 30, 2020 has been computed based on tax reporting guidance under
ASC 740 for interim period ordinary losses. The year to date tax benefit reported above has been limited to not exceed the anticipated
full year tax benefit from the ordinary losses. The provision for income taxes for the three months ended June 30, 2020 represents
the difference between the provision for income taxes for the six months ended June 30, 2020 and the three months ended March
31, 2020. All material tax rate adjustment items are disclosed in the reconciliation table above.

Segment Results — Group Reporting Basis

We have four distinct business segments that we utilize for management reporting and analysis purposes, which are aligned with
HSBC's global business strategy: Wealth and Personal Banking ("WPB") which was created in the second quarter of 2020 and is
discussed further below, Commercial Banking ("CMB"), Global Banking and Markets ("GB&M") and a Corporate Center ("CC").
See Item 1, "Business," in our 2019 Form 10-K for a description of our segments at December 31, 2019, which are based upon
our global businesses, including a discussion of the main business activities of the segments and a summary of their products and
services.

We previously announced as part of our Restructuring Plan that we would combine our Retail Banking and Wealth Management
("RBWM") and Private Banking ("PB") businesses to create a single WPB business. During the second quarter of 2020, we
implemented a change to our internal management reporting to begin reporting what was historically RBWM and PB together
within a newly created WPB segment and, as a result, we have aligned our segment reporting to reflect this change for all periods
presented.

During the second quarter of 2020, we also decided to implement a change to our internal management reporting to begin allocating
Balance Sheet Management ("BSM"), which was historically reported within the CC segment, to the WPB, CMB and GB&M
businesses to better align the revenue and expense to the businesses generating or utilizing this activity. As a result, we have aligned
our segment reporting to reflect this change for all periods presented.
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See Note 15, "Business Segments," in the accompanying consolidated financial statements for a table that summarizes the impact
of these changes on reported segment profit (loss) before tax, total assets and total deposits as of and for the three months and six
months ended June 30, 2019. There have been no additional changes in the basis of our segmentation as compared with the
presentation in our 2019 Form 10-K.

Net interest income of each segment represents the difference between actual interest earned on assets and interest incurred on
liabilities of the segment, adjusted for a funding charge or credit that includes both interest rate and liquidity components. Segments
are charged a cost to fund assets (e.g. customer loans) and receive a funding credit for funds provided (e.g. customer deposits)
based on equivalent market rates that incorporate both repricing (interest rate risk) and tenor (liquidity) characteristics. The objective
of these charges/credits is to transfer interest rate risk to one centralized unit in BSM. BSM income statement and balance sheet
results are allocated to each of the global businesses based upon tangible equity levels and levels of any surplus liabilities.

Certain other revenue and operating expense amounts are also apportioned among the business segments based upon the benefits
derived from this activity or the relationship of this activity to other segment activity. These inter-segment transactions have not
been eliminated, and we generally account for them as if they were with third parties.

We report financial information to our parent, HSBC, in accordance with HSBC Group accounting and reporting policies, which
apply IFRS issued by the IASB and endorsed by the EU, and, as a result, our segment results are prepared and presented using
financial information prepared on the Group Reporting Basis as operating results are monitored and reviewed, trends are evaluated
and decisions about allocating resources, such as employees, are primarily made on this basis. We continue, however, to monitor
capital adequacy and report to regulatory agencies on a U.S. GAAP basis.

There have been no changes in the measurement of segment profit as compared with the presentation in our 2019 Form 10-K.

The significant differences between U.S. GAAP and the Group Reporting Basis as they impact our results are summarized in
Note 24, "Business Segments," in our 2019 Form 10-K. In addition, see Note 15, "Business Segments," in the accompanying
consolidated financial statements for a discussion of significant changes since December 31, 2019 in the differences between U.S.
GAAP and the Group Reporting Basis impacting our results.

Wealth and Personal Banking The following table summarizes the Group Reporting Basis results for our WPB segment:

Increase (Decrease)

Three Months Ended June 30, 2020 2019 Amount %
(dollars are in millions)
NE INEETESE INCOME ..ottt $ 197 $ 265 $ (68)  (25.7)%
Other Operating INCOME. .....c..eovertirierieieieteieiteit ettt ne 99 104 (5) (4.8)
Total operating inCome'" ..............ccooververoeeeeeceeeeee e 296 369 (73)  (19.8)
Expected credit LI0SSES ...oouviiiiieiieieriieieciieie sttt 36 13 23 *
Net OpPerating iNCOMIEC.........ccuiiieruieeieerieieeteeteere et e esteeeesteeaesteesesteesseereeseens 260 356 %96) (27.0)
OPEIALING EXPEIISES ..cuvervinrenreietentetetetestesteitetteeeetestestesre st stesbeseestensensensennenne 326 364 (38)  (10.4)
L0SS DEIOTE TAX ....eviereiireiteniertetcteteectet ettt et $ 66) $ ®) 3 (58) *
Increase (Decrease)
Six Months Ended June 30, 2020 2019 Amount %
(dollars are in millions)
Net INtETESt INCOME .....ueeueruiriiriiriirtertietertere ettt ettt ettt st st ebeneene $ 429 $ 538§ (109)  (20.3)%
Other Operating IMCOIMIE. ......c..c.erveueruetrtetrieerieesieeetertete sttt seenesaesesrenene 173 194 (21)  (10.8)
Total operating iNCOME'™" .............coooovviveereeeeeeeee e 602 732 (130)  (17.8)
EXpected Credit LOSSES .....eouiiuiiiiiieieieieieieee ettt 176 34 142 *
Net OPErating IMCOME.......cc.evutrueriereriirtententeteteteteiteeteeeeere st st sbeseeseesennens 426 698 (272)  (39.0)
OPETALING EXPEISES ...eevvenrieutirieniieieenteettesteetesteetesbeestesbeestesteeteeueenaeeneesaeeneenaes 1,361 732 629 85.9
L0SS BEIOTE 1aX ..ottt e $ 935) $ (34 $ (901) *

* Percentage change is greater than 100 percent.
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M The following table summarizes the impact of key activities on the total operating income of our WPB segment:

Increase (Decrease)

Three Months Ended June 30, 2020 2019 Amount %
(dollars are in millions)
Retail banking current accounts, savings and depoSits...........eceeerereeieererieinenieereseeenes $ 119 $ 168 $ (49) (29.2)%
Retail banking mortgages, credit cards and other personal lending ............cccccccevveveerennenae 74 63 11 17.5
Wealth and asset management ProdUCES.........c.covueuerirueueiriereirenierentreereeeteieeeseereeessesesesennes 25 24 1 4.2
Private DANKING ......ccooueveririiieiniiciiietcree ettt ettt 41 54 (13) (24.1)%
Retail business banking and other'® ................ccoocooiviiiioeoooieieeeee e 37 60 (23) (38.3)
Total OPETating INCOIME ........c.eiiiuiuiiiiiiiiiiciciiie e $ 296 $ 369 $ (73) (19.8)%

Increase (Decrease)

Six Months Ended June 30, 2020 2019 Amount %
(dollars are in millions)
Retail banking current accounts, savings and depoSits.........coceeveeererieerenenieeneneereseene $ 267 $ 341§ 74) 21.7%
Retail banking mortgages, credit cards and other personal lending .............ccccccevrcinnnnne 141 115 26 22.6
Wealth and asset management ProdUCTES...........co.eueuererueueirieueerinieteereeeseeietee e eeseesee e 48 47 1 2.1
Private DANKING .......c.oceoiriiueiniiciiniecir ettt ettt ettt 88 107 (19) (17.8)
Retail business banking and other'® ................ccoocovrvoieieeveieieeecee e 58 122 (64) (52.5)
Total OPETAtING INCOIME .....vevviuieeeiiniieteairietesetetet ettt ettt ettt b ettt b et et be et eaeseebenene $ 602 $ 732 $ (130) (17.8)%

@ Includes cost reimbursements associated with activities performed on behalf of other HSBC affiliates and allocated BSM revenue.

Our WPB segment reported a higher loss before tax during the three months ended June 30, 2020 due primarily to lower net interest
income and higher expected credit losses, partially offset by lower operating expenses. In the year-to-date period, our WPB segment
reported a higher loss before tax due to higher operating expenses driven by a goodwill impairment charge of $693 million recorded
during the first quarter of 2020, representing the entire amount of remaining goodwill previously recorded, as well as higher
expected credit losses, lower net interest income and lower other operating income. See Note 8, "Goodwill," in the accompanying
consolidated financial statements for additional discussion regarding the factors which led to the impairment.

Net interest income decreased during the three and six months ended June 30, 2020 due primarily to lower deposit spreads reflecting
the impact of lower market rates, partially offset by improved loan spreads and higher loan balances in residential mortgages and
credit cards.

Other operating income decreased during the three and six months ended June 30, 2020 driven by lower credit card fees due to
lower customer spending and, in the year-to-date period, a loss of $7 million recorded during the first quarter of 2020 related to
extending the maturity of the total return swap position used to economically hedge the periodic payments made under the swap
agreements entered into in conjunction with the sales of Visa Inc. Class B common shares.

Expected credit losses were higher during the three and six months ended June 30, 2020 driven by the deterioration of economic
conditions caused by the COVID-19 pandemic which resulted in a worsening of the economic forecasts used for calculating ECL
and higher dollars of delinquency. Also contributing to the increases was growth in personal loan balances due to new product
promotions. While ECL in credit cards was higher and contributed to the increase in the year-to-date period, lower customer
spending and changes in underwriting criteria driven by the current economic environment resulted in a decline in credit card
balances and lower ECL in the three-month period.

Excluding the goodwill impairment as discussed above, operating expenses decreased during the three and six months ended June
30, 2020 due to lower marketing expense, lower incentive compensation expense, lower cost allocations from our technology and
risk support service functions and, in the year-to-date period, lower losses associated with card fraud. These decreases were partially
offset by higher severance costs and higher deposit insurance assessment fees.
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Client Assets The following table provides information regarding private banking client assets during the six months ended June

30,2020 and 2019:

Six Months Ended June 30,

2020

2019

(in millions)

Client assets at be@inning Of PETIOA .........ooiviiiuiieeiieeieeeeeeee ettt $ 39295 $§ 36,017
Net NeW MONEY (OULTIOWS)....eeuvieiiiiieieii ettt et te e et eae et e sseeneesseenaesseensennens (1,437) (286)
Client transfers to UBS Wealth Management Americas ("UBS™)™ ........oviioieoereeeeeeeeeeeeeeeee — (25)
VAlUE CRANEZE ...cvvieeieieee ettt ettt st e et e bt et e st e ense e st enseeseenseeneenseeneenseensennenn 232 2,316

Client assets at €nd Of PETIOQ........cuivviiiiiiicieciee ettt b e sbeere e re e e saeesaesaeessesaeas $ 38,000 $§ 38,022

(1)

Reflects client asset transfers associated with the sale of certain private banking client relationships to UBS, which concluded in 2019.

Commercial Banking The following table summarizes the Group Reporting Basis results for our CMB segment:

Increase (Decrease)

Three Months Ended June 30, 2020 2019 Amount %
(dollars are in millions)

Net INLETESt INCOME .....vovveiieveiieiieieiieieiet ettt ebete e ese s bbb esesenas $ 204§ 206 $ ?2) (1.0)%
Other Operating INCOME. .....c..couertirierieierereeeteteeee ettt eaeae 52 60 ®) (13.3)
Total operating iNCOME'™" .............coovovvivieeeeeeeeeeee e 256 266 (10) (3.8)
EXpected Credit IOSSES .....oouiriririinienieieieieieeeieeeeceieeie e 181 9 172 *
Net OPErating INCOIMIE .......c.eeueeeiriietieterteetetertest ettt et it et ebe e st st esbesee e 75 257 (182)  (70.8)
OPEIALING EXPEIISES .euvervinrenrerrentetetentenrententeseetteeeesestestesre st esesbesaessesensensensenne 142 143 @9)] 7

*

Profit (1058) DEfOre taX ......ccvieieriieieiieiesiteie ettt e $

67) $ 114

$

(181)

Increase (Decrease)

Six Months Ended June 30, 2020 2019 Amount %
(dollars are in millions)
INEt INTETEST INCOIMNE ...vveeeeeieiieeee ettt e e e et e e e e e et ee e e e e setaaeeeesesnaaaeeeesanns $ 414 $ 412§ 2 S5 %
Other Operating INCOME......c..eovertirierieieieteteteitetei ettt aene 110 121 (11 9.1)
Total operating inComMe" ..............coouerveroeeeeeeeeeeeeeee e 524 533 ©)] 1.7
EXpected Credit IoSSES .....coueruiriiniinienieieieieteteitece et 304 15 289 *
Net OPErating INCOMC....c.ceveeeuiieiireeierteterteiirtetet ettt b ettt saesesbeaeenes 220 518 (298)  (57.5)
OPEIALING EXPEIISES ..cuvrvinrerreretetetetentestestettetteueeteebesbesbesbesbesbeseestenbenseneennenee 289 282 7 25
Profit (1088) BEfOre taX .....c.covevieriiieieieieictcecieeecee e $ 69) $ 236§ (305) *

*  Percentage change is greater than 100 percent.
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M The following table summarizes the impact of key activities on the total operating income of our CMB segment:

Increase (Decrease)

Three Months Ended June 30, 2020 2019 Amount %
(dollars are in millions)

Lending and Transaction Management .............ceccoceueueueirirueininueuininecieeeeeceseeneseeeeenee e $ 101 $ 108 $ @) (6.5)%

Global Liquidity and Cash Management, current accounts and savings deposits ................ 113 112 1 9

Global Trade and Receivables FINance ..........c.coeeceririeeinieicininieinneceneiceneeneeeneevcesenen 13 13 — —

Investment banking products and other® 29 33 “4) (12.1)

TOtAl OPETATINZ ...ttt ettt ettt ettt ettt b ettt ettt b bt saeben $ 256 $ 266 $ (10) (3.8)%

Increase (Decrease)

Six Months Ended June 30, 2020 2019 Amount %
(dollars are in millions)

Lending and Transaction Management ............coeeererueueinieueininierinineeseseneseseseeseseesseseseseenes $ 219 $ 218 $ 1 5%

Global Liquidity and Cash Management, current accounts and savings deposits ................ 223 228 5) 2.2)

Global Trade and Receivables FINAnCe ..........c.cceveieiriinieiiinesecceeeseeei e 27 25 2 8.0

Investment banking products and other®.................ccoorvvverrrevoorreeeseeressesresssessssssesenssons 55 62 @) (11.3)

Total operating $ 524 § 533§ 9) (1.7%

@ TIncludes allocated BSM revenue.

Our CMB segment reported a loss before tax during the three and six months ended June 30, 2020 compared with a profit before
tax in the prior year periods due primarily to higher expected credit losses and, to a lesser extent, lower other operating income.

Net interest income was relatively flat during the three and six months ended June 30, 2020 as the favorable impact of higher loan
and deposit balances was partially offset in the year-to-date period and more than offset in the three-month period by lower deposit
spreads reflecting the impact of lower market rates, lower loan spreads reflecting compression and higher liquidity recharges.

Other operating income decreased during the three and six months ended June 30, 2020 due primarily to a loss on sale of a loan
and lower fees from loan commitments.

Expected credit losses were higher during the three and six months ended June 30, 2020 driven by the deterioration of economic
conditions caused by the COVID-19 pandemic which resulted in a worsening of the economic forecasts used for calculating ECL
and higher loss estimates for downgrades reflecting weakness in the financial condition of certain clients. Also contributing to the
increase in the year-to-date period was a higher loss estimate for loan growth as clients drew on their available lines of credit.

Operating expenses were relatively flat during the three months ended June 30, 2020 as lower incentive compensation expense,
lower marketing expense and lower cost allocations from our technology and finance support service functions was largely offset
by higher deposit insurance assessment fees. In the year-to-date period, operating expenses increased as lower incentive
compensation expense and lower marketing expense was more than offset by higher deposit insurance assessment fees and higher
cost allocations from our compliance support service function.
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Global Banking and Markets The following table summarizes the Group Reporting Basis results for our GB&M segment:

Increase (Decrease)

Three Months Ended June 30, 2020 2019 Amount %
(dollars are in millions)
Net INtETESt INCOME .....veeueruiriiriiriirieriieterteneeteret ettt ettt seeseenennens 122§ 156 $ (34) (21.8)%
Other Operating INCOME.........eiviruerierieieieteeeeeitetee ettt eene 263 189 74 39.2
Total operating inComMe'" ..............ccoouermieeeeeeeeeeeeeeeeeee e 385 345 40 11.6
EXpected Credit LOSSES .....ovuiruiriiriiieieieieieeeeei ettt 19 3 16 *
Net Operating iNCOME.........cceervieieriieierieeterieete st eteseeeaeseesesreesesseesesseesenns 366 342 24 7.0
OPETAtING EXPEIISES ..vvvverrerirreriiereetestetestetestesestesessesessesessesessesessesessesssseseesenens 201 216 (15) (6.9)
PrOTIt DETOTE LAX e e e e e e e e e e e e e e e e e e eee e 165 $ 126 $ 39 31.0 %
Increase (Decrease)
Six Months Ended June 30, 2020 2019 Amount %
(dollars are in millions)
INEt INEETEST INCOIMIE ...ttt ettt ettt st eene 212§ 329§ (117)  (35.60)%
Other Operating INCOME. .....c..couerverierierierereteeeiet ettt neae 526 379 147 38.8
Total operating iNCOME'™" .........c..coovirvrrieeeeeeeeeeeeeee e 738 708 30 4.2
Expected credit IoSSES .....oouiriririinieieieieieeceeieetee et 135 (14) 149 *
Net OPErating INCOIMIE ... .cuervereeeeieteieteet ettt ettt sttt eene 603 722 (119)  (16.5)
OPEIAING EXPEIISES ..cuvrvinrenrerenrenrenrenterenreneeieeateaeeaeereeresresteesesbesaessesesensensenne 393 427 (34) (8.0)
Profit DEfOTe taX .....coueiuiriirierierieeeeeee e 210 § 295 $ 85)  (28.8)%

* Percentage change is greater than 100 percent.
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M The following table summarizes the impact of key activities on the total operating income of our GB&M segment. For purposes of the discussion below the
table, total operating income is referred to as revenue.
Increase (Decrease)
Three Months Ended June 30, 2020 2019 Amount %
(dollars are in millions)
CTOAIE 1.ttt bbb eee $ 5 % 6 $ (@))] (16.7)%
RALES ..o 46 14 32 *
Foreign Exchange and MEtals ...........c.ccceeeuiuiiiiiieiiiieieeieieieieeieie et sesenenens 121 35 86 *
EQUITIES 1.ttt ettt sttt ettt 9 10 (1) (10.0)
Total GLObal MArKELS..........cccvviiiiririiiiicc e 181 65 116 *
Global BANKINGP.........oooivooeoeeeeeeeeeeeee e 39 107 (68) (63.6)
Global Liquidity and Cash Management. 102 121 (19) (15.7)
SECUIHES SEIVICES).......ovorvverereeessoseesse s ressses s ssss s ossss s sssss e 7 6 1 16.7
Global Trade and Receivables FINANCe ...........ccccovvevviiiiiiiiiiininiciiiiiiicicccccceeceeene 15 12 3 25.0
Credit and funding valuation adjustments..............cccccevuririririninirinieninnrereeeeee 9 3 6 *
OHNEI™ ..o 32 31 1 3.2
Total OPErating INCOIME .........c.cueuiiiiiiiiiiiciii it $ 385 $ 345 $ 40 11.6 %
Increase (Decrease)
Six Months Ended June 30, 2020 2019 Amount %
(dollars are in millions)
$ 5 % 15 8 (10) (66.7)%
60 34 26 76.5
Foreign Exchange and Metals ...........ccooueiririciiniiicinieiecneicereieceeecee e 238 100 138 *
EQUITIES ..ttt ettt sttt 23 13 10 76.9
Total Global Markets...........ccovueiviiiiiiiniiiiiiiiiiirr e 326 162 164 *
Global BanKING®............ovviooeeoeeeeeeeeeeeee e 154 189 (35) (18.5)
Global Liquidity and Cash Management.............coccoueirerieirenenieeneneee st 211 247 (36) (14.6)
Securities Services” 14 13 1 7.7
Global Trade and Receivables FINANCE ..........cccovvueeririeiiinieieiniieicineceeeeceseeneeeeenee e 30 27 3 11.1
Credit and funding valuation adjustments.............ccceueveueeirieueininierinineeineeieereereeeseenee e 31) 16 47) *
ONEI™ ..o 34 54 (20) (37.0)
Total OPErating INCOME ........cvviiriiiiiirieiet ettt $ 738 $ 708 $ 30 42 %
@ Beginning in June 2020, we changed our presentation for issuer services revenue that was previously reported in Securities Services and began reporting
this revenue in Global Banking. As a result, we have reclassified $9 million and $18 million of operating income from Securities Services to Global Banking
during the three and six months ended June 30, 2019, respectively, to conform to the current year presentation.
3)

Includes cost reimbursements associated with activities performed on behalf of other HSBC affiliates, allocated BSM revenue and certain corporate funding
charges not assigned to products.

Our GB&M segment reported a higher profit before tax during the three months ended June 30, 2020 due to higher other operating
income and lower operating expenses, partially offset by lower net interest income and higher expected losses. In the year-to-date
period, our GB&M segment reported a lower profit before tax due to higher expected credit losses and lower net interest income,
partially offset by higher other operating income and lower operating expenses.

Credit revenue was relatively flat during the three months ended June 30, 2020 and decreased in the year-to-date period due to
lower revenue from structuring and collateralized financing related activity.

Rates revenue increased during the three and six months ended June 30, 2020 due to higher revenue from emerging markets rate
products and interest rate swaps, partially offset by $10 million of trading losses recorded during the second quarter of 2020
associated with the exit of certain derivative contracts as part of our restructuring plan. In addition, while hedging activities resulted
in higher revenue and contributed to the increase in the three-month period, they resulted in lower revenue and partially offset the
increase in the year-to-date period.

Foreign Exchange and Metals revenue increased during the three months ended June 30, 2020 due primarily to higher Metals
revenue as valuation losses that were recorded in March 2020 due to market volatility caused by the COVID-19 pandemic largely
recovered during the second quarter. In the year-to-date period, Foreign Exchange and Metals revenue increased due to higher
Foreign Exchange revenue as market volatility driven by the COVID-19 pandemic resulted in increased trading activity in both
emerging market and G10 currencies. Also contributing to the increase in both periods was higher revenue in Metals from a higher
redeployment of liquidity to Metals and increased trading activity.

113



HSBC USA Inc.

Equities revenue was relatively flat during the three months ended June 30, 2020 and increased in the year-to-date period due to
increased client activity in prime brokerage.

Global Banking revenue decreased during the three months ended June 30, 2020 due primarily to lower net interest income from
spread compression, lower fees from loan syndication and loan commitments and higher losses associated with credit default swap
protection which largely reflects the hedging of a few client relationships. In the year to date period, Global Banking revenue
decreased due primarily to lower net interest income from spread compression and lower fees from loan syndication and loan
commitments, partially offset by a gain in the current year period associated with credit default swap protection which largely
reflects the hedging of a few client relationships compared with a loss in the prior year period.

Global Liquidity and Cash Management revenue decreased during the three and six months ended June 30, 2020 due to lower net
interest income driven by lower deposit spreads reflecting the impact of lower market rates, partially offset by higher deposit
balances.

Securities Services revenue was relatively flat during the three and six months ended June 30, 2020.

Global Trade and Receivables Finance revenue was higher during the three and six months ended June 30, 2020 due to higher
fees from standby letters of credit.

Credit and funding valuation adjustments resulted in gains during the three months ended June 30, 2020 as valuation losses
recovered as market volatility improved during the second quarter. In the year-to-date period, credit and funding valuation
adjustments resulted in losses attributable primarily to unfavorable credit valuation adjustments on derivative assets due to
deteriorating credit spreads driven by market volatility caused by the COVID-19 pandemic as well as the impact of lower market
rates. In the prior year periods, credit and funding valuation adjustments resulted in gains attributable primarily to favorable
movements in our own credit spreads within our derivative liability balances.

Other revenue was relatively flat during the three months ended June 30, 2020 and decreased in the year-to-date period due to
higher liquidity charges, lower cost reimbursements and lower allocated BSM revenue which were partially offset by lower
corporate funding charges.

Expected credit losses were higher during the three and six months ended June 30, 2020 driven by the deterioration of economic
conditions caused by the COVID-19 pandemic which resulted in a worsening of the economic forecasts used for calculating ECL
and higher loss estimates for risk factors associated with oil and gas industry loan exposures and downgrades reflecting weakness
in the financial condition of certain clients.

Operating expenses were lower during the three and six months ended June 30, 2020 due to lower incentive compensation expense
and lower cost allocations from our technology, finance, legal, risk and compliance support service functions, partially offset by
higher severance costs and higher deposit insurance assessment fees.
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Corporate Center The following table summarizes the Group Reporting Basis results for our CC segment:

Increase (Decrease)
Three Months Ended June 30, 2020 2019 Amount %

(dollars are in millions)

Net INTETESt EXPENSE ....vvvrrueruirrirreriertintentertentereteteateeeeseeueetesbeseestesbesaessensennens $ @ $ a7 s 10 58.8 %

Other operating iNCOME.........cccecevererenereneennenn. 85 12 73 *
Total operating income (expense)"” 78 5) 83 *
ExXpected credit 10SSES ....cuviiiiiiriieieiieiesieee sttt e — — — —
Net operating inCOME (EXPEISE) .....cververrerreruerereeeeeeeeneeeniessessessessensensensens 78 (5) 83 *
OPEIALING EXPEIISES ..cuvervinrerrertentetetetentesteeeseeseeseeseeseesesbesteesesbesaessensensensensenes 63 38 25 65.8
Profit (1088) BEfOre taX .....c.coeruerririeieieicicectcece e $ 15 3 43) $ 58 *

Increase (Decrease)

Six Months Ended June 30, 2020 2019 Amount %
(dollars are in millions)
INEE INEETEST EXPEIISE ..c.vevvinrerrereitenietententest et ete et et ebe et ebe st sae et besae st et e st e e ennenee $ 20) $ 45) $ 25 55.6 %
Other Operating INCOME. .....c..couerverierierierereteeeiet ettt neae 61 9 52 *
Total operating income (eXpense) ! ............coovveevereieeeeeeresseeeeses e 41 36) 77 *
Expected credit I0SSES .....veuirieiieieii e — — — —
Net operating inCoOmME (EXPENSE) ....euverveurerreeeueeeieiieiententeriestestesteseeseessesseseensenes 41 36) 77 *
OPETatiNg EXPEIISES ...c.veverererieririertrtestrteststeseeteesteseerestebesteseseesesaeseseesestesessenene 198 68 130 *
Profit (1088) DEfOTe taX ....cc.evveriiriiieieieieieeete e $ as7) $ (104) $ (83)  (51.0)%

* Percentage change is greater than 100 percent.

" The following table summarizes the impact of key activities on the total operating income of our CC segment:

Increase (Decrease)

Three Months Ended June 30, 2020 2019 Amount %
(dollars are in millions)

Legacy structured credit products..........c.ccccuecieiriiiiiiiiieieeeeeeeeeee s $ 61 $ b)) 8 66 *

OBRET ..o 17 — 17 *

Total OPETating INCOIME ........c.oouiuiuiiiiiiiiicieiii ettt $ 78 $ 3) $ 83 *

Increase (Decrease)

Six Months Ended June 30, 2020 2019 Amount %
(dollars are in millions)
$ a3) s 36) $ 23 63.9%
54 — 54 *

$ 41 3 36) $ 77 *

Our CC segment reported a profit before tax during the three months ended June 30, 2020 compared with a loss before tax in the
prior year period due to higher other operating income and lower net interest expense, partially offset by higher operating expenses.
In the year-to-date period, our CC segment reported a higher loss before tax due to higher operating expenses, partially offset by
higher other operating income and lower net interest expense.

Net interest expense was lower during the three and six months ended June 30, 2020 driven by improved net interest income from
legacy structured credit products and lower retained liquidity charges.

Other operating income increased during the three months ended June 30, 2020 due to favorable valuation adjustments on legacy
structured credit products as valuation losses that were recorded in March 2020 due to market volatility caused by the COVID-19
pandemic largely recovered during the second quarter as well as favorable movements related to the economic hedging of interest
rate risk within our own debt. In the year-to-date period, other operating income was higher due to favorable movements related
to the economic hedging of interest rate risk within our own debt, the non-recurrence of a loss of approximately $39 million
recorded during the first quarter of 2019 related to the unwind of one of our unconsolidated VIEs and, in the year-to-date period,
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a $9 million gain recorded during the first quarter of 2020 on the sale of one of our owned retail branch properties. These increases
were partially offset by unfavorable valuation adjustments on legacy structured credit products.

Operating expenses were higher during the three and six months ended June 30, 2020 due to higher allocated costs driven by the
execution of our restructuring plan, primarily severance costs and, in the year-to-date period, contract cancellation and equipment
removal charges associated with the branch exits. The increase in the year-to-date period also reflects costs recorded during the
first quarter of 2020 related to the consolidation of our retail branch network, including lease impairment and other related costs
of $97 million. These increases in both periods were partially offset by lower cost allocations from our technology, risk, compliance
and finance support service functions.

Reconciliation of Segment Results As previously discussed, segmentresults are reported on a Group Reporting Basis. See Note 24,
"Business Segments," in the accompanying consolidated financial statements for a reconciliation of our Group Reporting Basis
segment results to U.S. GAAP consolidated totals.

Credit Quality

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

COVID-19 Loan Forbearance Initiatives We have implemented various loan modification payment deferral programs to provide
borrowers relief from the economic impacts of COVID-19. Substantially all of the loans under these programs are not classified
as TDR Loans at June 30, 2020 due to their short-term nature as discussed under the Interagency Statement. In addition, under the
Interagency Statement, for COVID-19 related loan modifications in the form of a payment deferral, the borrower’s past due status
will not be impacted during the deferral period and, if the loan was accruing at the time the relief was granted, the loan will generally
not be placed on nonaccrual status as long as the payment deferral is for six months or less. For consumer loans, when a borrower
requests and is provided with extended relief in the form of a payment deferral of more than six months, the loan will generally
be placed on nonaccrual status and assessed for TDR Loan classification. We have not modified our commercial loan nonaccrual
policies as a result of this guidance. See "Executive Overview," in this MD&A for additional information.

Allowance for Credit Losses / Liability for Off-Balance Sheet Credit Exposures Asdiscussed furtherinNote21, "New Accounting
Pronouncements," in the accompanying consolidated financial statements, beginning January 1, 2020, an allowance for credit
losses is recognized based on lifetime ECL for loans, securities held-to-maturity and certain other financial assets measured at
amortized cost, and an allowance for credit losses is also recognized for securities available-for-sale. Prior to January 1, 2020, an
allowance for credit losses was recognized based on probable incurred losses for loans only while debt securities were assessed
for other-than-temporary impairment. In addition, beginning January 1, 2020, the liability for off-balance sheet credit exposures
is recognized based on lifetime ECL while, prior to January 1, 2020, it was recognized based on probable incurred losses. The
new guidance also requires inclusion of expected recoveries of amounts previously written off, limited to the cumulative amount
of prior write-offs, when estimating the allowance for credit losses for in scope financial assets (including collateral-dependent
assets). Prior to January 1, 2020, these expected recoveries were not recognized. See Note 6, "Allowance for Credit Losses," in
the accompanying consolidated financial statements for a full discussion of our accounting policies and methodologies used to
estimate ECL beginning in 2020. There have been no additional significant changes to our policies or methodologies during the
first half of 2020.

Our accounting policies and methodologies related to the allowance for credit losses and liability for off-balance sheet credit
exposures in prior periods are presented under the caption "Critical Accounting Policies and Estimates" in MD&A and in Note 2,
"Summary of Significant Accounting Policies and New Accounting Pronouncements," in our 2019 Form 10-K. Our approach
toward credit risk management is summarized under the caption "Risk Management" in MD&A in our 2019 Form 10-K.

Comparative credit information at January 1, 2020, reflecting the adoption of the new accounting guidance, has been included in
the tables below where available. Comparative credit information at December 31, 2019, which is not comparable as it does not
reflect the adoption of the new accounting guidance, has been retained as previously reported.
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The following table summarizes our allowance for credit losses and the liability for off-balance sheet credit exposures:

June 30, March 31, January 1, December 31,
2020 2020 2020 2019

(in millions)

Allowance for credit losses:

Loans:

CommMETCIAl LOANS ...t $ 983 $ 727 $ 381 $ 507

CONSUMET 10ANS .....cuviiieiiieiierieierie ettt ettt esre s ere s 209 204 86 130
TOtAl JOANS .c..eveiiiiieriet ettt 1,192 931 467 637
Securities held-to-Maturity..........ccverieiirieciieieiieeeee e 2 2 2 —
Other financial assets measured at amortized cost™ ...........coccoeeviunne. 4 5 3 —
Securities available-for-sale...........coovevievieciinieciiiiecceee e 3 2 3 —
Total allowance for credit 10SSES.......covieeeeeeeeeeeeeeeeeeeeeeeeeee e eeeeeeee e $ 1,201 $ 940 $ 475 $ 637
Liability for off-balance sheet credit eXpoSures...........ecceevveveeeerveeneennn. $ 253 $ 371 $ 158 §$ 104

| L . .
M Primarily includes accrued interest receivables and customer acceptances

See Note 21, "New Accounting Pronouncements," in the accompanying consolidated financial statements for a discussion of the
changes in our allowance for credit losses and liability for off-balance sheet credit exposures at January 1, 2020 as compared with
December 31, 2019.

The total allowance for credit losses at June 30, 2020 increased $261 million or 28 percent as compared with March 31, 2020 and
increased $726 million or 153 percent as compared with January 1, 2020 due primarily to higher loss estimates on our commercial
loan portfolio and, to a lesser extent, higher loss estimates on our consumer loan portfolio.

Our commercial allowance for credit losses at June 30, 2020 increased $256 million or 35 percent as compared with March 31,
2020 and increased $602 million or 158 percent as compared with January 1, 2020 driven by the deterioration of economic
conditions caused by the COVID-19 pandemic which resulted in a worsening of the economic forecasts we use for calculating
lifetime ECL in 2020 and higher loss estimates for downgrades reflecting weakness in the financial condition of certain clients
and risk factors associated with large loan exposures. While higher loss estimates associated with loan growth as clients drew on
their available lines of credit contributed to the increase as compared with January 1, 2020, a significant portion of commercial
lines of credit that were drawn in March were repaid during the second quarter of 2020 resulting in a release of credit loss reserves,
partially offsetting the increase as compared with March 31, 2020.

Our consumer allowance for credit losses at June 30, 2020 increased $5 million or 2 percent as compared with March 31, 2020
and increased $123 million or 143 percent as compared with January 1, 2020 driven by the deterioration of economic conditions
caused by the COVID-19 pandemic which resulted in a worsening of the economic forecasts we use for calculating lifetime ECL
in 2020 and higher dollars of delinquency. Also contributing to the increases was a higher allowance for credit losses on other
consumer loans reflecting growth in personal loan balances due to new product promotion. While a higher allowance for credit
losses on credit cards contributed to the increase as compared with January 1, 2020, lower customer spending and changes in
underwriting criteria driven by the current economic environment resulted in a decline in credit card balances and a lower allowance
for credit losses on credit cards as compared with March 31, 2020.

The liability for off-balance sheet credit exposures at June 30, 2020 decreased $118 million or 32 percent as compared with March
31, 2020 as a lower estimate of expected future draws more than offset the impact of the deterioration of economic conditions
caused by the COVID-19 pandemic consistent with commercial loans as discussed above. As compared with January 1, 2020, the
liability for off-balance sheet credit exposures increased $95 million or 60 percent resulting from the deterioration of economic
conditions caused by the COVID-19 pandemic consistent with commercial loans as discussed above, partially offset by the impact
of lower outstanding exposure.
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Summary of Credit Loss Experience for Loans

The following table presents the allowance for credit losses on loans by major loan categories:

% of % of % of % of
Loans to Loans to Loans to Loans to
Total Total Total Total
Amount Loans Amount Loans Amount Loans Amount Loans
June 30, 2020 March 31, 2020 January 1, 2020 December 31, 2019
(dollars are in millions)
Commercial..........coveervvemenrrirennriinenneens $ 983  71.6% $ 727 749% $ 381  703% $ 507  70.3%
Consumer:

Residential mortgages.........cccceceeerenncnnee (19) 252 41 221 (74)  26.0 12 26.0
Home equity mortgages ............cccceeuenee. 16 1.1 16 1.0 13 1.2 6 1.2
Credit cards ......cooeeveeienieereeeeeee e 190 1.6 212 1.6 137 2.0 105 2.0
Other CONSUMET ........cceeeeirireninereennen 22 S 17 4 10 5 7 5
Total cONSUMET ........eovvreereeieireeeeeeeen 209 28.4 204 25.1 86 29.7 130 29.7

Total .o $ 1,192 100.0% $ 931 100.0% $ 467 100.0% $ 637 100.0%

1)

See Note 6, "Allowance for Credit Losses," in the accompanying consolidated financial statements for components of the commercial allowance for credit
losses.

The following table sets forth key ratios for the allowance for credit losses on loans for the periods indicated:

June 30, March 31, January 1, December 31,
2020 2020 2020 2019

Ratio of Allowance for credit losses to:

Loans:"
Commercial:
NON-AFFTHALES. ....ee ettt be et e esaaeeanee s 1.95% 1.25% .83% 1.11%
g 1 D 1< TSP — — — —
Total COMMETCIAL.....cccuiiieiieiieeie ettt e eeae e 1.89 1.19 .79 1.05
Consumer:
Residential MOTtZAZES ......cocvvviruiriruiriinteieicicieteeeeee e (.10) (:23) (:42) .07
Home equity MOTtZAZES ......couevvirreriiriiriirieieieteteeeiteceie et 2.02 1.97 1.52 .70
Credit CATAS .ttt e e e e et e e e e setaae e e e s eennaees 16.17 16.31 9.75 7.47
Other CONSUIMET ....evvevieiiietieieettete et ete e etesteesbessaesseeseenseessenseessenseenseses 7.17 5.09 3.53 2.47
TOtAl COMSUIMET ....eevvieiieiiieiteeie et et e eeete et e e e sebeesbeeseaeebeeseseenseenenas 1.02 1.00 42 .64
TOtAl JOANS ..ottt ettt et et esa b sse e nes 1.64 1.14 .68 93
Net charge-offs:?
COMMETCIALD ...t eeeae 596% 621% 847% 1,127%
CONSUIMICT ....vvveeivieieieeieeetteeieeete e teessbeeseestaeeseessaeesseesssessseesssasnseesssesnseenses 249 268 159 241
Total net charge-0ffs.......cooeiiiiiiriiie e 479 482 472 643
Nonperforming loans:"®
COMMETCIAL......vevieiieiieieeieie ettt ettt ste e e te e s esaeseessesseenaeseas 150% 283% 160% 213%
COMSUITIET ....vvivveeteeeteteetreete et e eteete et e steeseesteesaesteessestsesseessenseesseseensesseenseses 42 47 19 29
Total nonperforming loans ...........cocevererererienieneieeee e 103 134 67 92
(M Ratios exclude loans held for sale as these loans are carried at the lower of amortized cost or fair value.
@ Ratios at June 30, 2020 and March 31, 2020 reflect year-to-date net charge-offs, annualized. Ratios at January 1, 2020 and December 31, 2019 reflect full
year net charge-offs for 2019.
6)

Our commercial net charge-off coverage ratio for the year-to-date periods ended June 30, 2020 and March 31, 2020 and year ended December 31, 2019 was
71 months, 75 months and 135 months, respectively. The net charge-off coverage ratio represents the commercial allowance for credit losses at period end

118



HSBC USA Inc.

divided by average monthly commercial net charge-offs during the period. Our commercial net charge-off coverage ratio for January 1, 2020, calculated by
dividing the commercial allowance for credit losses at January 1, 2019 by average monthly commercial net charge-offs during 2019, was 102 months.

@ Represents our commercial and consumer allowance for credit losses, as appropriate, divided by the corresponding outstanding balance of total nonperforming

loans held for investment. Nonperforming loans include accruing loans contractually past due 90 days or more.

See Note 6, "Allowance for Credit Losses," in the accompanying consolidated financial statements for a rollforward of credit
losses by general loan categories for the three and six months ended June 30, 2020 and 2019.

The allowance for credit losses as a percentage of total loans held for investment at June 30, 2020 increased as compared with
March 31, 2020 due to the increase in our allowance for credit losses for the reasons discussed above and a decrease in total loans
held for investment driven primarily by lower commercial loans as a significant portion of commercial lines of credit that were
drawn in March were repaid during the second quarter of 2020. As compared with January 1, 2020, the allowance for credit losses
as a percentage of total loans held for investment increased as the increase in our allowance for credit losses for the reasons
discussed above outpaced an increase in total loans held for investment driven primarily by higher commercial loans.

The allowance for credit losses as a percentage of net charge-offs at June 30, 2020 was relatively flat as compared with both March
31, 2020 and January 1, 2020 as the increase in our allowance for credit losses for the reasons discussed above was offset by an
increase in dollars of net charge-offs driven by higher charge-offs in our commercial loan portfolio and, to a lesser extent, our
consumer loan portfolio.

The allowance for credit losses as a percentage of nonperforming loans held for investment at June 30,2020 decreased as compared
with March 31, 2020 as an increase in nonperforming loans driven by higher nonperforming loans in our commercial loan portfolio,
and to a lesser extent, our consumer loan portfolio outpaced the increase in our allowance for credit losses for the reasons discussed
above. As compared with January 1, 2020, the allowance for credit losses as a percentage of nonperforming loans held for investment
increased as the increase in our allowance for credit losses for the reasons discussed above outpaced an increase in nonperforming
loans driven by higher nonperforming loans in our commercial loan portfolio, and to a lesser extent, our consumer loan portfolio.

Delinquency The following table summarizes dollars of two-months-and-over contractual delinquency and two-months-and-over
contractual delinquency as a percentage of total loans ("delinquency ratio"):

June 30, 2020 March 31, 2020 December 31, 2019
Delinquent  Delinquency  Delinquent  Delinquency  Delinquent  Delinquency
Loans Ratio Loans Ratio Loans Ratio

(dollars are in millions)

Commercial.........oooeeeeeeeeeeeeeeee e $ 43 08% $ 27 04% $ 41 .08%
Consumer:
Residential mortgages™® ..........cccooovvvinnn 413 2.26 364 2.02 350 1.96
Home equity mortgages"® ...........ccccocce.... 27 3.41 26 3.19 25 2.93
Credit cards ......ceeeveeeerieeiereeeeeee e 38 3.23 39 3.00 34 2.42
Other CONSUMET ........ccoovieierrieieereeie e 8 2.61 7 2.10 7 2.47
Total CONSUMET ......oooooooeeeeeeeeeeceee e T 48 236 436 2.13 416 2.04
TOUAL ..o $ 529 73S 463 57§ 457 66

M At June 30, 2020, March 31, 2020 and December 31, 2019, consumer mortgage loan delinquency includes $243 million, $249 million and $256 million,
respectively, of loans that are carried at the lower of amortized cost or fair value of the collateral less costs to sell.

@ The following table reflects dollars of contractual delinquency and delinquency ratios for interest-only loans and adjustable rate mortgage loans:

June 30, 2020 March 31, 2020 December 31, 2019
Delinquent  Delinquency  Delinquent  Delinquency  Delinquent  Delinquency
Loan Ratio Loan Ratio Loan Ratio

(dollars are in millions)
Interest-only 10ans ..........c.ccceveerervecnniecnneeeens $ 34 1.00% $ 33 99% $ 32 95%
ARM loans 191 1.48 149 1.17 142 1.14

Compared with March 31, 2020 and December 31, 2019, our two-months-and-over contractual delinquency ratio increased 16
basis points and 7 basis points, respectively, due primarily to higher dollars of delinquency in our consumer loan portfolio. While
dollars of delinquency in our commercial loan portfolio were higher and contributed to the increase compared with March 31,
2020, they were relatively flat compared with December 31, 2019.

Our commercial loan two-months-and-over contractual delinquency ratio increased 4 basis points compared with March 31, 2020
and was flat compared with December 31, 2019. The increase compared with March 31, 2020 was due primarily to higher dollars
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of delinquency driven by the deterioration of economic conditions caused by the COVID-19 pandemic and, to a lesser extent,
lower outstanding loan balances as a significant portion of lines of credit that were drawn in March were repaid during the second
quarter of 2020.

Compared with March 31, 2020 and December 31, 2019, our consumer loan two-months-and-over contractual delinquency ratio
increased 23 basis points and 32 basis points, respectively, due primarily to higher dollars of delinquency in residential mortgages
driven by the deterioration of economic conditions caused by the COVID-19 pandemic as some customers did not seek forbearance
relief or became 60 days delinquent prior to seeking forbearance relief.

Net Charge-offs of Loans The following table summarizes net charge-off (recovery) dollars as well as the net charge-off (recovery)
of loans for the period, annualized, as a percentage of average loans, excluding loans held for sale, ("net charge-off ratio"):

Three Months Ended June 30, Six Months Ended June 30,
2020 2019 2020 2019
Net Net Net Net Net Net Net Net
Charge-off Charge-off Charge-off Charge-off Charge-off Charge-off Charge-off Charge-off
Dollars Ratio Dollars Ratio Dollars Ratio Dollars Ratio
(dollars are in millions)
Commercial:
Business and corporate
banking .........cceceeeverveevennenns $ 54 1.10% $ 1 .03% $ 64 T5% $ 3 .04%
Global banking............c.......... — — 3 .06 19 .19 3 .03
Other commercial................... ) (.08) — — ) (.04) — —
Total commercial.................... 53 37 4 .03 82 31 6 .02
Consumer:
Residential mortgages ............ ?2) (.04) — — 5) (.06) 2 .02
Home equity mortgages ......... ()] (.50) — — 1) (.25) — —
Credit cards .......ccoccvevvvervennnnne. 25 8.30 11 4.06 45 6.99 22 4.18
Other consumer ...................... 1 1.40 1 1.53 3 2.20 2 1.65
Total consumer ....................... 23 45 12 24 42 41 26 .26
Total ..occvveieeiieieeeee e, $ 76 39 $ 16 09 $ 124 33 $ 32 .09

Our net charge-off ratio as a percentage of average loans increased 30 basis points and 24 basis points during the three and six
months ended June 30, 2019, respectively, due primarily to higher levels of net charge-offs in our commercial loan portfolio driven
by the deterioration of two corporate banking loans and, in the year-to-date period, the sale of a global banking loan during the
first quarter of 2020. Also contributing to the increases was higher levels of net charge-offs in our consumer loan portfolio due
primarily to higher charge-offs in credit cards reflecting growth in average balances due to increased customer activity and product
promotions.
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Nonperforming Loans The following table summarizes nonperforming loans, including nonaccrual loans and accruing loans
contractually 90 days or more past due, as well as nonperforming loans as a percentage of total loans ("nonperforming ratio"):

June 30, 2020 March 31, 2020 December 31, 2019
Nonperforming Nonperforming Nonperforming Nonperforming Nonperforming Nonperforming
Loans Ratio Loans® Ratio Loans® Ratio

(dollars are in millions)

Commercial..........ccoevvvveveneennnn. $ 656 1.26% $ 257 42% $ 238 .49%
Consumer:
Residential mortgages®®®. 428 2.34 370 2.05 381 2.14
Home equity mortgages®®. 38 4.80 38 4.67 46 5.39
Credit Cards ........ccceeveeevenne 28 2.38 28 2.15 24 1.71
Other consumer.................... 3 .98 2 .60 5 1.77
Total consumer..................... —497 2.42 —438 2.14 456 2.24
Total ..o $ 1,153 1.59 $ 695 85 8 694 1.01
Other real estate owned® ......... $ 4 $ 6 $ 10

M See Note 5, "Loans," in the accompanying consolidated financial statements for a breakout of nonaccrual loans and accruing loans contractually 90 days or

more past due. At June 30, 2020, March 31, 2020 and December 31, 2019, total nonperforming loans include $34 million, $32 million and $30 million,
respectively, of accruing loans contractually 90 days or more past due, primarily credit cards.

@ At June 30, 2020, March 31, 2020 and December 31, 2019, nonperforming consumer mortgage loans include $293 million, $286 million and $289 million

respectively, of loans that are carried at the lower of amortized cost or fair value of the collateral less cost to sell.

©®  Nonperforming consumer mortgage loans held for investment include all loans which are 90 or more days contractually delinquent as well as loans discharged

under Chapter 7 bankruptcy and not re-affirmed and second lien loans where the first lien loan that we own or service is 90 or more days contractually
delinquent.

@ Nonperforming consumer mortgage loans for all periods does not include guaranteed loans purchased from the Government National Mortgage Association.

Repayment of these loans is predominantly insured by the Federal Housing Administration and as such, these loans have different risk characteristics from
the rest of our customer loan portfolio.

©®  Includes $1 million or less of commercial other real estate owned at June 30, 2020, March 31, 2020 and December 31, 2019.

Our nonperforming loan ratio increased 74 basis points and 58 basis points compared with March 31, 2020 and December 31,
2019, respectively, due primarily to higher nonperforming loans driven by higher nonperforming loans in our commercial loan
portfolio, and to a lesser extent, our consumer loan portfolio.

Compared with March 31, 2020 and December 31, 2019, our commercial nonperforming loan ratio increased 84 basis points and
77 basis points, respectively, due primarily to higher nonperforming loans reflecting downgrades driven by the deterioration of
economic conditions caused by the COVID-19 pandemic. While outstanding loan balances were lower as a significant portion of
lines of credit that were drawn in March were repaid during the second quarter of 2020 and contributed to the increase compared
with March 31, 2020, they were higher and partially offset the increase compared with December 31, 2019.

Our consumer nonperforming loan ratio increased 28 basis points and 18 basis points compared with March 31, 2020 and
December 31, 2019, respectively, due primarily to higher nonperforming loans in residential mortgages driven by the deterioration
of economic conditions caused by the COVID-19 pandemic as some customers did not seek forbearance relief or were placed on
nonaccrual status prior to seeking forbearance relief.

Our policies and practices for problem loan management and placing loans on nonaccrual status are summarized in Note 2,
"Summary of Significant Accounting Policies and New Accounting Pronouncements," in our 2019 Form 10-K, as updated for
COVID-19 related loan modifications in Note 5, "Loans," in the accompanying consolidated financial statements.

Concentration of Credit Risk A concentration of credit risk is defined as a significant credit exposure with an individual or group
engaged in similar activities or affected similarly by economic conditions. We enter into a variety of transactions in the normal
course of business that involve both on and off-balance sheet credit risk. Principal among these activities is lending to various
commercial, institutional, governmental and individual customers throughout the United States and internationally. We manage
the varying degrees of credit risk associated with on and off-balance sheet transactions through specific credit policies and
procedures which provide for a strict approval, monitoring and reporting process. It is our policy to require collateral when it is
deemed appropriate. Varying degrees and types of collateral are secured depending upon management's credit evaluation.

Our consumer loan portfolio includes the following types of loans:

* Interest-only loans — A loan which allows a customer to pay the interest-only portion of the monthly payment for a period
of time which results in lower payments during the initial loan period.
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*  Adjustable rate mortgage ("ARM") loans — A loan which allows us to adjust pricing on the loan in line with market
movements.

The following table summarizes the balances of interest-only and ARM loans in our loan portfolios at June 30, 2020 and
December 31, 2019. Each category is not mutually exclusive and loans may appear in more than one category below.

June 30, December 31,

2020 2019
(in millions)
Interest-only residential mortgage and home equity mortgage 10ans ...........cccceeeveereiieiinenenienene $ 3,448 $ 3,362
ARM L0808 ..ottt 12,915 12,487

@ During the remainder of 2020 and during 2021, approximately $201 million and $851 million, respectively, of the ARM loans will experience their first

interest rate reset.
The following table summarizes the concentrations of first and second liens within the outstanding residential mortgage and home
equity mortgage portfolios. Amounts in the table exclude residential mortgage loans held for sale of $44 million and $77 million
at June 30, 2020 and December 31, 2019, respectively.

June 30, December 31,
2020 2019

(in millions)

Closed end:
FIEST TIOI .ttt ettt sttt ettt et et eb e bbbt b b e $ 18,281 $ 17,801
NTCTTe) 4T B TS o PRI 32 35
REVOIVINE ..ot e e ee e 760 818
1G] 7 | ORI $ 19,073 $ 18,654
(1)

A majority of revolving are second lien mortgages.

Geographic Concentrations The following table reflects regional exposure at June 30, 2020 and December 31, 2019 for our real
estate secured loan portfolios:

Commercial Residential
Real Estate, Mortgages and
including Home Equity
Construction Loans Mortgages

June 30, 2020

INEW YOTK SEALE ....viiiiiiiieeiie ettt ettt ettt te e s eebeestbeesbeestaessbeessnesnsaessneenseenes 27.7% 30.5%

(O 1 1T o) a1V I TSRS 23.2 45.6

North Central United StatesS.......ceceieiiiieiieriieiieeieeieesee et e steesreeseeesreeseeesreessaeeseenes 3.6 1.6

North Eastern United States, excluding New York State..........ccccoeeiecinenininicncnenenn 7.6 7.7

Southern UnNited StAteS .........cccveeciieiieeiieiiecieesee et ettt esee e seeesveeseeesaeessaeeseeneee s 31.2 9.6

Western United States, excluding California............cocooeverenenienienienninncicncncneeen 6.7 5.0
TOTAL ..ottt ettt ettt ettt ettt st et e te e b e te et e e ta e reertebeearereenes 100.0% 100.0%
December 31, 2019

INEW YOTK SEALE ....vieiiieiieiie ettt ettt e et e e sta e ebeestaessbeessaesnseessnesnseenes 29.9 % 31.1%

L 1 1T o) o 1V TR 21.6 44.6

North Central United STates.........cvevvierieviiiiieiiieeie ettt sre e 3.5 1.8

North Eastern United States, excluding New York State...........ccccceevecereniencnienicncnnens 7.4 7.7

Southern United StAteS .......c.coiiieiieieiiieiesieeieee ettt ae e esse e essesreens 32.2 10.0

Western United States, excluding California.........c..cocevevenenencnienicnninincnncncneeen 54 4.8
TOTAL .ottt ettt ettt ettt et te b e e te e b e re et e te e b e aa e b e eteenbeeree b e ereebeenes 100.0 % 100.0 %
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Commercial Credit Exposure Our commercial credit exposure is diversified across a broad range of industries. Commercial loans
outstanding and unused commercial commitments by industry are presented in the table below:

June 30, 2020 December 31, 2019
Unused Unused
Commercial Commercial Commercial Commercial
Utilized Commitments Utilized Commitments

(in millions)

REAL ESLALC ...evvevieeieiieiecieei ettt ettt eseenne e $ 9,586 $ 2,457 $ 9,200 $ 3,115
Diversified financials...........coceeoieieriiieni e 8,360 12,070 9,247 12,562
CONSUIMET SCTVICES ...vvevveveeerieriereereesteeseesseesaesseesessesssessaessesseessesseessenss 5,349 3,551 4,601 3,347
REtATIING ..ottt sttt 2,970 4,758 2,413 4,143
ENETEY ..ot e 2,804 6,567 2,560 6,337
Capital SOOAS ..c.evieeeiieiiieirie e 2,663 5,898 2,189 9,579
Commercial and professional SErvices.........cccceceverererenenienenieneennes 2,548 4,669 2,101 5,072
CREMUCALS.......oivieeiiiieiectect ettt ettt ettt re e 2,175 3,632 2,197 3,879
Consumer durables and apparel...........ccovevveriicierincieiieieceeeeeenene 2,111 2,539 1,649 3,367
Technology hardware and equipment.............cooceverreiieienieiieieene 1,581 6,270 1,531 6,520
SOftWare and SEIVICES .........evererierierierieieieteteieeee e 1,185 1,505 910 1,861
Health care equipment and SEIVICES........c.ceceeererererenerenrenenieneenenne 1,035 1,684 898 1,780
Automobiles and COMPONENLS.........cveiririririririnene e 1,023 465 454 1,183
Semiconductors and semiconductor equipment.............ccceeeereereeenennne. 925 1,387 991 1,506
Construction Materials ..........ccoeevveeeiiiieeciecri e 809 436 442 1,070
U@ ..ottt 776 1,475 607 812
Food and staples retailing ..........cccceveereeieireninincnesiese e 766 2,344 654 2,322
TTanSPOTALION .....covevueruiriietirienietetet ettt 711 607 447 935
Food, beverage and toDACCO.........cccevvieieriieieiieiecieeee e 667 2,755 565 2,884
Metals and MINING........coveerererienierieieieeeteeeeee e eeeae 662 903 517 1,185
Total commercial credit exposure in top 20 industries'” ................... 48,706 65,972 44173 73,459
Al Other INAUSIIIES.....coiiiieeiiiie e eenes 1,642 13,052 1,695 13,430
Total commercial credit exposure™ ............o.ccovovverveeeereeeeeseereens $ 50348 $ 79,024 $§ 45868 $ 86,889

M Based on utilization at June 30, 2020.

@ Excludes commercial credit exposures with affiliates.
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Credit Risks Associated with Derivative Contracts Creditrisk associated with derivatives is measured as the net replacement cost
of derivative contracts in a receivable position in the event the counterparties of such contracts fail to perform under the terms of
those contracts. In managing derivative credit risk, both the current exposure, which is the replacement cost of contracts on the
measurement date, as well as an estimate of the potential change in value of contracts over their remaining lives are considered.
Counterparties to our derivative activities include financial institutions, central clearing parties, foreign and domestic government
agencies, corporations, funds (mutual funds, hedge funds, etc.), insurance companies and private clients as well as other HSBC
entities. These counterparties are subject to regular credit review by the credit risk management department. To minimize credit
risk, we may enter into legally enforceable master netting agreements which reduce risk by permitting the closeout and netting of
transactions with the same counterparty upon occurrence of certain events. In addition, we reduce credit risk by obtaining collateral
from counterparties. The determination of the need for and the levels of collateral will differ based on an assessment of the credit
risk of the counterparty and/or regulatory requirements.

The total risk in a derivative contract is a function of a number of variables, such as:

« volatility of interest rates, currencies, equity or corporate reference entity used as the basis for determining contract

payments;

e current market events or trends;

e country risk;

e maturity and liquidity of contracts;

«  creditworthiness of the counterparties in the transaction;

* the existence of a master netting agreement among the counterparties; and

» existence and value of collateral received from counterparties to secure exposures.
The table below presents total credit risk exposure calculated using the general risk-based capital rules of the Basel 111 Standardized
Approach which includes the net positive mark-to-market of the derivative contracts plus any adjusted potential future exposure
as measured in reference to the notional amount. The regulatory capital rules recognize that bilateral netting agreements reduce
credit risk and, therefore, allow for reductions of risk-weighted assets when netting requirements have been met and collateral
exists. As a result, risk-weighted amounts for regulatory capital purposes are a portion of the original gross exposures. Furthermore,
many contracts contain provisions that allow us to close out the transaction if the counterparty fails to post required collateral. In

addition, many contracts give us the right to break the transactions earlier than the final maturity date. As a result, these contracts
have potential future exposures that are often much smaller than the future exposures derived from the regulatory capital rules.

June 30, December 31,
2020 2019

(in millions)

Risk associated with derivative contracts:

Total credit TISK EXPOSUIE.......icuiiiieieriieieeeete ettt et et et e et et e s st esaesseebesseensesseensesssenseensenseenes $ 29,160 $ 33,076
Less: collateral held against EXPOSUIE.........cooueruiiiiriieiiinieie ettt sttt et see e 6,903 7,704
INEt CIedit TISK EXPOSULE ...eeuvieeieiieiieiieierieete st etesttete st eteeseestesseesteeseesseeseesseansesseensesseensesseensesseensesseens $ 22257 § 25372

Liquidity and Capital Resources

Effective liquidity management is defined as ensuring we can meet customer loan requests, customer deposit maturities/withdrawals
and other cash commitments efficiently under both normal operating conditions and under unpredictable circumstances of industry
or market stress. To achieve this objective, we have guidelines that require sufficient liquidity to cover potential funding requirements
and to avoid over-dependence on volatile, less reliable funding markets. Guidelines are set for the consolidated balance sheet of
HSBC USA to ensure that it is a source of strength for our regulated, deposit-taking banking subsidiary, as well as to address the
more limited sources of liquidity available to it as a holding company. Similar guidelines are set for HSBC Bank USA to ensure
that it can meet its liquidity needs in various stress scenarios. Cash flow analysis, including stress testing scenarios, forms the basis
for liquidity management and contingency funding plans.

During the first half of 2020, the COVID-19 pandemic caused disruption to the financial markets as well as business and economic
activity. We continue to actively monitor and control our liquidity and funding risk in accordance with HSBC policy. See "Risk
Management" in this MD&A for further discussion of our approach towards liquidity and funding risk management, including
information regarding the key measures employed to define, monitor and control our liquidity and funding risk. To date, we have
not experienced any significant impact to our liquidity or funding capabilities as a result of this disruption. While there was elevated
commercial loan demand in March as clients drew on their available lines of credit during the deterioration in economic conditions,
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we actively raised deposits, short-term borrowings in the form of securities sold under repurchase agreements, and borrowed from
the FHLB in order to support the elevated client demand for loans while maintaining adequate liquidity and increasing cash. In
addition, a significant portion of the commercial lines of credit that were drawn in March were repaid during the second quarter
0f 2020. We continuously monitor the impact of market events on our liquidity positions and will continue to adapt our framework
as necessary to reflect market events.

Interest Bearing Deposits with Banks totaled $17,734 million and $2,038 million at June 30, 2020 and December 31, 2019,
respectively, of which $17,440 million and $1,801 million, respectively, were held with the Federal Reserve Bank. Balances may
fluctuate from period to period depending upon our liquidity position at the time and our strategy for deploying liquidity. Surplus
interest bearing deposits with the Federal Reserve Bank may be deployed into securities purchased under agreements to resell or
other investments depending on market conditions and the opportunity to maximize returns.

Federal Funds Sold and Securities Purchased under Agreements to Resell totaled $29,255 million and $17,838 million at June 30,
2020 and December 31, 2019, respectively. Balances may fluctuate from period to period depending upon our liquidity position
at the time and our strategy for deploying liquidity.

Trading Assets includes securities totaling $18,987 million and $23,488 million at June 30, 2020 and December 31, 2019,
respectively. See "Balance Sheet Review" in this MD&A for further analysis and discussion on trends.

Securities includes securities available-for-sale and securities held-to-maturity totaling $53,303 million and $48,956 million at
June 30,2020 and December 31,2019, respectively. See "Balance Sheet Review" in this MD&A for further analysis and discussion
on trends.

Short-Term Borrowings totaled $6,102 million and $3,659 million at June 30, 2020 and December 31, 2019, respectively. See
"Balance Sheet Review" in this MD&A for further analysis and discussion on short-term borrowing trends.

Deposits totaled $156,033 million and $119,693 million at June 30, 2020 and December 31, 2019, respectively, which included
$128,198 million and $95,253 million, respectively, of core deposits as calculated in accordance with FFIEC guidelines. See
"Balance Sheet Review" in this MD&A for further analysis and discussion on deposit trends.

Long-Term Debt decreased to $25,746 million at June 30, 2020 from $26,697 million at December 31, 2019. The following table
presents the maturities of long-term debt at June 30, 2020:

(in millions)

2020 1ttt ettt ettt ettt et et et et et sttt ertetteteeteete b e ebe b e b e b e st eateatesbertetsetseteeteeseeheeae s e b e b et eatesbertertessereereereere e $ 4,413
202 ] ettt ettt et e ettt ettt eteeteeteeteeteete et et et et et enteneeateateteereeteeteeteeteeteete et et et et et ersereeaeereereens 6,072
2022 ettt ettt ettt ettt et e be b et et st e st et b est st et e et e Rt s e eh e b e b eabenbentestes s en s eRtas s eRe e Rt eR e heeReehenbesbe st enbesbentesteseeseeneeseesens 5,276
2023 ettt ettt et et b et et sttt etterteteeteehe et e ebe et e b eabeabenteat et b esteasetsereeteeteeteeae et e b e b et eatesbentertessereereereere e 1,272
2024 ettt ettt ettt ettt eteeteete et et et et et et ent et eaeeateteeteeteete et e eteete et et et et et ersereereereereens 1,395
TETEATIET .....veeeie ettt ettt e bt e tt e e b e e s taeeabe e tseeabeeatseesbeaesaeeabeeseseeaseessseenssensseenbaeeabeenreesabeeraenarean 7,318
TOTAL ..ttt ettt et e et e et e e ae e eteeebeeetae e aeeetaeeteeeteeeebeeetaeeteeeabeeaeeetreeataeeateeteeenbeeteeeareereeaaren $ 25,746

The following table summarizes issuances and retirements of long-term debt during the six months ended June 30, 2020 and 2019:

Six Months Ended June 30, 2020 2019

(in millions)
LoNg-term debt ISSUEH.........oevivieieieeeteeieeeeteeceeee ettt ettt ettt es ettt es st s st et et eess et esesennanne $ 6350 $ 2,928
Long-term debt 1@PAIA. ... ...ooieiieieeie ettt sttt et r et e ne et s (3,656) (4,294)
Net long-term debt iSSUSA (TEPAIA).....ecveruierieriieieeieiieiee ettt ettt e e eaebeesbesseessesseensesseenses $ 2,694 § (1,366)

See "Balance Sheet Review" in this MD&A for further analysis and discussion on long-term debt trends, including additional
information on debt issued and repaid during the six months ended June 30, 2020.

Under our shelf registration statement on file with the SEC, we may issue certain securities including debt securities and preferred
stock. We satisfy the eligibility requirements for designation as a "well-known seasoned issuer," which allows us to file a registration
statement that does not have a limit on issuance capacity. The ability to issue under the registration statement is limited by the
authority granted by the Board of Directors. During the first half of 2020, due to an anticipated decrease in utilization of the shelf
registration statement, the Board of Directors approved a reduction in the amount we are authorized to issue from $30,000 million
atDecember 31,2019 to $25,000 million, of which $13,883 million was available at June 30, 2020. HSBC Bank USA has a $40,000
million Global Bank Note Program that provides for the issuance of subordinated and senior notes, of which $13,127 million was
available at June 30, 2020. We anticipate using the Global Bank Note Program more in the future as part of our efforts designed
to minimize overall funding costs while accessing diverse funding channels.
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Asamember of the FHLB and the Federal Reserve Bank of New York, we have secured borrowing facilities which are collateralized
by loans and investment securities. At June 30, 2020, long-term debt included $5,750 million of borrowings from the FHLB facility.
Based upon the amounts pledged as collateral under these facilities, we have additional borrowing capacity of up to $8,448 million.

Preferred Equity See Note 18, "Preferred Stock," in our 2019 Form 10-K for information regarding all outstanding preferred
share issues.

Common Equity During the six months ended June 30, 2020, HSBC USA did not receive any cash capital contributions from its
parent, HSBC North America, and did not make any capital contributions to its subsidiary, HSBC Bank USA.

Capital Ratios In managing capital, we develop targets for common equity Tier 1 capital to risk-weighted assets, Tier 1 capital
to risk-weighted assets, total capital to risk-weighted assets, Tier 1 capital to adjusted quarterly average assets (i.e., the "Tier 1
leverage ratio") and Tier 1 capital to total leverage exposure (i.e., the "supplementary leverage ratio" or "SLR"). Capital targets
are reviewed at least semi-annually to ensure they reflect our business mix and risk profile, as well as real-time conditions and
circumstances. The following table summarizes HSBC USA's Basel III capital ratios calculated as of June 30, 2020 and
December 31, 2019:

June 30, December 31,
2020 2019
Common equity Tier 1 capital to risk-weighted aSSets ..........ccooieviirieviirieriieee e 13.1% 13.1%
Tier 1 capital to risk-Weighted aSSETS .......couiiiiiiiieiieee e 14.2 14.1
Total capital to riSk-WeIZhted ASSELS ....eeverririeiiieieciieiee ettt ettt sttt enee s enes 17.4 16.3
THEr 1 16VETAZE TAHOM .....oieeeeeeeeeeeeee et 8.1 9.9
Supplementary 1everage ratio™...............coocooviovoeeeeeeeeeeee oo 7.6 6.9

M Adjusted quarterly average assets, the Tier 1 leverage ratio denominator, reflects quarterly average assets adjusted for amounts permitted to be deducted from

Tier 1 capital.

@ Total leverage exposure, the SLR denominator, includes adjusted quarterly average assets plus certain off-balance sheet exposures.

In response to the COVID-19 pandemic, in March 2020, the federal banking agencies issued an interim final rule that provides
the option to transition in the regulatory capital impacts of the new current expected credit loss accounting standard over a five-
year period. HSBC North America and HSBC Bank USA have elected the five-year transition option and, as a result, beginning
in 2020, our capital ratios are reported in accordance with the transition rules in the interim final rule. Accordingly, during 2020
and 2021, we will exclude from regulatory capital the change in retained earnings resulting from adoption of the new accounting
standard on January 1, 2020 as well as 25 percent of the change in the allowance for credit losses recognized between January 1,
2020 and December 31, 2021. Beginning January 1, 2022, the excluded impacts will be phased in to regulatory capital over a
three-year transition period and will be fully reflected at January 1, 2025.

In addition, in April 2020, the FRB issued an interim final rule adopting a temporary change to the calculation of the SLR that
permits bank holding companies such as HSBC North America and HSBC USA, to exclude U.S. Treasury securities and deposits
at Federal Reserve Banks from the denominator of their SLR. This change, which took effect April 1, 2020, will remain in place
until March 31, 2021 and is designed to allow banking institutions to expand their balance sheets to accommodate increased
customer deposits while continuing to provide credit to companies and households. In May 2020, the federal banking agencies
issued an interim final rule that permits depository institutions such as HSBC Bank USA to exclude U.S. Treasury securities and
deposits at Federal Reserve Banks from the denominator of their SLR. This change took effect June 1, 2020 and will remain in
place until March 31, 2021.

We manage capital in accordance with HSBC Group policy. The HSBC North America Internal Capital Adequacy Assessment
Process ("ICAAP") works in conjunction with the HSBC Group's ICAAP. The HSBC North America ICAAP applies to HSBC
Bank USA and evaluates regulatory capital adequacy and capital adequacy under various stress scenarios. Our approach is to meet
our capital needs for these stress scenarios locally through activities which reduce risk. To the extent that local alternatives are
insufficient, as a wholly-owned subsidiary of HSBC, we would seek support from our ultimate parent. Regulatory capital
requirements are based on the amount of capital required to be held, plus applicable capital buffers, as defined by regulations, and
the amount of risk-weighted assets and leverage exposure, also calculated based on regulatory definitions.

We are subject to regulatory capital rules issued by U.S. banking regulators including Basel III (the "Basel III rule"). Under the
Basel 111 rule, there are two methods available to calculate risk-weighted assets, the generally-applicable Standardized Approach
and the Advanced Approaches, which are required in addition to the Standardized Approach for large banking organizations that
meet certain thresholds. In 2019, the FRB and the other federal banking agencies jointly finalized rules to implement the Economic
Growth, Regulatory Relief and Consumer Protection Act ("Relief Act") that tailor the application of the enhanced prudential
standards for large bank holding companies ("BHCs") and foreign banking organizations (the "Tailoring Rules"). The Tailoring
Rules assign each BHC and IHC with $50 billion or more in total U.S. assets into one of five classifications (Categories I through
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IV, and 'other firms') based on its size and four risk-based indicators. Under the Tailoring Rules, HSBC North America and HSBC
Bank USA are subject to Category III standards beginning January 1, 2020 and are no longer considered "Advanced Approaches
banking organizations." However, HSBC North America and HSBC Bank USA remain subject to certain other capital requirements
that were previously applicable only to Advanced Approaches banking organizations, including the SLR and the countercyclical
capital buffer. Prior to adoption of the Tailoring Rules, HSBC North America and HSBC Bank USA had requested and received
regulatory approval to opt out of the Advanced Approaches and therefore have previously calculated and will continue to calculate
their risk-based capital requirements for credit risk solely under the Standardized Approach. The Tailoring Rules also permit
Category III firms and their depository institution subsidiaries to opt-out of the requirement to recognize most elements of
accumulated other comprehensive income ("AOCI") in regulatory capital. As a result, HSBC North America and HSBC Bank
USA, made a one-time election to opt-out of the requirement to include all components of AOCI (with the exception of accumulated
net gains and losses on cash flow hedges related to items that are not carried at fair value on the consolidated balance sheet) in
common equity Tier 1 capital, effective beginning with March 31, 2020 reporting.

Category III firms and their depository institution subsidiaries will also benefit from (i) simpler capital requirements for mortgage
servicing assets, certain deferred tax assets, and investments in the capital of unconsolidated financial institutions, and (ii) a
simplified treatment for the amount of capital issued by consolidated subsidiaries to third parties (generally known as minority
interests) which can be included in regulatory capital. These simplifying amendments were adopted in a separate rulemaking
finalized by the federal banking agencies in 2019 and became effective beginning April 1, 2020 although firms may choose to
apply the simplifications as early as January 1, 2020. As such, HSBC North America and HSBC Bank USA implemented both the
Tailoring Rules and the simplifying amendments beginning with March 31, 2020 reporting. In 2019, the federal banking agencies
also jointly amended the Basel III rule to implement a provision of the Relief Act by reducing the risk weighting applicable to
high-volatility commercial real estate exposures and also finalized a rule to include a revised standardized approach for measuring
counterparty credit risk ("SA-CCR") to calculate total risk-weighted asset amounts for derivative transactions in addition to the
existing current exposure method ("CEM"). These changes also became effective beginning April 1, 2020. The Tailoring Rules
clarify that Category 111 firms and their depository institution subsidiaries are not required to use SA-CCR to measure their derivative
exposure. Instead, they have the option to use either SA-CCR or CEM for their risk-based capital ratios and the SLR. As such,
HSBC North America and HSBC Bank USA have elected not to use SA-CCR at this time, but will continue to evaluate the impact
of adopting SA-CCR in the future.

For additional discussion of the Basel III final rule requirements, including required minimum capital ratios, as well as further
discussion of the Tailoring Rules and other recent regulatory developments and their expected impact see Part I, "Regulation and
Competition - Regulatory Capital and Liquidity Requirements," in our 2019 Form 10-K and also below under the caption, "Other
Regulatory Developments." We continue to review the composition of our capital structure and capital buffers in light of these
developments.

Capital Planning and Stress Testing The FRB requires IHCs and BHCs, including HSBC North America, to comply with the
FRB's capital plan rule and CCAR program, as well as the annual supervisory stress tests conducted by the FRB and annual
company-run stress tests as required under Dodd-Frank (collectively, "DFAST"), as amended by the Relief Act. Under the Tailoring
Rules, HSBC North America as a Category III firm, is no longer subject to a mid-cycle stress testing requirement beginning January
1, 2020 and is now required to disclose its company-run stress test results only every other year. The company-run stress tests are
forward looking exercises to assess the impact of hypothetical macroeconomic baseline and severely adverse scenarios provided
by the FRB, and internally developed scenarios for the company-run exercises, on the financial condition and capital adequacy of
a bank-holding company over a nine quarter planning horizon.

In March 2020, the FRB adopted a final rule on the stress capital buffer ("SCB") which will, among other things, replace the current
fixed 2.5 percent capital conservation buffer with a dynamic, institution-specific risk-based SCB. It is expected that the SCB will
vary in size throughout the economic cycle depending on a firm’s risk exposures and the severity of its stress scenarios. Under the
final rule, the SCB would be recalibrated annually based on the sum of: (i) a firm’s projected losses under the severely adverse
scenario in supervisory stress tests and (ii) four quarters of a firm’s planned future dividends. [f HSBC North America's risk-based
capital ratios were to fall to levels within the SCB, it would become subject to increasing restrictions on their capital distributions
and discretionary bonus payments. The final rule also eliminates the quantitative objection component of CCAR, and instead relies
on the capital rule’s automatic restrictions on capital distributions that are triggered if a firm breaches its buffer requirements. The
SCB will be officially set for each CCAR firm by August 31, 2020 based on 2020 supervisory stress testing results conducted as
part of CCAR, and will become effective October 1, 2020. HSBC North America already utilizes an internal capital assessment
approach that is analogous to the SCB and will continue to review the composition of its capital structures and capital buffers in
light of the final rule. The SCB applies only to HSBC North America; HSBC USA and HSBC Bank USA remain subject to a static
2.5 percent capital conservation buffer.

For further discussion on capital planning and stress testing, including detail regarding the FRB's supervisory assessment as part
of the CCAR process, as well as further discussion of the Tailoring Rules and other recent regulatory developments and their
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expected impact see Part I, "Regulation and Competition - Regulatory Capital and Liquidity Requirements," in our 2019 Form
10-K and also below under the caption, "Other Regulatory Developments."

HSBC North America submitted its latest CCAR capital plan and its latest annual company-run DFAST results in April 2020. In
July 2020, HSBC North America publicly disclosed its latest annual DFAST results. In June 2020, the FRB publicly disclosed its
own DFAST and CCAR results along with aggregated results of a sensitivity analysis aimed at gauging the ongoing economic
impact of the COVID-19 pandemic on CCAR firms. The FRB also announced it will prohibit stock repurchases by CCAR firms
and will require all CCAR firms to limit their common stock dividends to the lesser of (a) the firm's common stock dividends last
quarter and (b) the average of the firm's net income for the four proceeding calendar quarters. These restrictions will continue at
least through September 30, 2020 and could be extended by the FRB quarter-by-quarter. In addition, each CCAR firm, including
HSBC North America, is required to resubmit its capital plan later this year based on additional economic scenarios provided by
the FRB. Stress testing results are based solely on hypothetical adverse stress scenarios and should not be viewed or interpreted
as forecasts of expected outcomes or capital adequacy or of the actual financial condition of HSBC North America. Capital planning
and stress testing for HSBC North America may impact our future capital and liquidity.

While bank holding company regulatory capital compliance is generally performed at the HSBC North America level, and also
separately for HSBC Bank USA, as a bank holding company we are required to meet minimum capital requirements imposed by
the FRB. We present our capital ratios, together with HSBC Bank USA's in Note 16, "Retained Earnings and Regulatory Capital
Requirements," in the accompanying consolidated financial statements.

Other Regulatory Developments

FRB Liquidity Facilities The FRB announced the creation of several facilities aimed at stabilizing the markets, addressing immediate
liquidity concerns, and facilitating lending and other assistance to businesses and individuals affected by shutdowns due to
COVID-19. These programs include, among others, the Money Market Mutual Fund Liquidity Facility, the Term Asset-Backed
Securities Loan Facility, the Commercial Paper Funding Facility, the Primary Market Corporate Credit Facility and the Paycheck
Protection Program Liquidity Facility. We have currently not utilized any of these facilities.

The Volcker Rule The "Volcker Rule" limits the ability of banking entities such as HUSI to sponsor or invest in certain private
equity or hedge funds, or engage in certain types of proprictary trading. See Part I, "Regulation and Competition - The "Volcker
Rule"," in our 2019 Form 10-K. In June 2020, the five regulatory agencies responsible for implementing the Volcker Rule approved
a final rule that makes significant revisions to the "covered funds" provisions of the current implementing regulations. These
revisions include (i) new exclusions for credit funds, venture capital funds, family wealth management vehicles, and client
facilitation vehicles, and an expanded scope for the public welfare fund exclusion; and (ii) revisions to address practical obstacles
to reliance on the existing exclusions for loan securitizations, foreign public funds, and small business investment companies. These
amendments to the Volcker Rule will become effective October 1, 2020. We continue to assess the impact of the amendments on
our operations.

Uncleared Swap Margin Also in June 2020, the U.S. banking regulators approved a final rule that makes significant amendments
to their margin requirements for non-cleared swaps and security-based swaps (together, "swaps") for swap dealers, security-based
swap dealers, major swap participants and major security-based swap participants regulated by the agencies ("Swap Entities") (the
"Margin Rules"). The final rule (1) mostly exempts Swap Entities from needing to collect initial margin ("IM") for swaps with
affiliates; (2) preserves legacy status for swaps that are amended to replace certain interest rate provisions or due to technical
amendments, notional reductions, or portfolio compression exercises; (3) clarifies the time at which IM trading documentation
must be in place; and (4) adds a new compliance phase for IM requirements. The final rule will take effect August 31, 2020. We
are continuing to assess the amendments and their impact on our operations.
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2020 Funding Strategy Our current estimate for funding needs and sources for 2020 are summarized in the following table:

Estimated
Actual July 1
January 1 through Estimated
through December 31, Full Year
June 30, 2020 2020 2020

(in billions)

Increase (decrease) in funding needs:

Net change 1N LOANS .....co.eeveririiriiieeceeete ettt $ 33 5) $ )

Net change in short-term investments and SECUTIHIES .........cccererverererierienieeeieenaenne 31 17 48

Net change in trading and other assets..........cccecvvvivieinienenineneneecccreeeeeee 3 (22) (19)
Total funding NEEAS ........eoveriiriiieieieeee ettt $ 37 % (10) $ 27
Increase (decrease) in funding sources:

Net change in dePOSILS ....cc.evveruirierierieieieieteteeeee ettt $ 36 $ 7 $ 29

Net change in trading and other short-term liabilities...........ccoceeerveniinienniennnen. 2 3 5

Net change in long-term debt...........ccocooiiniiniiiniiceeeeeeeee €)) (6) (7
Total fUNAING SOUICES .....cviviiiiiiiieieieietcee et $ 37 % (10) $ 27

Reductions to trading assets estimated during the July 1 through December 31, 2020 period are mainly related to select Fixed
Income activities which will be consolidated in and operated from Europe to better utilize HSBC's global scale, which allows us
torecord revenue as a business introducer and hold fewer assets on our balance sheet. In addition, we will also exit certain derivative
contracts as part of our restructuring plan. As previously discussed, the timing of our strategic actions may be re-sequenced or
delayed. In light of COVID-19, we continue to reassess our strategic plan and may take additional actions in future periods.

The above table reflects a long-term funding strategy. Daily balances fluctuate as we accommodate customer needs, while ensuring
that we have liquidity in place to support the balance sheet maturity funding profile. Should market conditions deteriorate, we
have contingency plans to generate additional liquidity through the sales of assets or financing transactions. We remain confident
in our ability to access the market for long-term debt funding needs in the current market environment. We continue to seek well-
priced and stable customer deposits. We also continue to sell new agency-eligible mortgage loan originations to third parties.

HSBC Bank USA is subject to significant restrictions imposed by federal law on extensions of credit to, and certain other 'covered
transactions' with HSBC USA and other affiliates. For further discussion, see Part I, "Regulation and Competition - Affiliate
Transaction Restrictions," in our 2019 Form 10-K.

See "Risk Management" in this MD&A for further discussion relating to our liquidity contingency plans and our approach to
liquidity and funding risk management.
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Off-Balance Sheet Arrangements, Credit Derivatives and Other Contractual Obligations

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

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

The following table provides maturity information related to our credit derivatives and off-balance sheet arrangements. Many of
these commitments and guarantees expire unused or without default. In addition, implementation of our business strategy (as
described under the heading "Executive Overview - 2020 Business Update" in our 2019 Form 10-K) will affect our contractual
obligations over time, including with respect to credit derivatives. As a result, we believe that the contractual amount is not
representative of the actual future credit exposure or funding requirements.

Balance at June 30, 2020

Over One Balance at
One Year through Over Five December 31,
or less Five Years Years Total 2019

(in millions)

Standby letters of credit, net of participations(]) ......................... $ 6,661 $§ 2369 $ 121 $ 9,151 § 9,436
Commercial letters of credit........ccoocveviviereiieneiieecieeeee 192 21 10 223 126
Credit derivatives® .............oovveorvverevereseeneee oo 5003 29411 1,146 35,560 38,739
Other commitments to extend credit:
Commercial® .........o.ooiieeeeeee e 20,330 59,096 2,023 81,449 88,191
COMNSUMET ....veiiviiiienieeteetente ettt ettt se e 8,288 — — 8,288 7,906
TOTAL e s e eeee e s s ee s ees e seeeeees $ 40,474 $ 90,897 $ 3,300 $134,671 $ 144,398

M Includes $1,698 million and $1,623 million issued for the benefit of HSBC affiliates at June 30, 2020 and December 31, 2019, respectively.
@ Includes $16,444 million and $18,391 million issued for the benefit of HSBC affiliates at June 30, 2020 and December 31, 2019, respectively.
®  Includes $2,425 million and $1,302 million issued for the benefit of HSBC affiliates at June 30, 2020 and December 31, 2019, respectively.

Other Commitments to Extend Credit Other commitments to extend credit include arrangements whereby we are contractually
obligated to extend credit in the form of loans, participations in loans, lease financing receivables, or similar transactions. Consumer
commitments are comprised of certain unused MasterCard/Visa credit card lines, where we have the right to change terms or
conditions upon notification to the customer, and commitments to extend credit secured by residential properties, where we have
the right to change terms or conditions, for cause, upon notification to the customer. Commercial commitments comprise primarily
those related to secured and unsecured loans and lines of credit.

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

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

»  whether the asset or liability is transacted in an active market with a quoted market price;

* the level of bid-ask spreads;

» alack of pricing transparency due to, among other things, complexity of the product and market liquidity;
»  whether only a few transactions are observed over a significant period of time;

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

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

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

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

be-announced securities, non-callable securities issued by U.S. Government sponsored enterprises and certain foreign government-
backed debt.

Level 2 inputs are those that are observable either directly or indirectly but do not qualify as Level 1 inputs. We classify mortgage
pass-through securities, agency and certain non-agency mortgage collateralized obligations, non-exchange-traded derivative
contracts, asset-backed securities, obligations of U.S. states and political subdivisions, corporate debt securities, certain foreign
government-backed debt, preferred securities, securities purchased and sold under resale and repurchase agreements, precious
metals, certain loans held for sale, residential mortgage loans whose carrying amount was reduced based on the fair value of the
underlying collateral, real estate owned and, beginning January 1, 2020, certain student loans held for investment as Level 2
measurements. Where possible, at least two quotations from independent sources are obtained based on transactions involving
comparable assets and liabilities to validate the fair value of these instruments. We have established a process to understand the
methodologies and inputs used by the third party pricing services to ensure that pricing information meets the fair value objective
and, where appropriate, this pricing data is back-tested to market trade executions. Where significant differences arise among the
independent pricing quotes and the internally determined fair value, we investigate and reconcile the differences. If the investigation
results in a significant adjustment to the fair value, the instrument will be classified as Level 3 within the fair value hierarchy. In
general, we have observed that there is a correlation between the credit standing and the market liquidity of a non-derivative
instrument.

Level 2 derivative instruments are generally valued based on discounted future cash flows or an option pricing model adjusted for
counterparty credit risk and market liquidity. The fair value of certain derivative products is determined using valuation techniques
based on inputs derived from observable indices traded in the OTC market. Appropriate control processes and procedures have
been applied to ensure that the derived inputs are applied to value only those instruments that share similar risks to the relevant
benchmark indices and therefore demonstrate a similar response to market factors.

Level 3 inputs are unobservable estimates that management expects market participants would use to determine the fair value of
the asset or liability. That is, Level 3 inputs incorporate market participants' assumptions about risk and the risk premium required
by market participants in order to bear that risk. We develop Level 3 inputs based on the best information available in the
circumstances. At June 30, 2020 and December 31, 2019, our Level 3 measurements included the following: certain structured
deposits and structured notes for which the embedded credit, foreign exchange or equity derivatives that have significant
unobservable inputs (e.g., volatility or default correlations), asset-backed credit default swaps with certain inputs which are
unobservable, certain corporate debt securities, certain asset-backed securities, individually assessed commercial loans, derivatives
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referenced to illiquid assets of less desirable credit quality and swap agreements entered into in conjunction with the sales of Visa
Class B Shares for which the fair value is dependent upon the final resolution of the related litigation. See Note 19, "Fair Value
Measurements," in the accompanying consolidated financial statements for additional information on Level 3 inputs.

Level 3 Measurements The following table provides information about Level 3 assets/liabilities in relation to total assets/liabilities
measured at fair value at June 30, 2020 and December 31, 2019:

June 30, December 31,

2020 2019

(dollars are in millions)
LeVel 3 @SSCES ) .ottt ettt $ 1,547 $ 1349
Total assets measured at fair Value’® ..o 115,422 98,322
LVl 3 HABIIIES ... 1,432 1,350
Total liabilities measured at fair VAIUE™ ..............cou vt 60,421 55,224
Level 3 assets as a percent of total assets measured at fair value ..........cocevevevcecncieinnninncnceene, 1.3% 1.4%
Level 3 liabilities as a percent of total liabilities measured at fair value ..........cccoecevecencrncnncnncnnnn 2.4% 2.4%

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

@ Includes $1,167 million of recurring Level 3 assets and $380 million of non-recurring Level 3 assets at June 30, 2020. Includes $925 million of recurring

Level 3 assets and $424 million of non-recurring Level 3 assets at December 31, 2019.

®  Includes $114,712 million of assets measured on a recurring basis and $710 million of assets measured on a non-recurring basis at June 30, 2020. Includes

$97,866 million of assets measured on a recurring basis and $456 million of assets measured on a non-recurring basis at December 31, 2019.

Significant Changesin Fair Value for Level 3 Assets and Liabilities See Note 19, "Fair Value Measurements," in the accompanying
consolidated financial statements for information on additions to and transfers into (out of) Level 3 measurements during the three
and six months ended June 30, 2020 and 2019 as well as for further details including the classification hierarchy associated with
assets and liabilities measured at fair value.

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

The unobservable input parameters selected are subject to the internal valuation control processes and procedures. When we
perform a test of all the significant input parameters to the extreme values within the range at the same time, it could result in an
increase of the overall fair value measurement of approximately $28 million or a decrease of the overall fair value measurement
of approximately $11 million at June 30, 2020. The effect of changes in significant unobservable input parameters are primarily
driven by the uncertainty in determining the fair value of credit derivatives executed against certain insurers and certain deal-
contingent forward starting interest rate derivatives.

Risk Management

Overview Managing risk effectively is fundamental to the delivery of our strategic priorities.

We use a comprehensive risk management framework across the organization and across all risk types underpinned by our risk
culture. This framework fosters continuous monitoring, promotes risk awareness and encourages sound operational and strategic
decision-making. It also ensures a consistent approach to identifying, assessing, managing and reporting the risks we accept and
incur in our activities.

Our Board of Directors has the ultimate responsibility for effective management of risk. It is advised on risk matters by the Risk
Committee of the Board of Directors and the Compliance and Conduct Committee. In particular, the Risk Committee of the Board
of Directors advises the Board of Directors on risk appetite and its alignment with our strategy, risk governance and internal controls
as well as high-level risk related matters. Robust risk governance and accountability are embedded throughout our business through
an established framework that helps to ensure appropriate oversight of and accountability for the effective management of risk.

Our material risks The principal risks associated with our operations include the following:

*  Credit risk is the risk of financial loss if a customer or counterparty fails to meet an obligation under a contract;
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*  Capital and liquidity risk is the risk of having insufficient capital, liquidity or funding resources to meet financial obligations
and satisfy regulatory requirements, including pension risk;

*  Market risk is the risk that movements in market factors, such as foreign exchange rates, interest rates, credit spreads,
equity prices and commodity prices, will reduce our income or the value of our portfolios;

*  Resilience risk is the risk that we are unable to provide critical services to our customers, affiliates and counterparties as
a result of sustained and significant operational disruption;

*  Regulatory compliance risk is the risk that we fail to observe the letter and spirit of relevant laws, codes, rules, regulations
and standards of good market practice, which as a consequence incur fines and penalties and suffer damage to our business;

»  Financial crime and fraud risk is the risk that we knowingly or unknowingly help parties to commit or to further potentially
illegal activity, including both internal and external fraud;

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

*  Modelriskis the potential for adverse consequences from business decisions informed by models, which can be exacerbated
by errors in methodology, design or the way they are used.

In the course of our regular risk management activities, we use models to help quantify the risk we are taking. We believe that the
assumptions used in these models are reasonable within the parameters for which the models have been built and calibrated to
operate, but events may unfold differently than what is assumed in the models. Consequently, actual results may differ significantly
from model projections. The severe projections of macroeconomic variables during the current COVID-19 pandemic represent
events outside the parameters for which the models have been built. As a result, adjustments to model outputs to reflect consideration
of management judgment are used with stringent governance in place to ensure appropriate results. Where models do not require
adjustments, enhanced model monitoring confirms models are performing as intended.

See "Risk Management" in MD&A in our 2019 Form 10-K for a more complete discussion of the objectives of our risk management
system as well as our risk management policies and practices. There have been no material changes to our approach to risk
management since December 31, 2019. However, during the first half of 2020, we continued to enhance our risk management by
further simplifying our approach and articulation of risk management through combining our Enterprise Risk Management
Framework and our Operational Risk Management Framework to create a single simplified Risk Management Framework.

Credit Risk Management Credit risk is managed through a robust risk identification and control framework which outlines clear
and consistent policies, principles and guidance for risk managers. Credit risk is monitored using various internal risk management
measures and within limits approved by individuals within a framework of delegated authorities. Our credit risk management
procedures are designed for all stages of economic and financial cycles, including challenging periods of market volatility and
economic uncertainty. As a result of market volatility and economic uncertainty driven by the COVID-19 pandemic, we re-reviewed
the credit ratings assigned to substantially all of our material commercial loans during the first half of 2020. See "Risk Management"
in MD&A in our 2019 Form 10-K for a more complete discussion of our approach to credit risk.

ASU 2016-13 process On January 1, 2020, we adopted the requirements of ASU 2016-13, "Financial Instruments - Credit
Losses" ("ASU 2016-13"). The implementation of ASU 2016-13 represents a significant challenge to our Risk and Finance
functions. The ASU introduces new concepts and measures such as lifetime ECL. Some of these new concepts and measures differ
significantly from the IFRS 9, "Financial Instruments" ("IFRS 9") credit loss reporting that we implemented in 2018 for segment
reporting under the Group Reporting Basis. As a result of ASU 2016-13 adoption, management has additional insight and measures
not previously utilized which, over time, may influence our risk appetite and risk management processes. The ASU 2013-16 process
comprises three main areas:

*  Modeling - The Risk function had pre-existing models developed in conjunction with our IFRS 9 reporting to HSBC. These
models were enhanced or supplemented to address the requirements of ASU 2016-13 such as incorporating forward
economic guidance for a reasonable and supportable forecast period, reversion to historical losses, the expectation for zero
losses under certain conditions, and lifetime ECL for undrawn credit exposures, with the appropriate governance and
independent review. The models vary in complexity and inputs depending upon the size of the portfolio, the amount of
data available and the sophistication of the market concerned.

*  Implementation - A centralized impairment engine has been implemented to perform the lifetime ECL calculation. The
impairment engine receives data, which is subject to a number of validation checks and enhancements, from a variety of
client, finance and risk systems. Once the lifetime ECL calculation has been calculated, there are further data analysis
checks and review and challenge of the results prior to commencing formal governance. Risk and Finance work closely
together throughout the execution of this process.

*  Governance - A Management Review Committee has been established in order to review and approve the results of the

lifetime ECL calculation. The Management Review Committee has representatives from Credit Risk and Finance and is
responsible for final approval of our lifetime ECL for the period. The Chief Credit Officer and the WPB Chief Risk Officer
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share responsibility with the Chief Financial Officer for establishing appropriate levels of allowances for credit losses
inherent in various loan and other portfolios carried at amortized cost.

Capital and Liquidity Risk Management Although our overall approach to capital and liquidity risk management has not changed,
we continuously monitor our capital ratios and the impact of market events on our liquidity positions and will continue to adapt
our frameworks as necessary to reflect market events and the evolving regulatory landscape and view as to best practices. See
"Risk Management" in MD&A in our 2019 Form 10-K for a more complete discussion of our approach to capital and liquidity
risk.

Capital risk See "Liquidity and Capital Resources" in this MD&A for a discussion of our approach to capital risk, including our
capital ratios and regulatory capital requirements.

Liquidity and funding risk As part of our approach towards liquidity and funding risk management, we employ the measures
discussed below to define, monitor and control our liquidity and funding risk in accordance with HSBC policy.

The Basel Committee based Liquidity Coverage Ratio ("LCR") is designed to be a short-term liquidity measure to ensure banks
have sufficient High Quality Liquid Assets ("HQLA") to cover net stressed cash outflows over the next 30 days. At both June 30,
2020 and December 31, 2019, HSBC USA's LCR under the European LCR rule exceeded 100 percent. A LCR of 100 percent or
higher reflects an unencumbered HQLA balance that is equal to or exceeds liquidity needs for a 30 calendar day liquidity stress
scenario. HQLA consists of cash or assets that can be converted into cash at little or no loss of value in private markets. HSBC
North America and HSBC Bank USA are also subject to the U.S. LCR rule and are required to report LCR to U.S. regulators on
a daily basis. The Tailoring Rules reduced the U.S. LCR requirement for Category III firms with weighted short-term wholesale
funding under $75 billion and their depository institution subsidiaries, including HSBC North America and HSBC Bank USA,
from 100 to 85 percent beginning January 1, 2020. As a result, under the U.S. LCR rule, a LCR of 100 percent or higher reflects
an unencumbered HQLA balance that is equal to or exceeds 85 percent of liquidity needs for a 30 calendar day liquidity stress
scenario. During the six months ended June 30, 2020, HSBC Bank USA's LCR under the U.S. LCR rule remained above the 100
percent minimum requirement.

The European calibration of the Basel Committee based Net Stable Funding Ratio ("NSFR"), which is a longer term liquidity
measure with a 12-month time horizon to ensure a sustainable maturity structure of assets and liabilities, is still pending. Therefore,
our calculation of NSFR is based on our current interpretation and understanding of the Basel Committee NSFR guidance, which
may differ in future periods depending on completion of the European calibration and further implementation guidance from
regulators. The Basel NSFR guidance has been interpreted in certain instances to include expected changes from the Capital
Requirements Directive and Regulation, commonly referred to as "CRR2". Our calculation of NSFR will fully follow the CRR2
reporting rules when they are expected to become effective in June 2021. At both June 30, 2020 and December 31, 2019, HSBC
USA's estimated NSFR exceeded 100 percent. A NSFR of 100 percent or more reflects an available stable funding balance from
liabilities and capital over the next 12 months that is equal to or exceeds the required amount of funding for assets and off-balance
sheet exposures. In April 2016, U.S. regulators issued for public comment a proposal to implement the NSFR in the United States,
applicable to certain large banking organizations, including HSBC North America and HSBC Bank USA. The Tailoring Rules
also indicate that an 85 percent NSFR requirement will apply to Category III firms with weighted short-term wholesale funding
under $75 billion and their depository institution subsidiaries, including HSBC North America and HSBC Bank USA, once the
NSFR is finalized. As a result, under the proposed U.S. NSFR rule, a NSFR of 100 percent or more reflects an available stable
funding balance from liabilities and capital over the next 12 months that is equal to or exceeds 85 percent of the required amount
of funding for assets and off-balance sheet exposures. At both June 30,2020 and December 31,2019, HSBC Bank USA's estimated
NSFR, based on our current interpretation and understanding of the proposed U.S. NSFR rule, exceeded 100 percent.

As a Category III firm, HSBC North America remains subject to liquidity stress testing on a monthly basis and related liquidity
buffer and liquidity risk management requirements. HSBC North America and HSBC Bank USA have adjusted their liquidity
profiles to support compliance with these rules. HSBC North America and HSBC Bank USA may need to make further changes
to their liquidity profiles to support compliance with any future rules.

Our liquidity and funding risk management approach includes deposits, supplemented by wholesale borrowing to fund our balance
sheet, and using security sales or secured borrowings for liquidity stress situations in our liquidity contingency plans. In addition,
regulations require banks to retain a portfolio of HQLA. As such, we are maintaining a large portfolio of high quality sovereign
and sovereign guaranteed securities.
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Our ability to regularly attract wholesale funds at a competitive cost is enhanced by strong ratings from the major credit ratings
agencies. The following table reflects the short and long-term credit ratings of HSBC USA and HSBC Bank USA at June 30, 2020:

Moody's S&P Fitch
HSBC USA:
Short-term DOTTOWINES. .....ccveveieieiieiieieieeieeer ettt P-1 A-2 F1+
Long-term/senior debt ..........ccccueiriririiiiiiineneneeereeeeeeeeeee e A2 A- A+
HSBC Bank USA:
Short-term DOITOWINGS. ... .cvieeieieieiieiieiiete ettt eee e P-1 A-1 F1+
Long-term/senior debt ..........ccccoueiiirerinirininene ettt Aa3 A+ AA-

Rating agencies continue to evaluate economic and geopolitical trends, regulatory developments, future profitability, risk
management practices and legal matters, all of which could lead to adverse ratings actions.

In April 2020, Fitch changed the rating outlook for both HSBC USA and HSBC Bank USA to negative from stable following a
similar change in outlook to negative from stable for HSBC. The outlook change reflects the economic disruption driven by the
COVID-19 pandemic. While the outlook changed, Fitch affirmed the long-term credit rating for HSBC USA. Concurrently, Fitch
upgraded the long-term credit rating for HSBC Bank USA by one notch to AA- following a review of HSBC's resolution plan.

In May 2020, S&P downgraded the long- and short-term issuer credit ratings of HSBC USA and HSBC Bank USA by one notch
following a similar rating action for HSBC. The long- and short-term issuer credit ratings of HSBC USA were downgraded to A-
and A-2, respectively, from A and A-1, respectively, while the long- and short-term issuer credit ratings of HSBC Bank USA were
downgraded to A+ and A-1, respectively, from AA- and A-1+, respectively. These rating downgrades reflect S&P's view that the
HSBC Group will not be fully shielded from the global economic downturn resulting from the measures taken against the spread
of COVID-19 and that weaker earnings arising from higher credit charges will be exacerbated by low interest rates. In conjunction
with these downgrades, S&P revised their rating outlooks for HSBC, HSBC USA and HSBC Bank USA to stable from negative.

While these rating actions by Fitch and S&P did not have a material financial impact on our borrowing costs or liquidity, any future
actions could have such an impact. Although we closely monitor and strive to manage factors influencing our credit ratings, there
is no assurance that our credit ratings will not change in the future. At June 30, 2020, there were no pending actions in terms of
changes to ratings on the debt of HSBC USA or HSBC Bank USA from any of the rating agencies.

See "Liquidity and Capital Resources" in this MD&A for further discussion of our liquidity position, including information regarding
our outstanding borrowings, the remaining availability of our debt issuance programs and our funding strategy.

Market Risk Management Exposure to market risk is separated into two portfolios:
»  Trading portfolios comprise positions arising from market-making and warehousing of client-derived positions.

*  Non-trading portfolios comprise positions that primarily arise from the interest rate management of our retail and
commercial banking assets and liabilities and financial investments classified as available-for-sale and held-to-maturity.

We apply similar risk management policies and measurement techniques to both trading and non-trading portfolios. Our objective
is to manage and control market risk exposures to optimize return on risk while maintaining a market profile consistent with our
established risk appetite. See "Risk Management" in MD&A in our 2019 Form 10-K for a more complete discussion of our approach
to market risk.

Value at Risk ("VaR") VaR is a technique for estimating potential losses on risk positions as a result of movements in market rates
and prices over a specified time horizon and to a given level of confidence. The use of VaR is integrated into market risk management
and calculated for all trading positions regardless of how we capitalize them. In addition, we calculate VaR for non-trading portfolios
to have a complete picture of risk. VaR measures are calculated to a 99 percent confidence level and use a one-day holding period.

Trading portfolios Trading VaR generates from the Global Markets unit of the GB&M business segment. Portfolios are mainly
comprised of foreign exchange products, interest rate swaps, credit default swaps and precious metals (i.e., gold, silver, platinum)
in both North America and emerging markets.
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The following graph summarizes daily VaR for our trading portfolios at a 99 percent confidence level (in millions):

18 1

16 -

14 -

12 A

o | Trading VaR

8 -

6 4

44

24

0 : : ; : : ;

Dec-19 Jan-20 Feb-20 Mar-20 Apr-20 May-20 Jun-20
The following table summarizes our trading VaR for the six months ended June 30, 2020:

Foreign
exchange and Portfolio
commodity Interest rate Credit Spread Diversification” Total®
(in millions)

At June 30,2020 ..o $ 1 3 9 $ 4 3 “ 3 10
Six Months Ended June 30, 2020

AVEIAZE ...t 2 9 2 “4 9
MaAXIMUM ... 5 14 4 15
MINIMUIM < 1 5 1 6
At December 31,2019 ..o $ 1 9 6 $ 1 $ 2) 3 6

M Portfolio diversification is the market risk dispersion effect of holding a portfolio containing different risk types. It represents the reduction in unsystematic

market risk that occurs when combining a number of different risk types, for example, foreign exchange, interest rate and credit spread, together in one
portfolio. It is measured as the difference between the sum of the VaR by individual risk type and the combined total VaR. A negative number represents the
benefit of portfolio diversification. As the maximum and minimum occur on different days for different risk types, it is not meaningful to calculate a portfolio
diversification benefit for these measures.

@ The total VaR is non-additive across risk types due to diversification effects. For presentation purposes, portfolio diversification of the VaR for trading

portfolios includes VaR-based risk-not-in-VaR.

Back-testing We routinely validate the accuracy of our VaR models by back-testing them against hypothetical profit and loss that
excludes non-modeled items such as fees, commissions and revenues of intra-day transactions from the actual reported profit and
loss. We would expect, under stable market conditions, to see two or three losses in excess of VaR at the 99 percent confidence
level over a one-year period. However, in periods of unstable market conditions, we could see an increase in the number of back-
testing exceptions.

During the six months ended June 30, 2020, we experienced eight loss back-testing exceptions. One loss exception in January was
mainly driven by palladium volatility. Five loss exceptions in March and two loss exceptions in April were primarily due to
intensified market volatility as a consequence of the COVID-19 pandemic.

Despite the high number of loss exceptions, performance of the VaR model was in line with expectations when considered in the
context of the extraordinary market movements observed in March 2020. During the period, market risk continued to be managed
using a complementary set of exposure measures and limits, including stress and scenario analysis.

Non-trading portfolios Non-trading VaR predominantly relates to BSM and represents the potential negative changes in the
investment portfolio market value (which includes available-for-sale and held-to-maturity assets) and associated hedges. Our
investment portfolio holdings are mainly comprised of U.S. Treasury, U.S. Government agency mortgage-backed and U.S.
Government sponsored mortgage-backed securities. Our non-trading VaR exposure is driven by interest rates and agency spread
volatility.
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The following table summarizes our non-trading VaR for the six months ended June 30, 2020:

Portfolio
Interest rate Credit Spread Diversification® Total®

(in millions)

ATJUNE 30, 2020 .......oooviiiiieeeceeeeee e $ 85 § 71 $ a5 $ 81
Six Months Ended June 30, 2020

AVETAZE ..ottt ettt sttt 66 63 (57) 72
MAXIMUI ...ttt te v e e saessaesaeessaesseenseeseenes 109 106 108
Minimum 29 38 46
At December 31,2019 .........cooooviiiiiiiieeeceeeeeee e $ 37 $ 48 $ (18) $ 67

M Refer to the Trading VaR table above for additional information.

The increase in non-trading VaR at June 30, 2020 was due primarily to an increase in volatility of interest rates and U.S. Government
agency credit spreads driven by the COVID-19 pandemic.

Non-trading VaR also includes the interest rate risk of non-trading financial assets and liabilities held by the global businesses and
transfer priced into BSM which has the mandate to centrally manage and hedge it. See below for a broader discussion on how
interest rate risk is managed.

Interest rate risk Various techniques are utilized to quantify and monitor risks associated with the repricing characteristics of our
assets, liabilities and derivative contracts. See "Risk Management" in MD&A in our 2019 Form 10-K for a more complete discussion
of our approach to interest rate risk.

Economic value of equity ("EVE") EVE represents the present value of the banking book cash flows that could be provided to our
equity holder under a managed run-off scenario. An EVE sensitivity represents the change in EVE due to a defined movement in
interest rates. We manage to an immediate parallel upward shock of 200 basis points and an immediate parallel downward shock
of 200 basis points to the market implied interest rates. At both June 30, 2020 and December 31, 2019, our EVE remained within
risk appetite for the up 200 and down 200 basis point interest rate shock scenarios.

Net interest income simulation modeling techniques We utilize simulation modeling to monitor a number of interest rate scenarios
for their impact on projected net interest income. These techniques simulate the impact on projected net interest income under
various scenarios, such as rate shock scenarios which assume immediate market rate movements by 100 basis points, as well as
scenarios in which rates gradually rise or fall by 100 basis points over a twelve month period. In the gradual scenarios, 25 percent
of the interest rate movement occurs at the beginning of each quarter. The following table reflects the impact on our projected net
interest income of the scenarios utilized by these modeling techniques:

June 30, 2020 December 31, 2019

Amount % Amount %

(dollars are in millions)

Estimated increase (decrease) in projected net interest income (reflects projected rate

movements on July 1, 2020 and January 1, 2020, respectively):
Resulting from a gradual 100 basis point increase in the yield curve $ 285 12% § (18) ()%

Resulting from a gradual 100 basis point decrease in the yield curve.......c..coccoceeenennene (102) “@ (25) (1)

Other significant scenarios monitored (reflects projected rate movements on July 1,

2020 and January 1, 2020, respectively):
Resulting from an immediate 100 basis point increase in the yield curve 427 18 (70) 3)

Resulting from an immediate 100 basis point decrease in the yield curve...........c........ 92) “@ (57) (2)

Changes in the sensitivities since December 31, 2019 have been primarily driven by the addition of pay-fixed positions and the
acceleration of expected mortgage prepayments as a result of the significant drop in interest rates. In addition, the sensitivities in
the 'down-shock' scenarios at June 30, 2020 reflect no floors to the shocked market rates. This is a change from the methodology
published in our 2019 Form 10-K, where previously market rates would have been floored to zero when applicable. However,
customer product specific rate floors continue to be recognized where appropriate. The projections do not take into consideration
possible complicating factors such as the effect of changes in interest rates on the credit quality, size and composition of the balance
sheet. Therefore, although this provides a reasonable estimate of interest rate sensitivity, actual results will differ from these
estimates, possibly by significant amounts.

137



HSBC USA Inc.

CONSOLIDATED AVERAGE BALANCES AND INTEREST RATES

The following table summarizes the quarter-to-date and year-to-date average daily balances of the principal components of assets,
liabilities and equity together with their respective interest amounts and rates earned or paid. Net interest margin is calculated by
dividing net interest income by the average interest earning assets from which interest income is earned. Loan interest for the three
and six months ended June 30, 2020 included fees of $19 million and $36 million, respectively, compared with fees of $21 million
and $38 million during the three and six months ended June 30, 2019, respectively.

Three Months Ended June 30, 2020 2019

Average Average
Balance Interest Rate Balance Interest Rate

(dollars are in millions)

Assets:
Interest bearing deposits With Danks ..........ccceoevveininieinienecreeeene $ 28866 $ 8 A1% $ 15870 $ 102 2.58%
Federal funds sold and securities purchased under resale agreements............... 11,117 15 54 5,743 71 4.96
Trading SECULTHES ......cvveueuiiiiiiieieicieetce st 17,738 48 1.09 20,704 67 1.30
SECUTILIES ...ttt ettt et enen 53,497 262 1.97 47,832 298 2.50
Loans:
COMMETCIAL ...ttt sttt 57,944 400 2.78 51,675 552 4.28
Consumer:
Residential MOTTZAZES ....c.eoveveviuiririeirieieiieieie e 18,267 150 3.30 17,459 155 3.56
Home equity MOTTZAZES. ......cvcveuerieueuiiieiiirieieieieeeiereete e es 804 5 2.50 925 12 5.20
Credit CarAS.....c.cvvveueeiieicicierec ettt 1,217 18 5.95 1,085 19 7.02
Other CONSUMET ........cviiiiiiiiiciicei e 285 7 9.88 261 5 7.68
TOtAl CONSUMET ...ttt ettt 20,573 180 3.52 19,730 191 3.88
TOLAL LOAMS ..ottt 78,517 580 2.97 71,405 743 4.17
OBRET ..t 6,415 5 31 3,129 20 2.56
Total interest earning assets.. . $ 196,150 $ 918 1.88% $ 164,683 $ 1,301 3.17%
Allowance for Credit LOSSES ........ccoveueuiririeuiririeieinieieeieieetreetee st seeieeenenene (1,060) (593)
Cash and due from Banks ..........coccccereirinicinneinnececce s 1,119 1,213
OFNET @SSELS....veuieeriiaieteteetet ettt ettt ettt bbbt 14,390 12,793
TOLAL ASSELS ...ttt m m

Liabilities and Equity:
Domestic deposits:

Savings deposits .. -8 62230 $ 71 46% $ 46341 § 115 1.00%

TIME AEPOSIES....cvervriiireeieinteteiirt ettt ettt ettt ettt 30,012 121 1.62 27,769 200 2.89
Other interest bearing dePOSItS .........covuevevirierereririeerinieeireeeree e 21,223 6 11 10,335 53 2.06
Foreign deposits:
Foreign banks dePOSIts ........coerveuerieriiiririeieeriese et 5,137 1 .08 4,122 9 .88
Other interest bearing dePOSItS .........ecveveverieieireieiree et 691 1 58 805 3 1.49
Deposits held fOr SALE .......ccoueueiriiieiririeiirieceeece e — — — 1 — .60
Total interest bearing dePOSItS.........coeveverirerierieierieieeeieiee ettt 119,293 200 .67 89,373 380 1.71
Short-term borrowings 10,795 15 .56 6,977 68 391
Long-term debt........c.ooueiiiiiiiiiiiii e 25,466 162 2.56 31,341 306 3.92
Total interest bearing deposits and debt ...........cccoeeveriiininiinineeeee 155,554 377 97 127,691 754 2.37
Tax liabilities and Other.........c.coieieiiiiiieieie e 496 3 2.43 1,329 7 2.11
Total interest bearing Habilities ..........c.eeeerieueeriniecriniecnecee e $ 156,050 $ 380 98% $ 129,020 $ 761 2.37%
Net interest income/Interest rate SPread ..........eceveveeeererierieinieieienereeeesiereeneas $ 538 90% $ 540 .80%
Noninterest bearing deposits ...........c.cccvoiiiiiiiniiiiiieae 8,106 2747~
Other liabilities 8,169 7,955
TOtAl EQUILY .. 18,274 18,374
TOtal TiaDIlitieS GNA EqUITY .......oo..ooooeeooeeeeoeeeeeeeeee oo $ 210,599 'S 178,096
Net interest margin on average earning assets ...........coceeeeervereereruerereruererennenens - L10% 1.32%
Net interest income to average total aSSetS........c.covueerrueueereercrenniereneneererennenene 1.02% 1.22%
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Six Months Ended June 30, 2020 2019
Average Average
Balance Interest Rate Balance Interest Rate
(dollars are in millions)
Assets:
Interest bearing deposits With banks ...........ccceceeereiirinininieneneeeeecseeene $ 23277 $ 62 S54% $ 16489 $ 216 2.64%
Federal funds sold and securities purchased under resale agreements............... 8,241 48 1.17 5,995 133 4.47
Trading SECULTHIES ......euvvveuiieieiiieieieirietcet ettt ettt ettt et nes 21,472 128 1.20 19,773 130 1.33
SECUITEIES ..vvviievie ettt ettt e e et e et e et e et e eteeeteeeteeeteseeeeenseeneeeenaeennes 52,516 505 1.93 46,919 602 2.59
Loans:
COMIMETCIAL ...ttt et eaeeeaaeanes 54,234 848 3.14 50,860 1,074 4.26
Consumer:
Residential MOTtZAZES ......coceveveuirieieinirieiiiricicertec et 18,143 305 3.38 17,454 312 3.60
Home equity MOTTZAZES......coveveverieieuiriieiiireeietntereiereeteeeereetee s eaesenes 813 14 3.46 942 24 5.14
CIEdit CATAS. .. .oe vttt et e e ens 1,288 38 5.93 1,053 38 7.28
Oher CONSUIMET ...ttt ettt ettt b et nes 273 13 9.58 268 11 8.28
TOLAl COMSUITIET ...ttt ettt et e et eete e e e eaeeeneeeaeesnaeennes 20,517 370 3.63 19,717 385 3.94
TOAL LOANS ...ttt et e e teeeaeeeaeeeneeeaeens 74,751 1,218 3.28 70,577 1,459 4.17
5,980 24 81 3,009 38 2.55
Total interest arning aSSELS.........eeeruruereririerereriruererierereeereereeseseesceseeresessesesenes $ 186,237 $ 1,985 2.14% $ 162,762 $ 2,578 3.19%
Allowance for Credit LOSSES ......vevririeieirieieieteiee ettt (758) (567)
Cash and due from DanKS ............ccooiuiiiiiiiiieiecee et 1,182 1,255
Other assets 13,134 13,049
Total assets m W
Liabilities and Equity: - -
Domestic deposits:
SAVINGS AEPOSIES ....euveviiiieieieietciciret ettt ettt st $ 56,782 $ 179 63% $ 46422 $ 217 .94%
THIME AEPOSILS. c.veeveeieriieieiieteteiete ettt et seesesteseesebeeesessesenens 29,992 285 1.91 25,709 370 2.90
Other interest bearing dePOSItS .........ccvueveririeuererireeerinieciretcernee e 17,353 49 57 10,230 104 2.05
Foreign deposits:
Foreign banks deposits ........cocoueueirieueininieininieiceniee ettt 4,881 5 21 4,125 16 78
Other interest bearing dePOSItS .......c.ccouevevirieeririereerniecireeerne e 726 3 83 784 6 1.54
Deposits held fOr SALE .......cveivieieiiiieiecceeeee e — — — 3 — .59
Total interest bearing dePOSItS........ccovueueririereiririeerinieieenecerere et 109,734 521 95 87,273 713 1.65
ShOTrt-term DOITOWINES ....ccveveviriereiiirieiiiriereiiieeeteeeteteiere ettt 10,676 55 1.04 7,293 130 3.59
Long-term debt......c.c.eviiiiiiirieiiiniiccirct ettt s 25,282 360 2.86 31,371 618 3.97
Total interest bearing deposits and debt ...........coeecevrieioinicinnecnnecceeenes 145,692 936 1.29 125,937 1,461 2.34
Tax liabilities and other . 658 7 2.14 1,243 15 2.43
Total interest bearing liabilities $ 146,350 $ 943 1.30% $ 127,180 $ 1,476 2.34%
Net interest income/Interest rate spread ..............ooeveeiirieiininiininieiniieneeae $ 1,042 .84% $ 1,102 85%
Noninterest bearing dePOSItS ........ccveueeriruereririeeririeieerieieieereeie et 26,898 ~— 23,180 —
Other liabilities 8,149 7,204
TOLAL @QUILY ..ttt ettt ettt ettt ettt 18,398 18,926
Total liabilities and eqUILy .......................coceeueeeeesieierieieeeieeeeieeee e m m
Net interest margin on average €arning assets ...........coeeeervereererrererereererennenene - L12% 1.37%

Net interest income to average total assets 1.05%
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Item 3. Quantitative and Qualitative Disclosures about Market Risk

Information required by this Item is included within Item 2. Management's Discussion and Analysis of Financial Condition and
Results of Operations in the Risk Management section under the caption "Market Risk Management."

Item 4. Controls and Procedures

Evaluation of Disclosure Controls and Procedures We maintain a system of disclosure controls and procedures designed to
ensure that information required to be disclosed by HSBC USA in the reports we file or submit under the Securities Exchange Act
of 1934, as amended (the "Exchange Act"), is recorded, processed, summarized and reported on a timely basis. Our Board of
Directors, operating through its Audit Committee, which is composed entirely of independent non-executive directors, provides
oversight to our financial reporting process.

We conducted an evaluation, with the participation of the Chief Executive Officer and Chief Financial Officer, of the effectiveness
of our disclosure controls and procedures as of the end of the period covered by this report. Based upon that evaluation, the Chief
Executive Officer and Chief Financial Officer concluded that our disclosure controls and procedures were effective as of the end
of the period covered by this report so as to alert them in a timely fashion to material information required to be disclosed in reports
we file under the Exchange Act.

Changes in Internal Control over Financial Reporting There has been no change in our internal control over financial reporting
that occurred during the quarter ended June 30, 2020 that has materially affected, or is reasonably likely to materially affect, our
internal control over financial reporting.

PART II
Item 1. Legal Proceedings

See Note 20, "Litigation and Regulatory Matters," in the accompanying consolidated financial statements for our legal proceedings
disclosure, which is incorporated herein by reference.

Item 1A. Risk Factors

The following discussion supplements the discussion of risk factors affecting us as set forth in Part I, Item 1A. Risk Factors, on
pages 15 - 29 of our 2019 Annual Report on Form 10-K. The discussion of risk factors, as so supplemented, provides a description
of some of the important risk factors that could affect our actual results and could cause our results to vary materially from those
expressed in public statements or documents. However, other factors besides those included in the discussion of risk factors, as
so supplemented, or discussed elsewhere in other of our reports filed with or furnished to the SEC could affect our business or
results. The readers should not consider any description of such factors to be a complete set of all potential risks that we may face.

Risks relating to the impact of COVID-19

The COVID-19 pandemic has had, and continues to have, a material impact on businesses around the world and the economic
environments in which they operate. In March 2020, the United States declared a federal state of emergency in response to the
COVID-19 pandemic, which continues to spread throughout the United States. The outbreak of this virus has disrupted global
financial markets and negatively affected supply and demand across a broad range of industries. There are a number of factors
associated with the outbreak and its impact on global economies including the United States that have had and could continue to
have a material adverse effect on (among other things) the profitability, capital and liquidity of financial institutions such as HUSI.
The circumstances around this pandemic are evolving and will continue to impact our business in future periods.

The COVID-19 pandemic has caused disruption to our customers, suppliers and staff. A number of states in which we operate
have implemented restrictions on the movement of their respective populations, with a resultant significant impact on economic
activity in those states. The pandemic resulted in sheltering in place requirements in many states and municipalities and the
temporary closure of many businesses which only recently have begun to ease as governments have started to lift restrictions. As
aresult, the demand for our products and services has been and may continue to be significantly impacted and could vary by region
or industry sector. Furthermore, it is unclear how the macroeconomic business environment or societal norms may be impacted
after the pandemic. The post-COVID-19 environment may undergo unexpected developments or changes in the financial markets,
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fiscal, tax and regulatory environments as well as customer and corporate client behavior which could have an adverse impact on
our business.

In the United States, the Federal Government has taken action to provide financial support to parts of the economy most impacted
by the COVID-19 pandemic. The details of how these actions will impact our customers and therefore the impact on HUSI continues
to remain uncertain. Furthermore, it is unclear how these actions will ultimately impact the future economic environment, including
inflation, interest rates and foreign exchange and our business. The actions taken by the U.S. Government and the FRB may indicate
a view on the potential severity of a downturn and post recovery environment, which from a commercial, regulatory and risk
perspective could be significantly different to past crises and persist for a prolonged period. An immediate financial impact in
2020 has been higher lifetime ECL driven by a worsening in the economic scenarios used to calculate ECL as well as higher
provisions for risk factors associated with large loan exposures, downgrades reflecting weakness in the financial condition of
certain clients and loan growth as clients drew on their available lines of credit. See Note 6, "Allowance for Credit Losses," in the
accompanying consolidated financial statements for further discussion. In addition, we have provided temporary payment relief
to borrowers who are experiencing short-term financial problems as a result of COVID-19, a risk exists that these short-term
financial problems may become long-term, increasing our risk of credit losses.

Unprecedented movement in economic and market drivers related to the COVID-19 pandemic, dramatically impact the performance
of financial models including retail and wholesale credit loss models, capital models, traded risk models and models used in the
asset/liability management process. This has required additional monitoring and more frequent testing of models, particularly for
credit loss models. It also has resulted in the use of mitigants for model limitations, such as adjustments to model outputs to reflect
consideration of management judgment. The performance and usage of models has been and will continue to be impacted
significantly by the consequences of the COVID-19 pandemic. While it is too early to be entirely certain of the magnitude of
change required for our models, it is likely that capital, credit risk and other models will need to be recalibrated or replaced. The
effectiveness of our models will depend in large part on the depth and length of the economic downturn.

The pandemic has led to a weakening in gross domestic product and significantly higher unemployment in the United States, which
officially entered recession in the second quarter of 2020. In addition, as a result of deteriorating economic conditions, we performed
an interim goodwill impairment test as of March 31, 2020 which resulted in the impairment of the goodwill previously allocated
to our RBWM and PB reporting units. This matter has also resulted in valuation losses associated with certain financial instruments
due to market volatility, which have largely recovered during the second quarter. See "Management's Discussion and Analysis of
Financial Position and Results of Operations." Additionally, in April 2020, Fitch changed the rating outlook for both HSBC USA
and HSBC Bank USA to negative from stable, and in May 2020, Standard & Poor's downgraded the long-term and short-term
issuer credit ratings of HSBC USA and HSBC Bank USA by one notch, following similar ratings actions for HSBC. These change
reflect the economic disruption driven by the COVID-19 pandemic, with Standard & Poor's also noting the HSBC Group's
restructuring plan. See "Management's Discussion and Analysis of Financial Position and Results of Operations - Risk
Management."

The pandemic may not be fully contained until a vaccine and/or widely accepted treatment becomes available, which might not
occur for an extended period of time. Should the current economic conditions persist or deteriorate further, we expect that this
environment will continue to adversely impact our business which could include, but not be limited to, further impacts on our
income due to lower lending and transaction volumes and lower wealth management revenue due to equity markets volatility and
weakness as well as additional credit losses. Other potential risks include the impact of postponed health screenings on the well-
being of our employees, credit rating migration which could negatively impact our risk-weighted assets and capital position, and
potential liquidity stress due, among other factors, to increased customer drawdowns, notwithstanding the significant initiatives
that the U.S. Government and the FRB have put in place to support funding and liquidity. Additionally, interest rates have been
reduced since the start of the COVID-19 pandemic, which has and may continue to compress our margins and reduce our net
interest income. Further, while we have continued to progress our program for transitioning away from interbank offered rates,
including LIBOR, the COVID-19 pandemic is affecting our progress as well as the progress of other market participants. See
"Management's Discussion and Analysis of Financial Position and Results of Operations - Executive Overview."

Central bank and government actions and support measures taken in response to the COVID-19 pandemic may create restrictions
in relation to capital. These may limit management’s flexibility in managing the business and taking action in relation to capital
distribution and capital allocation. In June 2020, the FRB publicly disclosed bank-specific CCAR and DFAST supervisory stress
testing results along with aggregated results of a sensitivity analysis aimed at gauging the ongoing economic impact of the
COVID-19 pandemic on CCAR firms. The FRB also announced that it will prohibit stock repurchases by CCAR firms and will
require all CCAR firms to limit their common stock dividends to the lesser of (a) the firm's common stock dividends last quarter
and (b) the average of the firm's net income for the four preceding calendar quarters. These restrictions will continue at least
through September 30, 2020 and could be extended by the FRB quarter-by-quarter. In order to make common stock distributions,
HSBC North America must maintain capital level in excess of its regulatory capital minimums and its stress capital buffer. In
addition, the FRB has also announced that each CCAR firm, including HSBC North America, must resubmit its capital plan later
this year based on additional economic scenarios provided by the FRB. It is unclear if the FRB will conduct further stress tests in
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connection with its review of CCAR firms' resubmitted capital plans or if the FRB would recalculate the SCB applicable to CCAR
firms based on such stress tests.

In addition, federal and state legislative and regulatory developments in relation to COVID-19 have impacted and may continue
to impact our business and operations by, for example, requiring forbearance on loans, suspensions of foreclosure sales and imposing
restrictions on our ability to charge certain fees. Our participation in these and other measures taken by governments and regulatory
authorities could result in reputational harm and has resulted in, and may continue to result in, litigation, including class actions,
or regulatory and government actions and proceedings. Such actions may result in judgments, settlements, penalties and fines
adverse to HUSI.

Late in the second quarter of 2020, we decided to lift the pause we had put in place in March on the staff reductions relating to
our restructuring plan as COVID-19 restrictions have begun to ease and some businesses began to re-open. Our restructuring plan
is moving forward as planned, including consolidation of our retail branch network and wholesale and retail middle and back
office functions, each under a single operations structure, and the creation of our Wealth and Personal Banking business which
was completed in the second quarter. While we remain committed to our multi-year strategic plan to re-profile our business, the
timing of the strategic actions as outlined in our 2019 Form 10-K may be re-sequenced or delayed beyond 24 months as the
circumstances around the COVID-19 pandemic continue to develop. We continue to re-assess our strategic plan and may take
additional actions in future periods.

Any and all such events mentioned above could have or continue to have a material adverse effect on our business, financial
condition, results of operations, prospects, liquidity, capital position and credit ratings (including further credit rating agency
changes of outlooks or ratings). The extent of such impact will depend on the outcome of certain developments, including but not
limited to, the duration and the ability to control the spread of the pandemic as well as its continuing impact on our customers,
vendors and employees, all of which are uncertain. To the extent the COVID-19 pandemic continues to adversely affect our
business, results of operations and financial condition, it could also have the effect of increasing the likelihood of many of the
other risks described in Risk Factors in our 2019 Annual Report on Form 10-K.

Item 5. Other Information

Disclosures pursuant to Section 13(r) of the Securities Exchange Act Section 13(r) of the Securities Exchange Act requires each
issuer registered with the SEC to disclose in its annual or quarterly reports whether it or any of its affiliates have knowingly engaged
in specified activities or transactions with persons or entities targeted by U.S. sanctions programs relating to Iran, terrorism, or the
proliferation of weapons of mass destruction, even if those activities are not prohibited by U.S. law and are conducted outside the
U.S. by non-U.S. affiliates in compliance with local laws and regulations.

To comply with this requirement, HSBC has requested relevant information from its affiliates globally. During the period covered
by this Form 10-Q, HUSI did not engage in activities or transactions requiring disclosure pursuant to Section 13(r) other than those
activities related to frozen accounts and transactions permitted under relevant U.S. sanctions programs described under "Frozen
Accounts and Transactions" below. The following activities conducted by our affiliates are disclosed in response to Section 13(r):

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

There was no measurable gross revenue in the second quarter of 2020 under those guarantees and counter indemnities. The HSBC
Group does not allocate direct costs to fees and commissions and, therefore, has not disclosed a separate net profit measure. The
HSBC Group is seeking to cancel all relevant guarantees and counter indemnities, and does not currently intend to provide any
new guarantees or counter indemnities involving Iran. None were cancelled in the second quarter of 2020 and approximately 16
remain outstanding.

Other relationships with Iranian banks Activity related to U.S.-sanctioned Iranian banks not covered elsewhere in this disclosure
includes the matter described below.

The HSBC Group acts as the trustee and administrator for a pension scheme involving eight employees of a U.S.-sanctioned Iranian
bank in Hong Kong. Under the rules of this scheme, the HSBC Group accepts contributions from the Iranian bank each month
and allocates the funds into the pension accounts of the Iranian bank’s employees. The HSBC Group runs and operates this pension
scheme in accordance with Hong Kong laws and regulations. Estimated gross revenue, which includes fees and/or commissions,
generated by this pension scheme during the second quarter of 2020 was approximately $577.
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For the Iranian bank related-activity discussed above, the HSBC Group does not allocate direct costs to fees and commissions and,
therefore, has not disclosed a separate net profit measure.

The HSBC Group has been holding a safe custody box for the Central Bank of Iran. For a number of years, the box has not been
accessed by the Central Bank of Iran, and no fees have been charged to the Central Bank of Iran.

The HSBC Group currently intends to continue to wind down the activity discussed in this section, to the extent legally permissible,
and not enter into any new such activity.

Activity related to U.S. Executive Order 13224 During the second quarter of 2020, the HSBC Group processed a number of small
local currency payments on behalf of U.K. customers to a U.K.-registered charity that is designated under Executive Order 13224,
but that is not sanctioned by the U.K., EU, or the United Nations Security Council.

There was no measurable gross revenue or net profit generated from these transactions.

Other activity The HSBC Group has an insurance company customer in the United Arab Emirates that, during the second quarter
0f 2020, made a payment for the reimbursement of medical treatment to a hospital located in the United Arab Emirates and owned
by the Government of Iran. The HSBC Group processed this payment to the hospital made by its customer.

The HSBC Group exited a customer relationship with the Iranian Embassy in the U.K. in 2013. In the second quarter of 2020, the
HSBC Group made two domestic local currency payments to return funds related to this legacy customer relationship that were
being held in an unclaimed balance account.

For these activities, there was no measurable gross revenue or net profit to the HSBC Group during the second quarter of 2020.

Frozen accounts and transactions The HSBC Group and HSBC Bank USA (a subsidiary of HUSI) maintain several accounts
that are frozen as a result of relevant sanctions programs, and safekeeping boxes and other similar custodial relationships, for
whichno activity, except as licensed or otherwise authorized, took place during the second quarter of 2020. There was no measurable
gross revenue or net profit to the HSBC Group during the second quarter of 2020 relating to these frozen accounts.
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Item 6. Exhibits

3(i)

3(ii)

31

32

101.INS

101.SCH
101.CAL
101.DEF
101.LAB
101.PRE

Articles of Incorporation and amendments and supplements thereto (incorporated by reference to

Exhibit 3(a) to HSBC USA Inc.'s Annual Report on Form 10-K for the year ended December 31, 1999,
Exhibit 3 to HSBC USA Inc.'s Quarterly Report on Form 10-Q for the quarter ended September 30, 2000,
Exhibit 3.2 to HSBC USA Inc.'s Current Report on Form 8-K filed April 4, 2005, Exhibit 3.3 to HSBC USA
Inc.'s Current Report on Form 8-K filed April 4, 2005, Exhibit 3.2 to HSBC USA Inc.'s Current Report on
Form 8-K filed October 14, 2005, Exhibit 3.2 to HSBC USA Inc.'s Current Report on Form 8-K filed

May 22, 2006 and Exhibit 3.2 to HSBC USA Inc.'s Current Report on Form 8-K filed on May 31, 2016).

Bylaws of HSBC USA Inc., as Amended and Restated effective July 24, 2018 (incorporated by reference to
Exhibit 3.2 to HSBC USA Inc.'s Current Report on Form 8-K filed July 26, 2018).

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 Quarterly Report on Form 10-Q for the quarter ended
June 30, 2020, formatted in eXtensible Business Reporting Language ("XBRL") interactive data files: (i) the Consolidated Statement of Income (Loss) for
the three and six months ended June 30, 2020 and 2019, (ii) the Consolidated Statement of Comprehensive Income (Loss) for the three and six months ended
June 30,2020 and 2019, (iii) the Consolidated Balance Sheet at June 30, 2020 and December 31,2019, (iv) the Consolidated Statement of Changes in Equity
for the three and six months ended June 30, 2020 and 2019, (v) the Consolidated Statement of Cash Flows for the six months ended June 30, 2020 and 2019,
and (vi) the Notes to Consolidated Financial Statements.
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Signatures

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, HSBC USA Inc. has duly caused this
report to be signed on its behalf by the undersigned, thereunto duly authorized.

Date: August 3, 2020

HSBC USA INC.

By: /s/ KAVITA MAHTANI
Kavita Mahtani
Senior Executive Vice President and
Chief Financial Officer
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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, Michael Roberts, certify that:

1.

2.

5.

I have reviewed this report on Form 10-Q of HSBC USA Inc.;

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material
fact necessary to make the statements made, in light of the circumstances under which such statements were made, not
misleading with respect to the period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present
in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the
periods presented in this report;

The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting
(as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

a.

designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this report is being prepared;

designed such internal control over financial reporting, or caused such internal control over financial reporting
to be designed under our supervision, to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles;

evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered
by this report based on such evaluation; and

disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during
the registrant’s most recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report)
that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over
financial reporting; and

The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control
over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or
persons performing the equivalent functions):

a.

all significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize
and report financial information; and

any fraud, whether or not material, that involves management or other employees who have a significant role
in the registrant’s internal control over financial reporting.

Date: August 3, 2020

/s/ MICHAEL ROBERTS
Michael Roberts

Chairman of the Board, President
and Chief Executive Officer




Certification of Chief Financial Officer

I, Kavita Mabhtani, certify that:

1. Thave reviewed this report on Form 10-Q of HSBC USA Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material
fact necessary to make the statements made, in light of the circumstances under which such statements were made, not
misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present
in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the
periods presented in this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting
(as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

a.

designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this report is being prepared;

designed such internal control over financial reporting, or caused such internal control over financial reporting
to be designed under our supervision, to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles;

evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered
by this report based on such evaluation; and

disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during
the registrant’s most recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report)
that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over
financial reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control
over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or
persons performing the equivalent functions):

a.

all significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize
and report financial information; and

any fraud, whether or not material, that involves management or other employees who have a significant role
in the registrant’s internal control over financial reporting.

Date: August 3, 2020

/s/ KAVITA MAHTANI

Kavita Mahtani

Senior Executive Vice President and
Chief Financial Officer




EXHIBIT 32

CERTIFICATION OF CHIEF EXECUTIVE OFFICER AND CHIEF FINANCIAL OFFICER
PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

Certification Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002

The certification set forth below is being submitted in connection with the HSBC USA Inc. (the “Company’) Quarterly Report
on Form 10-Q for the period ending June 30, 2020 as filed with the Securities and Exchange Commission on the date hereof (the
“Report”) for the purpose of complying with Rule 13a-14(b) or Rule 15d-14(b) of the Securities Exchange Act of 1934 (the
“Exchange Act”) and Section 1350 of Chapter 63 of Title 18 of the United States Code.

I, Michael Roberts, certify that:
1. the Report fully complies with the requirements of Section 13(a) or 15(d) of the Exchange Act; and

2. the information contained in the Report fairly presents, in all material respects, the financial condition and results of
operations of HSBC USA Inc.

Date: August 3, 2020

/s/ MICHAEL ROBERTS
Michael Roberts

Chairman of the Board, President
and Chief Executive Officer

This certification accompanies each Report pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 and shall not, except to
the extent required by the Sarbanes-Oxley Act of 2002, be deemed filed by HSBC USA Inc. for purposes of Section 18 of the
Securities Exchange Act of 1934, as amended.

The signed original of this written statement required by Section 906 of the Sarbanes-Oxley Act of 2002 has been provided to
HSBC USA Inc. and will be retained by HSBC USA Inc. and furnished to the Securities and Exchange Commission or its staff
upon request.



Certification pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002

The certification set forth below is being submitted in connection with the HSBC USA Inc. (the “Company”) Quarterly Report
on Form 10-Q for the period ending June 30, 2020 as filed with the Securities and Exchange Commission on the date hereof (the
“Report”) for the purpose of complying with Rule 13a-14(b) or Rule 15d-14(b) of the Securities Exchange Act of 1934 (the
“Exchange Act”) and Section 1350 of Chapter 63 of Title 18 of the United States Code.

I, Kavita Mabhtani, certify that:
1. the Report fully complies with the requirements of Section 13(a) or 15(d) of the Exchange Act; and

2. the information contained in the Report fairly presents, in all material respects, the financial condition and results of
operations of HSBC USA Inc.

Date: August 3, 2020

/s/ KAVITA MAHTANI

Kavita Mahtani

Senior Executive Vice President and
Chief Financial Officer

This certification accompanies each Report pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 and shall not, except to
the extent required by the Sarbanes-Oxley Act of 2002, be deemed filed by HSBC USA Inc. for purposes of Section 18 of the
Securities Exchange Act of 1934, as amended.

The signed original of this written statement required by Section 906 of the Sarbanes-Oxley Act of 2002 has been provided to
HSBC USA Inc. and will be retained by HSBC USA Inc. and furnished to the Securities and Exchange Commission or its staff
upon request.
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